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R e t a i l  c n a n a e  i n  t  ne c o n v e n i e n c e  a o o o  s e c  c o r  nas  o e e n  a. 
d r a m a t  i  c f e a t u r e  o f  t  ne u n i  t e a  K ing d o m  s i n c e  i 9 u 5  a n c  o f  r n e  
i  9 7 0 s i  n □ a r  t  i c u l a  r . 7 ne i  iy# a a c t  o f  s u c  n c  n a n g e o n
m a m t f a c t u r e r s  i s  an a r e a  t n a t  i s  u n d e r  c i e v e i o o e a  D o t h  i n  
e c o n o m i c  ana  D u s m e s s  r e s e a r c n .  ' I n i s  t n e s i s  a i m s  t o  e x a m i n e  
t h e  e f f e c t s  on m a n u f a c t u r e r  a d v e r t i s i n g  an c  b r a n a  v a r i e t y  o f  
t w o  o f  t h e  most  n o t a b l e  f e a t u r e s  o f  r e t a i l  c h a n g e ,  r e t a i l  
c o n c e n t  r a t i o n  and own l a b e l .

A f t e r  an  e x a m i n a t i o n  o f  t h e  c n a n q m q  r e t a i l  e n v i r o n m e n t  
i n  c h a p t e r  o n e ,  t h e  l i t e r a t u r e  r e v i e w  i n  c h a p t e r  tw o  r e v e a l s  
t h a t  d e s p i t e  s t r o n g  t h e o r e t i c a l  e x p e c t a t i o n s  o f  r e t a i l  
s t r u c t u r e  h a v i n g  an  i m p a c t  on m a n u f a c t u r e r s  t h e r e  i s  l i t t l e  
e m p i r i c a l  w o r k  on t h e  s u b j e c t .  T h e  e m p i r i c a l  w o r k  on 
r e t a i l e r - m a n u f a c t u r e r  i n t e r a c t i o n  h a s  b e e n  c o n c e r n e d  w i t h  
m a n u f a c t u r e r  p r o f i t a b i 1 i t y  a l m o s t  e x c l u s i v e l y .

C h a p t e r s  t h r e e  and f o u r  e x p l o r e  t h e  e x i s t i n g  t h e o r y  ana  
e v i d e n c e  on t h e  s t r u c t u r a l  d e t e r m i n a n t s  o f  a d v e r t i s i n g  and  
v a r i e t y .  T h i s  e x p l o r a t i o n  h e l p s  i d e n t i f y  s t r u c t u r a l  v a r i a b l e s  
t o  be i n c l u d e d  w i t h  r e t a i l  v a r i a b l e s  i n  t h e  e m p i r i c a l  p a r t  o f  
t h e  t h e s i s .

C h a p t e r  f i v e  d e v e l o p s  t h e  s p e c i f i c ' h y p o t h e s e s  r e g a r d i n g  
t h e  e f f e c t  o f  r e t a i l  c o n c e n t  r a t i o n  ana  own l a b e l  p e n e t r a t i o n  
on m a n u f a c t u r e r  a d v e r t i s i n g  an a  b r a n a  v a r i e t y  b o t h  a t  f i r m  
and m a r k e t  l e v e l .

C h a p t e r  s i x  d e s c r i b e s  t h e  s a m p l e  and  v a r i a o i e s  t o  be  
t e s t e d .  T h e  s a m p l e  i s  f o r  tw o  p e r i o d s ,  1 9 7 0  and 1 9 8 1 .  w n i c n  
e n a b l e s  a n  a n a l y s i s  o f  c h a n g e  t o  be made a s  w e l l  a s  s t a t i c  
c ro s s  s e c t  i  ona  I  avia I  y s  i  s .

C h a p t e r  s e v e n  r e p o r t s  t h e  r e s u l t s  o f  t h e  t e s t s  on 
a c v e  r t  i  s i  ng avid c h a p t e r  e.i. o h t  t  he r e s u l t s  on o r a n d  v a r i e t y .

C h a p t e r  n i n e  p r o v i d e s  a summary o f  t h e  r e s u l t s  w h i l s t  
c h a p t e r  t e n  c o n c l u d e s  by s u g g e s t i n g  t h a t  t h e  s t r o n g  
e x p e c t a t i o n  o f  r e t a i l  s t r u c t u r e  h a v i n g  a n  i  impact on  
m a n u f a c t u r e r  a d v e r t  i s i v i g  avid v a r i e t y  i s  g i v e n  l i m i t e d  s u p p o r t  
by t h e  e m p i r i c a l  r e s u l t s .  T he  i m p o r t a n c e  o f  f u r t h e r  w o r k ,  t h e  
n e e d  f o r  i m p r o v e m e n t  i n  d a t a  p r o v i s i o n  and s p e c i f i c  a r e a s  f o r  
r e s e a r c h  a r e  t h e n  i d e n t i f i e d .
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I  w o u l d  l i k e  t o  t h a n k  s i n c e r e l y  iyiy t w o  s u p e r v i s o r s .  
P r o f e s s o r  R i c h a r d  Shaw a n c  P r o f e s s o r  J o h n  D a w so n ,  f o r  t n e i r  
iviost v a l u a b l e  t i m e -  T h e i r  g u i d a n c e  a t  c r i t i c a l  t i m e s  c o m b i n e d  
w i t h  t n e  a c a d e m i c  f r e e d o m  t o  l e a r n  o f  r e l a t e d  a r e a s  i s  an
e x e m o l a r  o f  s u o e r v i s i o n  and h a s  m e a n t  t h a t  i n  a d d i t i o n  t o  t h e
a c t u a l  p r o d u c t i o n  o f  t h i s  t h e s i s  I  h a v e  becom e f a m i l i a r  w i t h  
a w i d e  r a n g e  o f  1 i t e r a t u r e .

My o t h e r  u n p a y a b l e  d e b t ,  a o a r t  f r o m  t n e  one t o  t n e  bank  
m a n a g e r ,  i s  t o  my w i f e  an d p a r e n t s *  M a r y ,  K a t n  and  J o c k .  F o r  
t h e i r  c o n s t a n t  s u o p o r t  a n a  r e - a s s u r a n c e  I  am h u m o l y  t h a n k f u l .

F o r  t h e i r  h e l p  i n  p r o v i d i n g  me w i t h  a c c e s s  t o  d a t a  and
m a r k e t  i n f o r m a t i o n  1 w o u l d  a l s o  l i k e  t o  t h a n k  n u m e r o u s
a n o n y m o u s  l i b r a i a n s  a t  v a r i o u s  i i b r a i e s  i n  t h e  Li-K- and t h e
n o t  so a n o n y m o u s  S i r  H e c t o r  L a i n g  o f  U n i t e d  B i s c u i t s ,  P i c -

T h o u g n  I  w o u l d  l i k e  t o  m e n t i o n  e v e r y —one a t  t h e
Un i v e r s i t y  f o r  a  g e n e r a l l y  g o o d  w o r  k i  ng e n v  i  r  onm e nt  r u m o u r
h a s  i t  t n a t  s u b m i s s i o n  d a t e s  a r e  i m p o r t a n t , so a f a i r l y  
g e n e r a I  t  h a n k s  w i  11 h a v e  t  o s u f  f  i c e -  P a r t  i  c u i a r  i n e r t  i  on 
s h o u l d  h o w e v e r  go t o  my o f f i c e  m a t e s ,  T i m o t h y  R o d g e r s ,
Mohammea f t l - J o r a i s  a n a  L y n d a  B l a i r ,  and  t o  a l l  m embers  o f  t n e  
I n s t i t u t e  f o r  R e t a i l  S a d i e s  f o r  t h e i r  h e l p  avia f r i e n d s h i p .

F o r m a l  r e c o g n i t i o n  s h o u l d  a l s o  oe a c c o r d e d  t o  t n e  E c o n o m i c  
avid S o c i a l  R e s e a r c h  C o u n c i l  who f u n d e d  t h i s  p r o j e c t .
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L i n e a r  R e g r e s s i o n s
P r o d u c t  V a r i e t y  a t  F i r m  L e v e l  1 9 3 1  -  R e s u l t s  o f  Lo  
-  L i  n e a  r  Reg r e s s  . ions
T h e  L e v e l  o f  P r o d u c t  V a r i e t y  o f  M a r k e t  L e a d e r s  
a n d  M a r k e t  F o l l o w e r s  1 9 3 1 .  L i n e a r  R e g r e s s i o n  
R e s u l t s

F i  r  iri L e  v e  1 1 9 7 0  -  Res u 1 1 s o f

i- i  r:Yi L e v e l  1 9 7 0  -  R e s u l t s  o f
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a .  i s T h e  L e v e l  o f  P r o d u c t  V a r i e t y  M a r k e t  L e a d e r s  an a  
M a r k e t  F o l l o w e r s  1 9 8 1 .  L og  L i n e a r  R e g r e s s i o n  
R e s u l t s 2 3 4

S. 16 P e r c e n t a g e P r o d u c t  V a r i e t y  a t  F i r m  L e v e l  1 9 7 0  -
R e s u l t s  o f L i n e a  r  Reg r e s s i  o n s

S. 17 P e r c e n t a g e P r o d u c t  V a r i e t y  a t  F i r m  L e v e l  1 9 7 0  -
R e s u l t s  o f Log  -  L i n e a r  R e g r e s s i o n s

a .  l a P e r c e n t a g e P r o d u c t  V a r i e t y  a t  F i r m  L e v e l  19S1 -
R e s u l t s  o f L i n e a r  R e g r e s s i o n s 2 4 0

a .  19 P e r c e n t a g e P r o d u c t  V a r i e t y  a t  F i r m  L e v e l  1 9 8 1  -
R e s u l t s  o f Log -  L i n e a r  R e g r e s s i o n s 2 4 2
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1 . 0 .  O B J E C T IV E S :

T h e  o b j e c t i v e  o f  t h i s  c h a p t e r  i s  t o  g i v e  a n  o v e r v i e w  o f  

t h e  c h a n g e s  o c c u r r i n g  i n  t h e  r e t a i l i n g  o f  " c o n v e n i e n c e  g o o d s "  

i n  t h e  U . K .  S u c h  a n  o v e r v i e w  o f  t h e  r e t a i l  e n v i r o n m e n t  i s  a 

p r e - r e q u i s i t e  f o r  b e i n g  a b l e  t o  u n d e r s t a n d  a nd  i n t e r p r e t  t h e  

s p e c i f i c  n a t u r e  o f  r e t a i l e i — m a n u f a c t u r e r  r e l a t i o n s  a n d  t h e  

i n f l u e n c e s  on a d v e r t i s i n g  and  b r a n d  v a r i e t y .

C o n v e n i e n c e  g o o d s  a r e  d e f i n e d  by H o l t o n  ( 1 9 5 8 )  a s :

" G o o d s  w i t h  r e l a t i v e l y  l o w  u n i t  p r i c e ,  p u r c h a s e d  
r e p e a t e d l y ,  f o r  w h i c h  t h e  c o n s u m e r  d e s i r e s  a n  e a s i l y  
a c c e s s i b l e  o u t l e t .  P r o b a b l e  g a i n s  f r o m  lYiaking p r i c e  a nd  
q u a l i t y  coiYipar  i s o n s  a r e  s m a l l  r e l a t i v e  t o  c o n s u m e r ’ s 
a p p r a i s a l  o f  s e a r c h  c o s t s " .

P o r t e r  ( 1 9 7 6 a )  s u g g e s t s  t h a t  a way  o f  m a k i n g  s u c h  a 

d e f i n i t i o n  o p e r a t i o n a l  i s  t o  i d e n t i f y  a s  c o n v e n i e n c e  g o o d s  

t h o s e  g o o d s  t h a t  a r e  s o l d  p r i n c i p a l l y  t h r o u g h  c o n v e n i e n c e



o u t l e t s .  C o n v e n i e n c e  o u t l e t s  a r e  d e f i n e d  by P o r t e r  

( 1 9 7 6 a , p 2 3 )  a s :

" R e t a i l  o u t l e t s  w h e r e  l i t t l e  o r  no s a l e s  a s s i s t a n c e  
( i n f o r m a t i o n  t r a n s f e r )  i n  t h e  f o r m  o f  s a l e s p e r s o n  i n t e r a c t i o n  
i s  p r o v i d e d  w i t h  t h e  s a l e  a n d  l o c a t i o n a l  d i v e r s i t y  o f  o u t l e t s  
i s  h i g h " .

I n  p r a c t i c e ,  c o n v e n i e n c e  g o o d s  a r e  l a r g e l y  c o m p o s e d  o f  

" g r o c e r y "  o r  " h o u s e h o l d "  p r o d u c t s  a n d  i t  i s  t h i s  s e c t o r  t h a t  

i s  o f  p r i m e  i n t e r e s t .

T h e  c h a n g e  i n  t h e  r e t a i l  e n v i r o n m e n t  i n  t h e  U . K .  h a s  

o c c u r r e d  d u e  t o  c h a n g e s  i n  b o t h  dem and a n d  s u p p l y  c o n d i t i o n s .  

T h e  m a i n  i n f l u e n c e s  on d em an d  an d  s u p p l y  a r e  e x a m i n e d  i n  

s e c t i o n  t w o .

S e c t i o n  t h r e e  d i s c u s s e s  t h e  u n i q u e  n a t u r e  o f  t h e  g r o c e r y  

s e c t o r  a n d  s e c t i o n  f o u r  h i g h l i g h t s  t h e  s t r u c t u r a l  c h a n g e  t h a t  

h a s  r e s u l t e d  i n  t h e  s e c t o r .  S e c t i o n  f i v e  e x a m i n e s  t h e  

c o n t r a s t i n g  b u t  n o t  u n r e l a t e d  s e c t o r  o f  C o n f e c t i o n e r s ,  

T o b a c c o n i s t s  an d  N e w s a g e n t s  ( C T N ’ s )  w h i c h  i s  t h e  o t h e r  m a i n  

c o m p o n e n t  o f  t h e  c o n v e n i e n c e  g o o d  s e c t o r .

1 . 1 .  THE CAUSES OF R E T A I L  CHANGE.

As w a s  m e n t i o n e d  a b o v e  r e t a i l  c h a n g e  r e s u l t s  f r o m  c h a n g e s  

i n  i n f l u e n c e s  on dem and a n d  s u p p l y  a n d  t h e  way  c o n s u m e r s  and  

r e t a i l e r s  r e s p o n d  t o  s u c h  i n f l u e n c e s .  Some o f  t h e  m a j o r  w o r k s  

w r i t t e n  on r e t a i l i n g  e . g .  F u l o p  ( 1 9 6 6 ) ,  M c C l e l l a n d  ( 1 9 6 6 )  

h a v e  i f  a n y t h i n g  t e n d e d  t o  be m a i n l y  c o n c e r n e d  w i t h  s u p p l y  

c o n d i t i o n s  i n  i s o l a t i o n  o f  d e m a n d .  W h i l s t  c o s t  c o n d i t i o n s  a r e  

i m p o r t a n t  i t  i s  i m p o r t a n t  t o  e x a m i n e  t h e  n a t u r e  a n d  c h a n g e s  

i n  demand t h a t  h a v e  b e e n  a m a j o r  e x p l a n a t i o n  o f  r e t a i l  c h a n g e  

a s  w e 1 1 .



1 . 2 .  FACTORS I N F L U E N C I N G  DEMAND.

W h i l s t  a n  e x h a u s t i v e  l i s t  o f  a l l  f a c t o r s  a f f e c t i n g  

c o n s u m e r  d em an d  a t  a m i c r o  l e v e l  i s  i m p o s s i b l e  some o f  t h e  

m a i n  f a c t o r s  c a n  be  i d e n t i f i e d .  T h e s e  f a c t o r s  c a n  be  

c l a s s i f i e d  i n t o  t h r e e  t y p e s  o f  i n f l u e n c e :  d e m o g r a p h i c ,

e c o n o m i c  and  s o c i a l .

F I G U R E  1 - 1 -  FACTORS I N F L U E N C IN G  DEMAND.

E C O N O M I C  <- - - - - - - - - - - - - - - - - - - ‘• S O C I A L

1 . 2 . 1 .  DEMOGRAPHIC CHANGE.

D e m o g r a p h i c  f a c t o r s ,  i . e .  f a c t o r s  r e s u l t i n g  f r o m  a 

c h a n g i n g  p o p u l a t i o n  s t r u c t u r e  h a v e  a d i r e c t  i n f l u e n c e  on t h e

p a t t e r n  a n d  l e v e l  o f  d em a nd  i n  t h e  U . K .

As i s  shown f r o m  t a b l e  1 . 1 .  t h e  p o p u l a t i o n  i n  a b s o l u t e  

t e r m s  r o s e  s l i g h t l y  f r o m  5 5 . 9  m i l l i o n  t o  5 6 .  4 m i l l i o n  i n  t h e  

U . K .  b e t w e e n  1 9 7 0  and  1 9 6 1 .  I f  t h i s  was  t h e  o n l y  i n f l u e n c e  on

t h e  dem and f o r  c o n v e n i e n c e  g o o d s  t h e n  d em an d  w o u l d  be

e x p e c t e d  t o  s how  a c o r r e s p o n d i n g l y  s m a l l  r i s e .  T h o u g h  g i v e n  

t h e  r a t e  o f  i n c r e a s e  p r i o r  t o  1 9 7 0  t h e  r a t e  o f  i n c r e a s e  i n  

dem and w o u l d  be e x p e c t e d  t o  f a l l  w h i c h  i n  i t s e l f  m i g h t  h a v e  

e f f e c t s  on r e t a i l e r s  b e h a v i o u r  by a l t e r i n g  e x p e c t a t i o n s  o f  

d e m a n d .

M o r e  d r a m a t i c a l l y  t a b l e  1 . 1 .  i l l u s t r a t e s  how t h e  a g e  

s t r u c t u r e  h a s  c h a n g e d  and  how t h e  p o p u l a t i o n  i s  b e c o m i n g  m o r e  

h e a v i l y  w e i g h t e d  t o w a r d s  t h e  o l d e r  g e n e r a t i o n s .



TABLE 1 . 1 :  THE U . K .  PO P U L A TIO N  BY h GE GROUPS 1 3 7 1  -  1 9 8 6 .

( M i  H i  o n s )

A g e : 0 - 4 5 - 1 4 1 5 - 2 9 3 0 - 4 4 4 5 - 5 9 6 0 - 6 4 6 5 - 7 4 7 5 —8 4 3 5 + ALL

1 9 7 1 4 .  5 8 .  9 l i . a 9. a 10. 2. 3 .  2 4 .  3 XL a XL 0 .  5 5 5 .
1 9 7 6 . 7 9 . 2 1 2 .  4 1 0 .  0 9 .  8* 3 .  1 5 .  1 XL. m ui 0 .  5 56..
1 9 3 1 «=:villa J S. 1 1 2 . 3 1 1 . 0 9 .  5 2 .  9 5 .  2 2 .  7 0 .  6 5 6 ,
1 9 8 5 TO * Cl 7 . 3 1 3 .  4 1 1 . 3 9 .  3 3 .  1 4 .  9 2 .  9 0 .  7 5 6 .

S o u r c e :  S o c i a l  T r e n d s .

F ro m  1 9 7 0 - 1 9 3 1 ,  w h i c h  i s  t h e  p e r i o d  t h a t  t h e  s t a t i s t i c a l  

p a r t  o f  t h i s  w o r k  i s  c o n c e r n e d  w i t h ,  a s  w e l l  a s  a  r i s e  o f  1 

m i l l i o n  i n  t h e  n u m b e r  o f  o v e r  6 5 7 s t h e r e  w a s  a n  i n c r e a s e  o f  

1 . 2  m i l l i o n  i n  t h e  n u m b e r  o f  1 5 - 4 4  y e a r  o l d  p e o p l e .  T h i s  

l a t t e r  r i s e  c a n  be  e x p e c t e d  t o  h a v e  a  m a r k e d  e f f e c t  on 

o v e r a l l  c o n s u m e r  e x p e n d i t u r e  g i v e n  t h a t  i t  i s  t h i s  a g e  g r o u p  

who b o r r o w  and  s p e n d  m o s t .

D e m o g r a p h i c  c h a n g e  h a s  t h u s  b e e n  s u c h  t h a t  o n e  w o u l d  

e x p e c t  some r i s e  i n  t h e  demand f o r  g r o c e r y  p r o d u c t s  e v e n  i f  

t h e  l a r g e  s o c i a l  and  e c o n o m i c  c h a n g e s  o f  t h e  p e r i o d  had n o t  

t a k e n  p l a c e .

1 . 2 . 2 .  ECONOMIC CHANGE.

E c o n o m i c  f a c t o r s  c a n  be  e x p e c t e d  t o  h a v e  a p r o f o u n d  

e f f e c t  n o t  j u s t  on t h e  l e v e l  o f  dem and b u t  on t h e  p a t t e r n  ( o r  

c o m p o s i t i o n )  o f  d e m a n d .  T h e  m a i n  e c o n o m i c  i m p a c t  on r e t a i l i n g  

h a s  d e r i v e d  f r o m  t h e  p e r  c a p i t a  i n c r e a s e  i n  p e r s o n a l  

d i s p o s a b l e  i n c o m e .  T h i s  i n c r e a s e  ( s h o w n  i n  t a b l e  1 . 2 . )  h a s  

had a n u m b e r  o f  e f f e c t s  on r e t a i l i n g  a s  a w h o l e  a n d  i n  

p a r t i c u l a r  on g r o c e r y  r e t a i l i n g .

One o f  t h e  m a i n  e f f e c t s  o f  r i s i n g  i n c o m e  h a s  b e e n  t o  f u e l  

t h e  i n c r e a s e  i n  c o n s u m e r ’ s e x p e n d i t u r e  ( t a b l e  1 . 3 . ) .

4



TABLE 1 . 2 s  PER C A P I T A  Pi-rtSQNAL DISPOSABLE. IN C uM E 1 9 7 0
1 9 8 5 .

YEAR CURRENT P R IC E S  1 9 8 0  P R IC E S

1 9 7 0 6 3 5 2 2 0 4
1 9 7 1 6 9 5 2 2 2 2
1 9 7 2 8 0 1 2 4 0 2
1 9 7 3 9 2 4 2 5 6 1
1 9 7 4 1 0 7 2 2 5 4 0
1 9 7 5 1 Oo 1 2 5 4 9
1 9 7 6 1 5 3 2 2 5 3 6
1 9 7 7 1 7 4 1 jL 5 0 9
1 9 7 8 UuvJ 2 6 8 2
1 9 7 9 4 3 0 2 8 2 3
1 9 8 0 XL 8 6 9 3 6 9
1 9 8 1 x 2 o 2 8 0 3
1 9 8 2 uJ 4 0 9 2 3 1 5
1 9 8 3 6 6 4 2 3 8 1
1 9 8 4 9 2 4 2 9 4 5
1 9 8 5 4 2 3 5 •-> 0 2 0

3 o Li r e s  “ C . 3 .  0 .

1 . 3 : CONSUMERS’ E X P E N D IT U R E  1 9 7 0 -  1 9 8 5 .

YEAR CURRENT P R IC E S 1 9 8 0  P R IC

1 9 7 0 31 9 6 3 1 1 0  9 4 6
1 9 7 1 3 5  7 9 3 1 1 4  3 9 6
1 9 7 2 4 0  4 6 6 121 4 0 5
1 9 7 3 4 6  0 5 3 .127 6 6 9
1 9 7 4 5 3  0 8 0 1 2 5  8 1 0
1 9 7 5 b%j w) uf 3 1 2 5  1 1 3
1 9 7 6 7 5  8 1 8 1 2 5  5 0 4
1 9 7 7 3 6  6 7 9 1 2 4  8 6 3
1 9 7 8 9 9  8 7 3 131 7 4 2
1 9 7 9 1 1 8  4 2 6 1 /  to 1 d
1 9 8 0 1 O / X o  *+ 1 to 7  2to4
1 9 8 1 1 5 2  5 4 4 1 3 6  9 3 6
1 9 8 2 1 6 7  3 6 2 13 8  2 0 1
1 9 8 3 1 8 2  8 7 7 1 4 3  79 1
1 9 8 4 1 9 5  7 1 1 1 4 6  8 8 8
1 9 8 5 2 1 3  2 0 8 1 5 2  0 3 8

Sou r c e  : C . S . 0 .



T h e  r i s e  i n  c r e d i t  a n d  t h e  d e c r e a s e  i n  t h e  p r o p e n s i t y  t o  s a v e  

h a v e  c o m b i n e d  t o  a c c e n t u a t e  t h e  e f f e c t  o f  t h e  r i s e  i n  i n c o m e

on e x p e n d i t u r e .  As t a b l e  1 . 4 .  s h o w s  a nd  a s  o n e  w o u l d

e x p e c t , t h e  i n c r e a s e  i n  e x p e n d i t u r e  h a s  v a r i e d  m a r k e d l y  a c r o s s  

s e c t o r s .

As t a b l e  1 . 5 .  s h o w s  t h e  p e r c e n t a g e  o f  t o t a l  e x p e n d i t u r e  

s p e n t  on  d i f f e r i n g  s e c t o r s  h a s  v a r i e d .  E x p e n d i t u r e  on f o o d  

and  h o u s e h o l d  p r o d u c t s  a s  a  p e r c e n t a g e  o f  t o t a l  e x p e n d i t u r e  

h a s  n o t i c e a b l y  f a l l e n .

T h e  e f f e c t  on c o n s u m e r  b u y i n g  p r o c e s s e s  o f  t h i s  r e l a t i v e  

d e c l i n e  a r e  i m p o r t a n t  b o t h  f o r  r e t a i l  s t r u c t u r e  and  

m a n u f a c t u r e r  s t r a t e g y .  W i t h  i n c r e a s i n g  i n c o m e  a n d  s p e n d i n g  

p o w e r  i t  s e e m s  f a i r  t o  s a y  t h a t  t h e  o p p o r t u n i t y  c o s t  o f  

g r o c e r y  s h o p p i n g  h a s  i n c r e a s e d .  I n  o t h e r  w o r d s  t h e  n u m b e r  o f

a l t e r n a t i v e s  t o  s p e n d i n g  t i m e  s h o p p i n g  f o r  g r o c e r i e s  h a s

i n c r e a s e d  an d t h e  c o n s u m e r  w i l l  h a v e  an  i n c r e a s e d  d e s i r e  t o  

s p e n d  t i m e  and a t t e n t i o n  on o t h e r  a c t i v i t i e s .  A m o n g s t  t h e s e  

o t h e r  a c t i v i t i e s  w i l l  be s h o p p i n g  f o r  p r o d u c t s  t h a t  t h e  

c o n s u m e r  h i s t o r i c a l l y  h a s  n o t  b e e n  a b l e  t o  a f f o r d  b u t  w h i c h  

h a v e  b e co m e a f f o r d a b l e  d u e  t o  r i s i n g  i n c o m e  o r  c r e d i t .  T h u s  

b e c a u s e  t h e  c o n s u m e r  h a s  a  f i n i t e  t i m e  f o r  d e c i s i o n  m a k i n g ,  

a s  w e l l  a s  a l i m i t e d  c a p a c i t y  f o r  d e c i s i o n  m a k i n g ,  a  r a t i o n a l  

c o n s u m e r  w i l l  s p e n d  m o r e  a t t e n t i o n  on t h e  b u y i n g  o f  new o r  

m a r g i n a l  g o o d s  t h a n  on c o n v e n i e n c e  g o o d s  f o r  w h i c h  t h e  

c o n s u m e r  w i l l  h a v e  d e v e l o p e d  an d  r e f i n e d  c r i t e r i a  and  

f e e d b a c k  l o o p s  o v e r  t i m e  ( S t e i n b r u n e r  1 3 7 4 ) .  I t  s h o u l d  be  

n o t e d  t h a t  t h i s  v i e w  o f  t h e  r a t i o n a l  c o n s u m e r  i s  a t  d i s t i n c t  

o d d s  t o  t h e  c a r i c a t u r e  o f  t h e  o m n i s c i e n t  n e o - c l a s s i c a l  

e c o n o m i c  man a s  p o r t r a y e d  by B e n s u s a n —B u t t s  ( 1 9 7 3 ) .
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TABLE 1 . 4 , :  CONSUMERS7 E X P E N D IT U R E  BY PRODUCT CATEGORY. .1961
-  1 9 8 5 (£iYl 1 9 8 0 H r i c e s ) .

1 9 6 1 1 9 7 1 1 9 7  6 1 9 8 1 i ■9 8 5

F o o d 2 0 6 4 9 0 9 3 2 2 1 5 9 2 2 7 1 3 i-'w 1 9 7
A l c o h o l  a n d  T o b a c c o 10 3 2 4 12 3 4 2 14 2 7 2 14 0 8 3 14 0 6  1
C l o t h i n g  & F o o t w e a r C*o 8 4 4 7 5 6 6 a 4 0 6 9 7 8 8 12 3 7 8
E n e r g y  P r o d u c t s 6 0 0 8 9 3 0 0 10 3 4 5 11 0 3 9 11 8 4 0
D u r a b l e  G o o d s 5 5 7 6 9 8 4 1 11 7 8 5 13 6 8 7 17 S-y-o

O t h e r  G o o d s a 6 7 3 11 5 6 0 13 5 9 3 14 4 5 6 16 4 2 b

TOTAL 8 9 5 5 2 1 1 4 3 9 6 1 2 5 5 0 4 i 3 6 9 3 6 1 5 2 0 3 8
( i n c .  o t h e r  s e r v i c e s )

S o u r c e :  E c o n o m i c  T r e n d s  ( 1 9 8 7 ) .

TABLE 1 . 5 .  PERCENTAGE OF TOTAL CONSUMERS7 E X P E N D IT U R E  BY SECTOR.

1 9 6 1 1 9 7 1 1 9 7 3 1 9 7 5 1 9 7 7 1 9 7 9 1 9 8 1 1 9 8 3 1 9 3 5

F o o d 2 4 .  5 1 9 .  9 1 8 . 7 1 8 . 3 18 .  5 1 7 .  2 1 5 .  9 1 5 .  0 1 4 .  0
A l c o h o l i e

D r i n k 6 .  0 7 .  4 7 .  3 7 .  4 7 .  6 7 .  3 t m vj 7 .  3 7 .  4
T o b a c c o 6 .  8 4 .  8 4 .  3 4 .  2 4 .  2 o . b 3 .  6 3 .  4 O n b
C l o t  h i n g

& f o o t w e a r 9 .  7 8 . 8 .  5 8 .  0 7 .  6 7 .  7 6 .  7 6 .  7 7 .  0
H o u s i n g 1 0 .  0 1 3 . 4 1 3 .  9 1 3 .  4 1 3 .  4 1 3 .  2 1 4 .  8 1 5 .  1 1 5 .  0
F u e l  & p o w e r 4 .  5 4 .  6 4 .  2 4 .  4 4 .  9 4 .  5 5 .  1 5 .  1 5 .  0
H o u s e h o l d  g o o d s

Sc s e r v i c e s 8 .  0 7 .  6 8 .  0 7 .  7 / • O 7 .  6 6 .  9 6 .  7 6 .  6
T r a n s p o r t  &

c  o miYiun i  c  a t  i  o n 9 .  9 1 3 .  8 1 4 .  3 1 4 .  4 1 4 .  7 i b .  <j 1 6 .  5 1 6 .  9 1 6 .  7
R e c r e a t i o n ,

e d u c a t i o n  & 
e n t  e  r t  a  i  n m e n t 5 .  2 5 .  6 5 .  6 9 .  2 9 .  3 9 .  3 9 .  2 9 .  1 9 .  2

O t h e r  g o o d s
& a d j u s t m e n t s 1 6 .  9 1 6 . 2 1 6 .  6 1 3 .  0 1 2 .  5 1 b ■ w* 1 4 .  0 1 4 .  9 15 .  8

S o u r c e :  N a t i o n a l  I n c o w e  a n d  
E x p e n d i t u r e ,  N a t i o n a l  A c c o u n t s .
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T h e  a s s e r t i o n  t h a t  t h e  c o n s u m e r  s h o u l d  be t r e a t e d  a s  b e i n g  

s u b j e c t  t o  c o n s t r a i n t s  a n d  a s  u s i n g  d i f f e r e n t  d e g r e e s  o f  

i n v o l v e m e n t  f o r  d i f f e r e n t  g o o d s  i s  h o w e v e r  b e c o m i n g  m o r e  

w i d e l y  d e v e l o p e d  i n  t h e  b e h a v i o u r a l  e c o n o m i c  l i t e r a t u r e  

( S t e i n b r u n n e r  1 9 7 4 ,  E a r l  1 9 8 3 , 1 9 8 b )  avid e x i s t  a l b e i t  i n  a 

s l i g h t l y  n e g l e c t e d  s t a t e  i n  t h e  c o n s u m e r  m a r k e t i n g  l i t e r a t u r e  

( E n g e l  a n d  B l a c k w e l l  1 9 8 2 ) .

T h e  r i s e  i n  o v e r a l l  e x p e n d i t u r e  a s  w e l l  a s  h a v i n g  a n  

i m p a c t  on t h e  a c t u a l  d e c i s i o n  m a k i n g  p r o c e s s  o f  t h e  c o n s u m e r  

h a s  h ad  i n d i r e c t  e f f e c t s  on t h e  p a t t e r n  o f  d em an d  ( i . e .  t h e  

c o m p o s i t i o n  o f  d e m a n d )  by a l t e r i n g  t h e  c o n s u m e r s 7 a b i l i t y  t o  

b u y  avid s t o r e  p r o d u c t s .  T h e  r i s e  i n  i n c o m e  avid e x p e n d i t u r e ,  

a s  w e l l  a s  s o c i a l  f o r c e s  r e s h a p i n g  h o u s e h o l d  s i z e  avia 

n u m b e r s ,  h a v e  s e e n  a r i s e  i n  c a r  o w n e r s h i p  avid f r e e z e r  

o w n e r s h i p  w h i c h  h a s  f a c i l i t a t e d  t h e  b u l k  b u y i n g  o f  p r o d u c t s .

T h e  i n c r e a s e s  i n  c a r  o w n e r s h i p  avid f r e e z e r  o w n e r s h i p  a r e  

i l l u s t r a t e d  i n  t a b l e s  l . S  avid 1 . 7  avid m u st  be r e g a r d e d  as  

p l a y i n g  a  p a r t  i n  a l t e r i n g  dem and f o r  g r o c e r y  p r o d u c t s  i n  

t e r m s  o f  l o c a t i o n a l  avid f r e q u e n c y  d i m e n s i o n s .

TABLE 1 . 6 s  L IC E N S E D  MOTOR V E H I C L E S  I N  THE U . K .

0007 s
1 9 6 1  1 9 7 1  1 9 7 6  1 9 8 1  1 9 8 5

P r i v a t e  C a r s  6 4 U b  i L l L S  1 4 i o 4  1 5 i i 3 7  i b S 5 3
A l l  v e h i c l e s  1 0 2 2 7  1 5 8 5 9  1 8 2 3 3  1 9 7 8 4  2 1 6 3 5

S o u r c e !  D e p t ,  o f  T r a v is  p o r t  /  
S o c i a l  T r e n d s  1 9 8 7 .

TABLE 1 . 7 s  F R ID G E  AND FREEZER OWNERSHIP BY HOUSEHOLD.

1 9 6 0 1 9 7 0 1 9 8 0 1 9 8 5

F r i d g e 66% 93% 95%
F r e e z e r s - <3% 50% 66%

S o u r c e  5 G e n e r a l  H o u s e h o l d  S u r v e y .



1 . 2 . 3 .  S O C IA L  CHANGE.

I n  c l o s e  t a n d e m  w i t h  t h e  e c o n o m i c  a n d  d e m o g r a p h i c  

e n v i r o n m e n t  t h e  s o c i a l  e n v i r o n m e n t  a l s o  p l a y s  a  m a j o r  p a r t  i n  

s h a p i n g  t h e  r e t a i l  e n v i r o n m e n t .

T h e  m o s t  t a n g i b l e  r e s u l t  o f  s o c i a l  c h a n g e  h a s  p e r h a p s  

b e e n  t h e  r e d u c t i o n  i n  t h e  a v e r a g e  n u m b e r  o f  p e o p l e  p e r  

h o u s e h o l d  a n d  t h e  i n c r e a s e  i n  t h e  n u m b e r  o f  h o u s e h o l d s  

( t a b l e s  1 . 3  and  1 . 9 ) .  S u c h  c h a n g e s  a r e  a r e s u l t  o f  a  h o s t  o f  

f a c t o r s  n o t  l e a s t  o f  w h i c h  a r e  t h e  i n c r e a s i n g  d i v o r c e  r a t e ,  

c h a n g i n g  s o c i a l  a t t i t u d e s  a n d  i n c r e a s e d  i n c o m e .

TABLE 1 . 3 :  i H t  NUMBER Ob HOUSEHOLDS I N  I HE U. K. 1 9 6 1 —1 9 3 1 .

1 P e r s o n  H o u s e h o l d s
it

T I!
O

4
5
6+ »

19 6 1

1 9 1 9  0 0 0  
4 3 2 0  0 0 0  
3 7 8 0  0 0 0  
3 1 0 0  0 0 0  
1 4 3 9  0 0 0  
1 0 7 9  0 0 0

1 9 71

3 3 2 0  0 0 0  
5 7 7 1  0 0 0  
3 4 5 3  0 0 0  
3 1 4 3  0 0 0  
1 5 1 5  0 0 0  
1 1 0 6  0 0 0

1 9 3 1

4 2 4 2  0 0 0  
6 222  000 
3 3 2 7  0 0 0  
3 5 3 2  0 0 0  
1 4 3 6  0 0 0  

7 3 3  0 0 0

16 1 3 9  0 0 0  13 3 1 7  0 0 0  19 4 9 2  0 0 0

S o u r c e :  S o c i a l  T r e n d s  ( 1 9 3 7 )

TABLE 1 . 9 :  PERCENTAGE OF HOUSEHOLDS BY S I Z E .  1 9 6 1 - 1 9 8 5 .

19 6 1 1 9 7 1 1 9 7 6 1 9 3 1 1 9 3 5

1 P e r s o n  H o u s e h o l d s 12 13 21 2 4
•~i 11 fl 3 0 3 2
T II n
vJ 19 17 17 17
4  *< » 19 17 17 13 17
cr ti it 
w 9 3 8 7 6
6 +  11 11 7 6 5 4 y

S o u r c e :  S o c i a l  i r e n d s  ( 1 9 3 7 )

T h e  i n c r e a s e  i n  t h e  n u m b e r  o f  h o u s e h o l d s  c a n  be e x p e c t e d  

t o  s t i m u l a t e  dem and f o r  some g r o c e r y  p r o d u c t s  g i v e n  t h a t  

demand f o r  some p r o d u c t s  s u c h  a s  c l e a n i n g  p r o d u c t s  w i l l  be
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m o r e  s t r o n g l y  r e l a t e d  t o  t h e  n u m b e r  o f  h o u s e h o l d s  t h a n  t o  

p o p u l a t i o n  s i z e  o r  e v e n  ( a r g u a b l y )  a v e r a g e  s i z e  o f  h o u s e h o l d .

T h o u g h  s o c i a l  c h a n g e  i s  i n  some w a y s  a v e r y  n e b u l o u s  

s u b j e c t  a  n u m b e r  o f  c h a n g e s  c a n  be i d e n t i f i e d  t h a t  w i l l  

i n f l u e n c e  t h e  r e t a i l  e n v i r o n m e n t  i n  a d d i t i o n  t o  t h e  c h a n g i n g  

n u m b e r  a n d  c o m p o s i t i o n  o f  h o u s e h o l d s .

T h e  c h a n g i n g  a t t i t u d e s  f r o m  an d  t o  women h a v e  m e a n t  t h a t  

women a r e  m o v i n g  t o w a r d s  a l e s s  m a l e  d o m i n a t e d  s o c i e t y .  T h e  

g r a d u a l  d i s i n t e r g  r a t i o n  o f  s e x  d i s c r i m i n a t i o n  a n d  s e x  s t e r e o 

t y p i n g  h a s  b e e n  r e f l e c t e d  i n  a n d  h e l p e d  by s u c h  f a c t o r s  a s  

t h e  n u m b e r  o f  women w o r k i n g ,  t h e  r a t i o  o f  e m p l o y e d  men t o  

e m p l o y e d  women a n d  t h e  i m p l e m e n t a t i o n  o f  t h e  Sex  

D i s c r i m i n a t i o n  A c t .  E v i d e n c e  o f  t h e  c h a n g i n g  n u m b e r  o f  p e o p l e  

i n  e m p l o y m e n t  i s  g i v e n  i n  t a b l e  1 . 1 0 .

TABLE 1 . l o .  EMPLuVED PEkSGNS I N  1 HE U. K 1 9 7 2 —1 9 8 5 .

YEAR TOTAL MALbS I- bMALbS

1 9 7 2 b 7 4 13  6 7 7 8  6 9 7
1 9 7 3 2 2  7 3 9 l b  ( 8b 8 9 5 6
1 9 7 4 2 2  3 2 9 13  6 1 3 9  2 1 6
1 9 7 5 2 2  6 1 0 13 4 3 6 9 1 7 4
1 9 7 b 2 2  5 5 9 1 b b 7  b 9  1 3 3
1 9 7 7 2 2  6 3 5 1 b b 5 4 9 2 8 1
1 9 7 6 2 2  3 6 6 l b  4 1 b 9  4 7 0
1 9 7 9 2 2  3 2 2 1 b bUtj 9 5 1 7
I 9 6 0 21  7 6 7 12  6 5 3 9 1 1 4
1 9 6 1 2 0  7 3 1 11 9 7 9 8 8 0 2
1 9 6 2 21 0 9 3 12  0 4 0 9 0 5 3
1 9 3 3 21 1 4 0 11 9 0 8 9 2 3 2
1 9 3 4 21 3 5 3 11 9 2 6 9 4 2 7
1 9 6 5 21 5 0 8 11 9 1 2 9  5 9 6

F i g u r e s  i n  0 0 0 7 s t a k e n  a s  o f  D e c e m b e r  e a c h  y e a r  and  
s e a s o n a l l y  a d j u s t e d .

S o u r c e :  D e p t ,  o f  E m p l o y m e n t  G a z e t t e

S u c h  s o c i a l  c h a n g e  h a s  i n e v i t a b l y  had  an  i m p a c t  on r e t a i l  

dem and i n  t e r m s  o f  when  and w h e r e  s h o p p i n g  i s  d o n e  a n d  h a s  

p r e s u m a b l y  had an  i m p a c t  on who i s  a c t u a l l y  s p e n d i n g  m o n ey .
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B o t h  t h e s e  e f f e c t s  c a n  be e x p e c t e d  t o  a l t e r  t h e  p a t t e r n  o f  

d e m a n d .  G r o c e r y  s h o p p i n g  u s e d  t o  be  c a r i c a t u r e d  by h o u s e w i v e s  

w i t h  h e a v y  s h o p p i n g  b a g s  u s i n g  p u b l i c  t r a n s p o r t ,  n o w a d a y s  t h e  

p o p u l a r  c a r i c a t u r e  i s  t h a t  o f  a  f a m i l y  d o i n g  t h e  g r o c e r y

s h o p p i n g  by c a r .  W h i l s t  s u c h  c a r i c a t u r e s  a r e  m e r e l y

u n d o c u m e n t e d  p o p u l a r  i m a g e s  t h e  a s s e r t i o n  t h a t  g r o c e r y

s h o p p i n g  i s  b e c o m i n g  l e s s  d o m i n a t e d  by women i s  h a r d  t o

d i s m i s s .

Demand h a s  p r o b a b l y  a l s o  c h a n g e d  w i t h  t h e  i n c r e a s e d  

e d u c a t i o n a l  s t a n d a r d  o f  t h e  p o p u l a t i o n .  T h i s  i s  r e f l e c t e d  i n  

t h e  g r o w i n g  n u m b e r  o f  u n i v e r s i t y  s t u d e n t s  b e t w e e n  I 9 6 0  an d  

1 9 8 0  ( 1 1 0 , 0 0 0  t o  2 9 5 , 0 0 0 )  and t h e  g r o w i n g  a c c e s s  t o  b r o a d e r

f o r m s  o f  e d u c a t i o n  s u c h  a s  f o r i e g n  t r a v e l  an d  t e l e v i s i o n .  T h e  

n u m b e r  o f  p e o p l e  t a k i n g  h o l i d a y s  a b r o a d  r o s e  f r o m  s i x  m i l l i o n  

t o  t e n  m i l l i o n  b e t w e e n  1 9 7 0  a n d  1 9 8 0  ( S o c i a l  T r e n d s ) .  S u c h  a 

c h a n g e  i n  e d u c a t i o n a l  a n d  s o c i a l  b a c k g r o u n d  may h a v e  r e 

e n f o r c e d  t h e  t e n d e n c y  t o  t r e a t  g r o c e r y  s h o p p i n g  a s  m u n d a n e  

a n d  s o m e t h i n g  t o  g e t  o v e r  i n  a  r e l a t i v e l y  s h o r t  t i m e .

T h e  p a t t e r n  o f  d em an d  h a s  a l s o  c h a n g e d  a s  a r e s u l t  o f

c h a n g i n g  f a s h i o n .  F a s h i o n  a n d  t a s t e s  h a v e  c h a n g e d  i n

i n n u m e r a b l e  w a y s  b u t  t w o  i m p o r t a n t  c h a n g e s  c a n  b e  s e e n  i n

c h a n g  i n g  a t t i t u d e s  t o  i m a g e  a nd  h e a l t h .

P a r t l y  a s  a  r e s u l t  o f  i n c r e a s e d  w e a l t h  a n d  p a r t l y  a s  a 

r e s u l t  o f  c h a n g i n g  s o c i a l  a t t i t u d e s  t h e  p r e d o m i n a n t  im a g e  o r

p h i l o s o p h i c a l  o u t l o o k  b e i n g  p o r t r a y e d  h a s  a p p e a r e d  t o  c h a n g e .  

I n  t h e  s i x t i e s  p o r t r a y i n g  a n  i m a g e  o f  e q u a l i t y  w as  f o r

e x a m p l e  m o r e  i m p o r t a n t  t h a n  i n  t h e  s e v e n t i e s  w h e r e  p e r s o n a l  

g a i n  w as  b e c o m i n g  f a r  m o r e  a c c e p t a b l e .  E v i d e n c e  o f  s u c h  a 

c h a n g e  i s  f a i r l y  n e b u l o u s  b u t  t h e  r e —e m e r g e n c e  o f  t h e



" T o r i e s "  a s  a p o l i t i c a l  f o r c e  i n  t h e  1 3 7 0 s  i s  o ne  e x a m p l e  o f  

s u c h  c h a n g e .  I f  s u c h  a c h a n g e  h a s  t a k e n  p l a c e  t h e n  d em an d  c a n  

b e  e x p e c t e d  t o  h a v e  c h a n g e d  a s  a r e s u l t .

ftn i n c r e a s e d  a w a r e n e s s  o f  t h e  n e e d  f o r  a  h e a l t h y  

l i f e s t y l e  b e g a n  t o  d e v e l o p  d u r i n g  t h e  ( l a t e )  s e v e n t i e s  a n d  

w a s  r e f l e c t e d  i n  c h a n g i n g  d i e t s  a n d  a n  i n c r e a s e  i n  t h e  

p o p u l a r i t y  o f  p h y s i c a l  e x e r c i s e  ( e . g .  t h e  r u n n i n g  boom a n d  

t h e  v a s t  i n c r e a s e  i n  m a r a t h o n  r u n n i n g ) .

. 1 . 3 .  SUPPLY.

I t  i s  a g a i n s t  t h e  a b o v e  b a c k g r o u n d  o f  c h a n g i n g  demand  

c o n d i t i o n s  t h a t  U . K .  r e t a i l e r s  h a v e  had  t o  o p e r a t e .  T h e  

r e t a i l  e n v i r o n m e n t  avid r e t a i l  s t r u c t u r e  a r e  h o w e v e r  a  r e s u l t  

o f  s u p p l y  c o n d i t i o n s  a s  w e l l  a s  d em an d  c o n d i t i o n s  avid i t  

t h e s e  t h a t  a r e  now e x a m i n e d .  T h e  m a i n  d e t e r m i n a n t  o f  s u p p l y  

i s  t h e  c o s t  s t r u c t u r e  a n d  t h e  p o s s i b l e  c o s t  e c o n o m i e s  t h a t  i t  

c o n t a i n s .  O t h e r  i n f l u e n c e s  s u c h  a s ,  l e g a l  avid t e c h n o  1 oq i c a i  

c o n s t r a i n t s  a r e  c o n s i d e r e d  i n  s e c t i o n  1 . 4 .  w i t h  p a r t i c u l a r  

r e f e r e n c e  t o  t h e  g r o c e r y  s e c t o r .

S c a l e  e c o n o m i e s  c a n  be  d e f i v i e d  a s  r e d u c t i o n s  i n  c o s t s  

t h a t  d e r i v e  f r o m  s c a l e  o f  O p e r a t i o n s .  T h e  o c c u r e n c e  o f  

e c o n o m i e s  o f  s c a l e  i n  g e n e r a l  h a s  l o n g  b e e n  a c k n o w l e d g e d  b o t h  

e x p l i c i t l y  by t h e  t h e o r i s t s  ( e . g .  S m i t h  1 7 7 6 )  avid i n t u i t i v e l y  

b y  t h e  p r a c t i t i o n e r s  ( e . g .  t e x t i l e  m a n u f a c t u r e r s  a t  t h e  s t a r t  

o f  t h e  i n d u s t r i a l  r e v o l u t i o n ) .  T h e  c l a s s i c  e x p o s i t i o n  o f

s c a l e  e c o n o m i e s  p e r h a p s  b e i n g  t h a t  o f  R o b i n s o n  ( 1 9 5 8 ) .

S c a l e  e c o n o m i e s  a r e  a l s o  w i d e l y  r e f e r r e d  t o  i n  t h e  r e t a i l  

l i t e r a t u r e  ( e . g .  D o u g l a s  1 9 6 2 ,  M c C l e l l a n d  1 9 6 6 ,  T u c k e r  1 3 7 5 ,  

D aw so n  a nd  Shaw 1 3 8 7 )  avid e v e n  a s  1 ovig a g o  a s  1 8 9 0  t h e  

e m i n e n t  e c o n o m i s t  A l f r e d  M a r s h a l l  m e n t i o n e d  e c o n o m i e s  i n
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r e t a i 1 i n g :

" T h e  a d v a n t a g e s  w h i c h  a l a r g e  b u s i n e s s  h a s  o v e r  a s m a l l  
o n e  a r e  c o n s p i c u o u s  i n  m a n u f a c t u r e ,  b e c a u s e ,  a s  we h a v e  
n o t i c e d ,  i t  h a s  s p e c i a l  f a c i l i t i e s  f o r  c o n c e n t  r a t i n g  a g r e a t  
d e a l  o f  w o r k  i n  a s m a l l  a r e a .  B u t  t h e r e  i s  a  s t r o n g  t e n d e n c y  
f o r  l a r g e  e s t a b l i s h m e n t s  t o  d r i v e  o u t  s m a l l  o n e s  i n  many  
o t h e r  i n d u s t r i e s .  I n  p a r t i c u l a r  t h e  r e t a i l  t r a d e  i s  b e i n g  
t r a n s f o r m e d ,  t h e  s m a l l  s h o p k e e p e r  i s  l o s i n g  g r o u n d  d a i l y . "

( A l f r e d  M a r s h a l l ) .

D e s p i t e  t h e  p r e m i e r  p o s i t i o n  o c c u p i e d  by s c a l e  e c o n o m i e s  

i n  t h e  r e t a i l  l i t e r a t u r e  t h e r e  i s  a  w i d e  d i v e r s i t y  i n  t h e  

t y p e s  o f  e c o n o m i e s  r e g a r d e d  a s  i m p o r t a n t  a nd  i n  t h e  e m p i r i c a l  

s u p p o r t  f o r  t h e m .  F i g u r e  1 . 2 .  i l l u s t r a t e s  t h e  l a r g e  r a n g e  o f  

t y p e s  o f  e c o n o m i e s  t h a t  a r e  p r e v a l e n t  i n  t h e  l i t e r a t u r e  and  

how t h e y  d e r i v e  f r o m  d i f f e r e n t  m e a s u r e s  o f  s i z e .  T h e s e  w i l l  

b e  d i s c u s s e d  i n  t u r n .

T h e  f i r s t  m a j o r  d i v i s i o n  t h a t  c a n  be m ade  i n  ( p o s s i b l e )  

c o s t  e c o n o m i e s  i n  r e t a i l i n g  a r e  t h o s e  t h a t  d e r i v e  f r o m -  t h e  

s i z e  o f  t h e  f i r m  a n d  t h o s e  t h a t  d e r i v e  f r o m  t h e  s i z e  o f  a  

s t  o r e .

1 . 3 . 1 .  STORE L EV EL  ECONOMIES.

P o t e n t i a l  e c o n o m i e s  o f  s c a l e  a t  s t o r e  l e v e l  a r e  e c o n o m i e s  

t h a t  may o c c u r  i n  s t o r e  o p e r a t i o n s  i . e .  i n  d i r e c t  e x p e n s e s  

t h a t  d e r i v e  f r o m  r u n n i n g  a s t o r e  s u c h  a s  h e a t i n g ,  l i g h t i n g ,  

w a g e  b i l l s  e t c .  T h e  a p p r o p r i a t e  m e a s u r e  o f  - s i z e  o f  a  s t o r e  

w i l l  be  a c o m b i n a t i o n  o f  s a l e s  a r e a  a n d  s a l e s ,  g i v e n  t h a t  

b o t h  may y i e l d  e c o n o m i e s .  A l a t r g e r  s a l e s  a r e a  may y i e l d  

e c o n o m i e s  f o r  s u c h  o p e r a t i o n s  a s  s e c u r i t y  s u r v e i l l a n c e  

e q u i p m e n t  o r  c l e a n i n g  w h e r e a s  v o l u m e  o f  s a l e s  maty y i e l d  

e c o n o m i e s  i n  t h e  w a g e  b i l l  o r  i n  c h e c k o u t  o p e r a t i o n  ( f o r  t h e  

l a t t e r  s c a n n i n g  m i g h t  b eco m e e f f i c i e n t  a t  h i g h e r  v o l u m e ) .
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T h e  r e a s o n  f o r  s u c h  e c o n o m i e s  i s  t h a t  e v e n  i g n o r i n g  a n  

i m p r o v e m e n t  i n  t h e  l e v e l  o f  s e r v i c e  t h e s e  t y p e s  o f  a c t i v i t i e s  

c o n t a i n  a f i x e d  e l e m e n t  t h a t  i s  s p r e a d  o v e r  a l a r g e r  v o l u m e  

o r  a r e a .

T h e r e  i s  some e m p i r i c a l  s u p p o r t  f o r  s t o r e  e c o n o m i e s  

p a r t i c u l a r l y  o u t s i d e  t h e  U . K .  T h e  l e a d i n g  w o r k  p e r h a p s  b e i n g  

t h a t  o f  S a v i t t  ( 1 S 7 5 )  who f o u n d  t h a t  s t o r e  e x p e n s e s  w e r e  

s i g n i f i c a n t l y  c o r r e l a t e d  w i t h  t h e  d e g r e e  o f  s t o r e  u t i l i z a t i o n  

i n  a s a m p l e  o f  C a n a d i a n  s u p e r m a r k e t s .  Q f e r  ( 1 9 7 3 ) ,  A r n d t  and  

O l s e n  ( 1 9 7 5 )  a n d  I n g e n e  ( 1 9 8 4 )  a l s o  p r o v i d e  e v i d e n c e  t h a t  

s t o r e  s i z e  ( i n  a r e a  t e r m s )  i n  some s e c t o r s  a t  l e a s t  y i e l d s  

e c o n o m i e s  o f  s c a l e .  F o r  t h e  U . K . ,  s t u d i e s  s u c h  a s  M c C l e l l a n d  

( 1 9 6 2 ) ,  T i l l e y  a n d  H i c k s  ( 1 9 7 0 ) ,  T u c k e r  ( 1 9 7 5 )  a n d  B a m f i e l d  

( 1 9 7 6 )  h a v e  f o u n d  l i m i t e d  e v i d e n c e  f o r  e c o n o m i e s  o f  s c a l e  a t  

s t o r e  ' l e v e l  a l b e i t  u s i n g  d a t a  o f  p o o r  q u a l i t y  a n d  n o t  

i n c l u d i n g  t h e  l a r g e  s t o r e  s i z e s  c h a r e c t e r i s t i c  o f  t h e  g r o c e r y  

t r a d e  by t h e  l a t e  1 9 7 0 ’ s .

1 . 3 . 2 .  F I R M  LEVEL ECONOMIES.

F i r m  l e v e l  e c o n o m i e s  i n  c o n t r a s t  t o  s t o r e  e c o n o m i e s  a r e  

m o r e  d e v e l o p e d  i n  t h e o r e t i c a l  t e r m s  t h a n  i n  e m p i r i c a l  

t e s t i n g .  F i r m  l e v e l  e c o n o m i e s  c a n  be  c l a s s i f i e d  i n t o  

m a n a g e r i a l ,  p r o m o t i o n a l ,  s u p p l y ,  s c o p e  a n d  r e p l i c a t i o n .  

T h o u g h  s u b - d i v i d i n g  e c o n o m i e s  o f  s c a l e  i s  c o n c e p t u a l l y  

d e b a t a b l e  i n  t h e  s e n s e  t h a t ,  a s  A r n d t  and  S im o n  ( 1 9 8 3 )  p o i n t  

o u t ,  t h e  e c o n o m i e s  o f  s c a l e  c o n c e p t  r e f e r s  t o  t h e  

s i m u l t a n e o u s  v a r i a t i o n  o f  a l l  f a c t o r  i n p u t s  t h e r e  i s  some  

g a i n  t o  be  made f r o m  so d o i n g .  T h e  g a i n  i s  t h a t ,  

n o t w i t h s t a n d i n g  t h e  d i f f i c u l t i e s  i n  j u d g i n g  t h e  e f f e c t s  o f  

i n t e r a c t i o n ,  t h e  i d e n t i f i c a t i o n  o f  p o s s i b l e  c o m p o n e n t s  o f
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e c o n o m i e s  o f  s c a l e  i n  r e t a i l i n g  h e l p s  i n t e r p r e t  t h e  c a u s e s  o f  

s t r u c t u r a l  d i f f e r e n c e s  a c r o s s  r e t a i l  s e c t o r s .

(1 )  MANAGERIAL ECONOMIES.

T h e  b r o a d e s t  t y p e  o f  e c o n o m y  a t  f i r m  l e v e l  a r e  t h o s e  t h a t  

c o u l d  b e  c l a s s e d  a s  m a n a g e r i a l  e c o n o m i e s  w h i c h  d e r i v e  f r o m  

m a n a g e m e n t  b e c o m i n g  m o r e  e f f i c i e n t  t h e  l a r g e r  t h e  f i r m .  T h e s e  

e c o n o m i e s  a r e  t h o s e  m o s t  c i t e d  a s  e x a m p l e s  o f  e c o n o m i e s  o f  

s c a l e  a n d  d e r i v e  f r o m  t h e  c o n c e p t  o f  s p e c i a l i s a t i o n  a n d  t h e  

d i v i s i o n  o f  l a b o u r  f i r s t  i d e n t i f i e d  by S m i t h  ( 1 7 7 6 ) .

F o r  many f u n c t i o n s  i n  t h e  f i r m  t h e r e  i s  some a d v a n t a g e  i n  

e m p l o y i n g  a s p e c i a l i s t ,  a s  o p p o s e d  t o  som e—o n e  who h a s  many  

t a s k s  t o  do b u t  d o e s  n e t  s p e c i a l i z e  i n  a n y  o n e ,  d u e  t o  t h e  

f a c t  t h a t  a  s p e c i a l i s t  c a n  move  f u l l y  down t h e  l e a r n i n g  

c u r v e .  I t  t h e r e f o r e  f o l l o w s  t h a t  a  f i r m  t h a t  i s  so s m a l l  t h a t  

i t  c a n n o t  d i v i d e  t h e  w o r k l o a d  f o r  i t s  m a n a g e m e n t  i n t o

s p e c i a l i t s t  n i c h e s  w i l l  be  a t  a  d i s a d v a n t a g e  c o m p a r e d  t o  a

l a r g e r  f i r m  t h a t  c a n .  T h i s  i s  a  s l i g h t  o v e r - s  imipl i  f  i  c a t  i  on

g i v e n  t h a t  t h e  e x t e n t  o f  e c o n o m i e s  f r o m  a l a r g e r  w o r k f o r c e

w i l l  b e  r e l i a n t  on t h e  o r g a n i s a t i o n a l  s t r u c t u r e  t h a t  t h e

l a r g e  f i r m  c h o o s e s  ( W i l l i a m s o n  1 9 7 5 ) .

(2 )  PROMOTIONAL ECONOMIES.

A p o t e n t i a l  a r e a  f o r  e c o n o m i e s  o f  s c a l e  a t  f i r m  l e v e l  i s  

t h r o u g h  e c o n o m i e s  i n  p r o m o t i o n  i . e .  p u b l i c  r e l a t i o n s  a n d

a d v e r t  i s i n g .

I n  h i s  a n a l y s i s  o f  m a n u f a c t u r i n g  f i r m s  B a i n  ( 1 9 5 9 )  f o u n d  

a d v e r t i s i n g  t o  be t h e  m o s t  i m p o r t a n t  a d v a n t a g e  o f  l a r g e  

f  i  rm is. T h e r e  i s  some c o n t r o v e r s y  h o w e v e r  o f  w h e t h e r  s u c h  an  

a d v a n t a g e  i s  a r e s u l t  o f  e c o n o m i e s  i n  t h e  s c a l e  o f

a d v e r t i s i n g  o r  m e r e l y  t h e  r e s u l t  o f  l a r g e  f i r m s  h a v i n g
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c r e a t e d  a n  e f f e c t i v e  b a r r i e r  t o  e n t r y  o v e r  t i m e .

T h e r e  i s  c e r t a i n l y  some e v i d e n c e ,  p a r t i c u l a r l y  f o r  t h e  

U n i t e d  S t a t e s ,  t h a t  b u l k  b u y i n g  o f  a d v e r t i s i n g  l e a d s  t o  

c h e a p e r  a d v e r t i s i n g  p e r  m i n u t e  o r  p e r  l i n e  ( p a r t i c u l a r l y  i f  

t h e  p o t e n t i a l  q u a l i t y  i m p r o v e m e n t s  a r i s i n g  f r o m  m o r e  

b a r g a i n i n g  p o w e r  a r e  t a k e n  i n t o  a c c o u n t )  e . g .  C o m a n o r  and  

W i l s o n  ( 1 9 7 4 ,  p 5 3 - S i ) .  F u r t h e r m o r e  a s  P o r t e r  ( 1 9 7 6 b )

o b s e r v e s ,  d i f f e r e n t  f o r m s  o f  m e d i a  w i l l  h a v e  d i f f e r e n t  c o s t s  

p e r  m e s s a g e  a n d  i n  t e r m s  o f  t h e  c u s t o m e r  r e s p o n s e  t h a t  

a d v e r t i s i n g  b u y s  . i t  i s  t h e  l a r g e r  f o r m s  o f  m e d i a ,  s u c h  a s  

n a t i o n a l  t e l e v i s i o n ,  t h a t  a r e  t h e  c h e a p e r .  W h i l s t  t h i s  i s  

p o s s i b l y  t r u e  i t  h a s  t o  be  b o r n e  i n  m in d  t h a t  c o n s i d e r a t  i o n s  

o t h e r  t h a n  s i z e ,  s u c h  a s  t h e  g e o g r a p h i c a l  d i s p e r s i o n  o f  t h e  

f i r m ,  w i l l  p l a y  an  i m p o r t a n t  p a r t  i n  d e t e r i m i n i n g  bhe

a p p l i c a b i 1 i t y  a n d  c o s t  e f f e e t i v e n e s s  o f  a d v e r t i s i n g .  T h i s  i s  

d e m o n s t r a t e d  by S c h e r e r  ( i 9 6 0 ,  p i l l )  who s h ow s  t h a t  a  l a r g e  

r e t a i l e r  i n  C h i c a g o  c a n n o t  s e n s i b l y  a d v e r t i z e  on n a t i o n a l  

t e l e v i s i o n  w h e r e a s  a  s m a l l e r  r e t a i l e r  w i t h  a b r o a d e r

g e o g r a p h i c  c o m p a s s  c a n .  E v e n  t o  t h e  e x t e n t  t h a t

a d v e r t i s i n g  i s  c h e a p e r  i f  b o u g h t  i n  b u l k ,  t  Fie m a r g i n a l  c o s t  

o f  e x t r a  s a l e s  may be r i s i n g  a n d  so o f f s e t t i n g  t h e  d i s c o u n t  

g a i n e d .  E m p i r i c a l  e v i d e n c e  on t h e  p r e s e n c e  o f  e c o n o m i e s  o f  

s c a l e  i n  a d v e r t i s i n g  i s  p a r t i c u l a r l y  a m b i g u o u s  n o t  l e a s t  

b e c a u s e  o f  t h e  d i f f i c u l t y  i n  e m p i r i c a l l y  i s o l a t i n g  e c o n o m i e s  

o f  s c a l e  i n  a d v e r t i s i n g  f r o m  o t h e r  W i n t e r - r e l a t e d )  e c o n o m i e s  

o f  s c a l e  ( f t r n d t  avid S im o n  1 9 3 3 ,  F u l o p  1 9 3 3 ) .

ft d i m e n s i o n  o f  t h e  d e b a t e  on e c o n o m i e s  i n  a d v e r t i s i n g  h as  

b e e n  on t h e  s h a p e  o f  t h e  a d v e r t i s i n g  r e s p o n s e  f u n c t i o n .  T h e  

a d v e r t i s i n g  r e s p o n s e  f u n c t i o n  i s  t h e  r e l a t i o n s h i p  b e t w e e n

s a l e s  and t h e  n u m b e r  o f  a d v e r t i s i n g  m e s s a g e s ,  h o l d i n g  o t h e r
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i n p u t  f a c t o r s  c o n s t a n t .  As t h e  r e v i e w  o f  t h e  a d v e r t i s i n g  

r e s p o s e  f u n c t i o n  by  S i m o n  a n d  A r n d t  ( 1 9 8 0 )  s h o w s ,  many  

t h e o r e t i c i a n s  and  p r a c t i t i o n e r s  b e l i e v e  t h e r e  i s  a  t h r e s h o l d  

e f f e c t  i n  t h e  r e s p o s e  c u r v e  so  t h a t  i t  i s  t h e  s h a p e  s h o w n  i n  

f i g u r e  1 . 3 .

T h o u g h  t h e  e v i d e n c e  o f  s u c h  a r e l a t i o n s h i p  i s

q u e s t i o n a b l e  a s  t h e  r e v i e w  by S i m o n  a n d  A r n d t  ( 1 9 8 0 )

s u g g e s t s ,  e v e n  i f  t h e  r e s p o n s e  r a t e  i s  a s  p o p u l a r l y  b e l i e v e d ,

t h i s  i s  n o t  s u f f i c i e n t  t o  s a y  t h a t  a n  e c o n o in y  o f  s c a l e

e x i s t s .

F IG U R E  1 . 5 i  POPULAR V IE W  OF THE A D V E R T I S I N G  RESPONSE
F U N C T IO N .

Mumfc*r ef Mw&tgcs

F o r  i f  a l l  f i r m s  a r e  p r o f i t  m a x i m i z e r s  t h e y  w i l l  i n v e s t  

i n  t h e  n u m b e r  o f  a d v e r t i s i n g  m e s s a g e s  up t o  t h e  p o i n t  w h e r e  

m a r g i n a l  r e t u r n s  d e c l i n e ,  a s  w i t h  a n y  o t h e r  f a c t o r  i n p u t  

( B o y e r  a n d  L a n c a s t e r  1 9 8 6 ) .  T h e  o n l y  t w o  w a y s  t h a t  t h e  

a d v e r t i s i n g  r e s p o n s e  f u n c t i o n  i s  i n d i c a t i v e  o f  s c a l e  

e c o n o m i e s  i s  e i t h e r  i f  i t  i s  i n t e r a c t i n g  w i t h  t h e  d i f f e r i n g  

a b i l i t y  o f  f i r m s  o f  d i f f e r e n t  s i z e  t o  r a i s e  f i n a n c e  ( a  

p e c u n i a r y  e c o n o m y )  o r  i f  t h e  f u n c t i o n  d i f f e r s  b e t w e e n  f i r m s  

o f  d i f f e r e n t  s i z e .

P e c u n i a r y  e c o n o m i e s  w h i l s t  d i s m i s s e d  by many e c o n o m i s t s  

a s  u n i m p o r t a n t ,  p e r h a p s  b e c a u s e  t h e y  d e r i v e  f r o m  t h e  

i n d e t e r m i n a t e  a r e a  o f  b a r g a i n i n g  p o w e r ,  a r e  a f u n d a m e n t a l

IS



f e a t u r e  o f  i n d u s t r i a l  s t r u c t u r e  a n d  a r e  o f  p a r t i c u l a r  

i m p o r t a n c e ,  a s  K o c h  C I 9 S 0 )  s u g g e s t s  w h en  d i s c u s s i n g  b i l a t e r a l  

m a r k e t  p o w e r .

S c h e r e r  ( I 9 6 0 ,  p l l O )  e x p l o r e s  t h e  p o s s i b i l i t y  t h a t  l a r g e  

r e t a i l e r s  may h a v e  d i f f e r e n t  r e s p o n s e  f u n c t i o n s  t o  s m a l l  

r e t a i l e r s  a s  i l l u s t r a t e d  i n  f i g u r e  1 . 4 .  He s u g g e s t s  t h a t  t h i s  

w i l l  a r i s e  b e c a u s e  o f  c o n s u m e r  i n e r t i a  a n d  b e c a u s e  o f  

p h y s i c a l  b a r r i e r s  t o  t h e  r a p i d  e x p a n s i o n  o f  s a l e s .  C o n s u m e r  

i n e r t i a  h e  a r g u e s  a r i s e s  f r o m  t h e  f a c t  t h a t  l a r g e  f i r m s  w i l l  

s t a r t  o u t  by  h a v i n g  m o r e  c u s t o m e r s  who f o r  w h a t e v e r  r e a s o n  

a r e  u n l i k e l y  t o  b e  i n f l u e n c e d  by  a d v e r t i s i n g  a n d  t h u s  s m a l l  

f i r m s  w i l l  h a v e  a h a r d e r  j o b  a p p e a l i n g  t o  t h e s e  " u n m o v a b l e s :1. 

P h y s i c a l  b a r r i e r s ,  S c h e r e r  a r g u e s ,  o c c u r  b e c a u s e  e v e n  i f  

a d v e r t i s i n g  h a s  t h e  d e s i r e d  e f f e c t  t h e r e  w i l l  be t i m e  l a g s  

a n d  c o s t s  i n v o l v e d  i n  b u i l d i n g  m o r e  c h e c k - o u t s  o r  e x p a n d i n g  

s t o r e  s p a c e  e t c .

F IG U R E  1 . 4 s  D I F F E R I N G  A D V E R T I S I N G  RESPONSE F U N C T IO N S .

Ptanbtr d? Massages

S o u r c e 5 Sc  he  r e  r  ( 1 9 6 0 ) .

I t  c a n  a l s o  be  a r g u e d  t h a t  t h e  b u i l d  up o f  t h e  s t o c k  o f  

a d v e r t i s i n g  o v e r  t i m e  w i l l  c a u s e  i n e r t i a .  F o r ,  i f  l a r g e  f i r m s  

h a v e  b e e n  i n  t h e  m a r k e t  f o r  one  t i m e  p e r i o d  l o n g e r  t h a n  t h e  

s m a l l  f i r m ,  t h e  r e a l  r e s p o n s e  f u n c t i o n s  f a c i n g  t h e  f i r m s  w i l l
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be as  shown i n  f i g u r e  1 . 5 .

F IG U R E  1 . 5 !  THE E F F EC T S OF T I M E  ON THE A D V E R T I S I N G  RESPONSE
F U N C T IO N .

LTI

L TO

Number o f  M \je rh<an j Massages

T h e  l a r g e  f i r m  h a v i n g  a r e s p o n s e  f u n c t i o n  L T i  a s  t h e

i n i t i a l  r e s p o s e  f u n c t i o n  LTO w i l l  r i s e  t o  t h i s  i n  t e r m s  o f  

s a l e s  p u r e l y  a s  a  r e s u l t  o f  g r o u p  i n t e r a c t i o n  o v e r  t h e  t i m e  

p e r i o d .  T h u s  i f  a c o m p a n y  a d v e r t i s e s  X n u m b e r  o f  t i m e s  i n  

t i m e  p e r i o d  0 t h i s  w i l l  g e n e r a t e  AO s a l e s  i n  p e r i o d  0  and A i  

s a l e s  by t h e  e n d  o f  p e r i o d  1.

I t  s h o u l d  be n o t e d  t h a t  a s  d r a w n  L T I  d i v e r g e s  f r o m  LTO

a n d  t h e n  b e c o m e s  p a r a l l e l .  T h e  r e a s o n  f o r  s u s p e c t i n g  t h i s  t o  

h a p p e n  i s  t h a t  a f t e r  a c e r t a i n  t h r e s h o l d  o n e  w o u l d  e x p e c t  t h e

g r o u p  d y n a m i c  t o  h a v e  a n  i n c r e a s e d  e f f e c t  w h i l s t  h a v i n g  a

f i n i t e  ( e v e n  d e c r e a s i n g )  l i m i t  a f t e r  a c e r t a i n  n u m b e r  o f  

a d v e r t i s i n g  m e s s a g e s .

A f e a t u r e  o f  a d v e r t i s i n g  t h a t  may h a v e  y i e l d e d  much  

c l e a r e r  e c o n o m i e s  o f  s c a l e  i n  r e t a i l  a d v e r t i s i n g  a r e  t h e  

p o t e n t i a l  e c o n o m i e s  o f  s c o p e  i n  m u l t i b r a n d  a d v e r t i s i n g .  I t  i s  

s o m e t i m e s  s u g g e s t e d  i n  t h e  a d v e r t i s i n g  l i t e r a t u r e ,  e . g .  S im o n  

( 1 9 7 0 ) ,  i n  r e g a r d  t o  m a n u f a c t u r e r s  t h a t  t h e  u s e  o f  a c om p an y  

t r a d e m a r k  o r  s i m i l a r  c o l l e c t i v e  i d e n t i t y  may y i e l d  b o t h  

v o l u m e  d i s c o u n t s  an d  c o m m u n i c a t i o n  e c o n o m i e s .  T h i s  w o u l d  seem  

t o  be p a r t i c u l a r l y  p l a u s i b l e  f o r  y i e l d i n g  " i m a g e  e c o n o m i e s "



t o  l a r g e  r e t a i l e r s .  L a r g e  r e t a i l e r s  i n  ter iY is  o f  p r o d u c t  r a n a e  

( p a r t  i c u l a r l y  p r o d u c t s  s o l d  u n d e r  t h e i r  own n am e)  may g a i n  

f r o i Y i  t h e  " f r e e  r i d e r "  e f f e c t s  i n  a d v e r t i s i n g  f o r  a n  

a d d i t i o n a l  p r o d u c t  l i n e .  T h i s  t y p e  o f  e c o n o m y  w i l l  be  

d i s c u s s e d  m o r e  f u l l y  i n  t h e  s e c t i o n  on e c o n o m i e s  o f  s c o p e .

As w e l l  a s  e c o n o m i e s  o f  s c o p e  i n  p r o m o t i o n  a n d  p o s s i b l e  

e c o n o m i e s  o f  s c a l e  i n  p r o m o t i o n  i t  i s  i m p o r t a n t  t o  r e m e m b e r  

t h a t  r e t a i l  a d v e r t i s i n g  c a n  a l s o  be a  m e c h a n i s m  f o r  r e a l i s i n g  

t h e  b e n e f i t s  f r o m  o t h e r  ' p o t e n t i a l  e c o n o m i e s .  F u l o p  ( . 1 9 8 3 )  f o r  

e x a m p l e  s h o w s  how r e t a i l  a d v e r t i s i n g  i s  a n  i m p o r t a n t  w e a p o n  

i n  c o m m u n i c a t i n g  c o m p e t i t i v e  a d v a n t a g e  f o r  m o r e  r e c e n t l y  

e s t a b l i s h e d  t y p e s  o f  r e t a i l e r  ( s u c h  a s  d i s c o u n t  s t o r e s  and  

s u p e r s t o r e s )  e . g .  p r i c e  c o m p e t i t i o n  by d i s c o u n t  r e t a i l e r s  o f  

e l e c t r i c a l  g o o d s .

( 3 )  ECONOMIES OF SUPPLY.

C o s t  e c o n o m i e s  f o r  r e t a i l e r s  may a l s o  be a c h i e v e d  t h r o u g h  

t h e  r e l a t i o n s h i p s  w i t h  s u p p l i e r s .  T h e s e  may o c c u r  e i t h e r  

t h r o u g h  " r e a l  e c o n o m i e s "  o r  " b a r g a i n i n g  e c o n o m i e s " .  T h e  

" r e a l "  e c o n o m i e s  w i l l  be e c o n o m i e s  t h a t  a r i s e  f r o m  t h e  

d e c r e a s e  i n  t r a n s a c t i o n  c o s t s  t h a t  o c c u r  a s  a  r e t a i l e r  g e t s  

l a r g e r .  T r a n s a c t i o n  e c o n o m i e s  w i l l  d e r i v e  b o t h  f r o m  s a v i n g s  

i n  c o s t s  o f  c o m m u n i c a t i o n  an d  p h y s i c a l  d i s t r i b u t i o n  

e c o n o m i e s .  C o m m u n i c a t i o n  b e c o m e s  m o r e  e f f i c i e n t  s i n c e  t h e  

e m p l o y m e n t  o f  b u y i n g  s p e c i a l i s t s  ( a n d  s e l l i n g  s p e c i a l i s t s  f o r  

t h e  m a n u f a c t u r e r )  b e co m es  w o r t h w h i l e .  E c o n o m i e s  i n  p h y s i c a l  

d i s t r i b u t i o n  a l s o  a r i s e  s i n c e  l a r g e  r e t a i l e r s  w i l l  n o t  w a n t  

s m a l l  c a s e s  o r  h a l f  v a n  l o a d s  o f  m e r c h a n d i s e .  I n v e s t m e n t  i n  

p h y s i c a l  d i s t r i b u t i o n  p r o c e d u r e s  b e c o m e s  w o r t h w h i l e  w i t h  

l a r g e  o r d e r s  a n d  a s  a r e s u l t  t h e  p r o c e s s  w i l l  b eco m e m o re
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e f f i c i e n t .

B a r g a i n i n g  e c o n o m i e s  a r e  t h e  e c o n o m i e s  t h a t  a r i s e  f r o m  

t h e  r e t a i l e r  h a v i n g  g r e a t e r  b a r g a i n i n g  p o w e r  i n  r e l a t i o n  t o  

t h e  m a n u f a c t u r e r .  T h i s  may t a k e  t h e  f o r m  o f  c h e a p e r  g o o d s  v i a  

o v e r —r i d e r s  o r  d i s c o u n t s  (MMC 1 9 8 1 )  b u t  may a l s o  t a k e  t h e  

f o r m  o f  t r a n s f e r s  o f  s e r v i c e  b e t w e e n  t h e  r e t a i l e r  a n d  

m a n u f a c t u r e r .  T h e  m a n u f a c t u r e r  may h a v e  t o  t a k e  on some o f  

t h e  t a s k s  t h a t  t h e  ( s m a l l e r )  r e t a i l e r  w o u l d  n o r m a l l y  do e . g .  

p u t t i n g  g o o d s  o n t o  p a l l e t s  o r  i n  a  m o r e  m a n a g a b l e  f o r m .  T h e  

m a n u f a c t u r e r  may a l s o  be e x p e c t e d  t o  p r o v i d e  a d v e r t i s i n g  a nd  

p r o m o t i o n a l  a l l o w a n c e s  f o r  t h e  r e t a i l e r ,  p a r t i c u l a r l y  i f  a 

m a n u f a c t u r e r  w a n t s  a p r i m e  l o c a t i o n  e i t h e r  i n  s t o r e  o r  i n  

r e t a i l e r  a d v e r t i s i n g  ( F u l o p  1 9 8 8 ) .  S u c h  a l l o w a n c e s  a r e  i n  

some s e n s e s  e v i d e n c e  o f  i n d i r e c t  e c o n o m i e s  o f  s c a l e  i n  

a d v e r t i s i n g  by  r e t a i l e r s ,

T h e  d i s c o u n t s  t h a t  a r i s e  f r o m  t h e  e x e r t i o n  o f  b a r g a i n i n g  

p o w e r  h a v e  b e e n  s u b j e c t  t o  i n v e s t i g a t i o n  b o t h  by  t h e  

M o n o p o l i e s  and  M e r g e r s  C o m m i s s i o n  ( 1 9 8 1 )  an d  by t h e  O f f i c e  o f  

F a i r  T r a d i n g  ( 1 9 3 5 ) .  T h o u g h  c o n t r o v e r s i a l l y  s p e c i a l  t e r m s  

w e r e  f o u n d  n o t  t o  be a g a i n s t  t h e  p u b l i c  i n t e r e s t  t h e s e  

s t u d i e s  d i d  v e r i f y  t h a t  s u c h * t e r m s  d i d  e x i s t  a nd  w e r e  m o r e  

e x t e n s i v e  a m o n g s t  t h e  l a r g e r  r e t a i l e r s  c o m p a r e d  t o  s m a l l e r  

r e t a i l e r s  ( t a b l e  1. 1 1 ) .
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( 4 )  ECONOMIES OF SCOPE.

T h e  ■ f o r m u l a t i o n  o f  a  t h e o r y  o f  e c o n o m i e s  o f  s c o p e  i s  

s t i l l  c o m p a r a t i v e l y  u n d e r —d e v e l o p e d  ( P a n z a r  a n d  W i l l i g  

1 3 7 5 ? 1 9 8 1 )  b u t  i t s  k e y  c o n c e p t  h a s  a l w a y s  b e e n  a t  t h e  h e a r t  

o f  r e t a i l i n g  a s  D aw son  and Shaw ( 1 9 8 7 )  i d e n t i f y .  T h e r e  a r e  

s a i d  t o  b e  e c o n o m i e s  o f  s c o p e  when a s i n g l e  f i r m  c a n  p r o d u c e  

a g i v e n  l e v e l  o f  o u t p u t  f o r  e a c h  p r o d u c t  l i n e  m o r e  c h e a p l y  

t h a n  a  c o m b i n a t i o n  o f  ' s e p a r a t e  f i r m s ,  e a c h  p r o d u c i n g  a s i n g l e  

p r o d u c t  a t  t h e  g i v e n  o u t p u t  l e v e l .  I n  r e t a i l i n g  t e r m s  a  

r e t a i l e r  w i l l  c o l l e c t  a n  a s s o r t m e n t  o f  p r o d u c t s  t o g e t h e r  i n  

o r d e r  t o  g a i n  t h e  s y n e r g i s t i c  e c o n o m i e s  o f  s c o p e .  S u c h  a  

c o n c e p t  i s  g i v e n  t h e  l a b e l  o f  s c r a m b l e d  m e r c h a n d i s i n g  o r  

c o m p o u n d  t r a d i n g  i n  t h e  r e t a i l  l i t e r a t u r e  ( e . g .  M c N a i r  and  

H a n s e n  ( 1 9 4 9 ) .  A t  s t o r e  l e v e l  t h i s  w i l l ,  a s  w e l l  a s  g i v i n g  

c o s t  e c o n o m i e s  t o  t h e  r e t a i l e r ,  up t o  a  p o i n t  be g i v i n g  a  

t r a n s a c t i o n a l  t i m e  s a v i n g  t o  t h e  c u s t o m e r .  W i t h  t i m e  s a v i n g  

f o r  t h e  c o n s u m e r  b e c o m i n g  m o r e  i m p o r t a n t  o n e  w o u l d  e x p e c t  

r e t a i l e r s  t o  i n c r e a s e  t h e  n u m b e r  o f  p r o d u c t  l i n e s  b o t h  t o  

m e e t  c o n s u m e r  demand and t o  g a i n  e c o n o m i e s  o f  s c o p e .

A t  a n  o r g a n i s a t i o n a l  l e v e l  d e a l i n g  w i t h  m o r e  p r o d u c t s  c a n  

be e x p e c t e d  t o  y i e l d  e c o n o m i e s .  S u c h  e c o n o m i e s  w i l l  be  

c l o s e l y  r e l a t e d  t o  t h e  s u p p l y  and m a n a g e r i a l  e c o n o m i e s  

m e n t i o n e d  a b o v e ,  i n  t h a t  t h e y  w i l l  i n c l u d e  b a r g a i n i n g  

e c o n o m i e s  t h a t  d e r i v e  f r o m  t h e  e x p e r t i s e  o f  m a n a g e m e n t  

b u y e r s .  T h e y  w i l l  a l s o  i n c l u d e  t h e  p r o m o t i o n a l  e c o n o m i e s  t h a t  

d e r i v e  f r o m  p r o m o t i n g  a c o l l e c t i o n  o f  p r o d u c t s .  R e t a i l  

a d v e r t i s i n g  i s  f u n d a m e n t a l l y  d i f f e r e n t  f r o m  m a n u f a c t u r e r  

a d v e r t i s i n g  i n  t h a t  c o r p o r a t e  i d e n t i t y  i s  f a r  m o r e  i m p o r t a n t  

t h a n  i n d i v i d u a l  b r a n d  a d v e r t i s i n g .  I n  p r o m o t i n g  r e t a i l  

i d e n t i t y  t h e r e  w o u l d  seem t o  be a c a s e  f o r  s a y i n g  t h a t  t h e r e



i s  a  t h r e s h o l d  o f  a w a r e n e s s  t h a t  h a s  t o  be  r e a c h e d  a nd  t h a t  

t h e  m a r g i n a l  c o s t  f o r  p r o m o t i n g  a  p a r t i c u l a r  p r o d u c t  l i n e  i s  

m i n i m a l .  T h e  l o g i c  o f  t h i s  i s  e v i d e n t  f r o m  e x a m p l e ;  a  

s u p e r m a r k e t  c h a i n  s u c h  a s  I e s c o  w i l l  h a v e  t o  s p e n d  a l a r g e  

a m o u n t  p r o m o t i n g  t h e  c o r p o r a t e  i m a g e  b u t  b e c a u s e  o f  t h i s  t h e  

m a r g i n a l  c o s t  o f  p r o m o t i n g  a n o t h e r  own o r  m a n u f a c t u r e r  b r a n d  

w i l l  b e  n e g l i g i b l e .

( 5 )  ECONOMIES OF R E P L I C A T IO N .

E c o n o m i e s  o f  r e p l i c a t i o n  a l t h o u g h  d e v e l o p e d  i n  t h e  r e t a i l  

l i t e r a t u r e  f r o m  M c C l e l l a n d  ( 1 9 6 6 )  a r e  i n  s o m e w a y s  m e r e l y  a  

s p e c i a l  e x a m p l e  o f  l e a r n i n g  e c o h o m i e s  and e c o n o m i e s  o f  s c a l e  

t h a t  h a v e  p a r t i c u l a r  i m p o r t a n c e  f o r  r e t a i l i n g .  T h e y  o c c u r  

b e c a u s e  o f  t h e  l a r g e  f i x e d  c o s t s  i n  d e v i s i n g  a r e t a i l  f o r m a t  

a n d  t h e  l o w  v a r i a b l e  c o s t s  o f  “ r e p l i c a t i n g "  t h e  f o r m a t .  

S t o r e  d e s i g n ,  l o g o  , c o m p u t e r i z e d  s t o c k  s y s t e m s  e t c  a l l  

r e q u i r e  h e a v y  i n v e s t m e n t  f o r  t h e  " f i r s t "  s t o r e  b u t  a r e  

a v a i l a b l e  t o  s u b s e q u e n t  s t o r e s  a t  v e r y  l o w  c o s t .  S u c h  

r e p l i c a t i o n  e c o n o m i e s  a r e  c l e a r l y  d e p e n d e n t  on t h e  n u m b e r  o f  

s t o r e s  b u t  s i n c e  c a p i t a l  i n v e s t m e n t  i n  r e t a i l i n g  h a s  b e e n  

s t e a d i l y  i n c r e a s i n g  t h e  i m p o r t a n c e  o f  l a r g e  s t o r e  n u m b e r s  i s  

c o r r e s p o n d i n g 1y i n c r e a s i n g  i n  o r d e r  t o  m ake  s u c h  i n v e s t m e n t  

wo r t  h w h i l e .

1 . 4 .  THE PA RTICULAR NATURE OF THE GROCERY SECTOR.

B e f o r e  g o i n g  o n t o  e x a m i n e  how g e n e r a l  demand an d  s u p p l y  

f a c t o r s  h a v e  i n f l u e n c e d  t h e  g r o c e r y  r e t a i l  e n v i r o n m e n t  i t  i s  

w o r t h  e x a m i n i n g  t h e  f a c t o r s  t h a t  a r e  s p e c i f i c  t o  t h e  s e c t o r .  

T h e r e  a r e  t h r e e  s p e c i f i c  a s p e c t s  t h a t  h a v e  hctd p a i t i < _ u l a r  

s i g n i f i c a n c e  f o r  t h e  e x t e n t  o f  r e t a i l  c h a n g e :  t h e  l i m i t s  t o



d e m an d  g r o w t h ,  t h e  i m p a c t  of7 t e c h n o  1 o g i c a l  c h a n g e  a n d  t h e  

i m p a c t  o f  l e g a l  c h a n g e .

1 . 4 . 1 .  THE L I M I T S  TO GROWTH.

A f e a t  Lire o f  t h e  demand f o r  g r o c e r y  p r o d u c t s  a r e  t h e  

r e s t r i c t i o n s  on t h e  o v e r a l l  l e v e l  o f  dem and i n  v o l u m e  t e r m s  

a n d  t h e  d e g r e e  t o  w h i c h  t h e s e  r e s t r i c t i o n s  a r e  a l r e a d y  

i n f l u e n c i n g  c o m p e t i t i o n .

G i v e n  t h a t  demand f o r  f o o d  i n  c a l o r i f i c  t e r m s  i s  f i n i t e  

p e r  p e r s o n  a n d  t h a t  h o u s e h o l d  p r o d u c t s  a r e  f i n i t e  p e r  

h o u s e h o l d ,  i n d u s t r y  v o l u m e  g r o w t h  w i l l  be h a r d e r  t o  a c h i e v e  

o t h e r  t h a n  t h r o u g h  t h e  r i s e  i n  p o p u l a t i o n  and  t h e  r i s e  i n  t h e  

n u m b e r  o f  h o u s e h o l d s .  As was n o t e d  a b o v e  t h e r e  h a s  o n l y  b e e n  

a s l i g h t  r i s e  i n  t h e  f o r m e r  an d a m o d e r a t e  r i s e  i n  t h e  

l a t t e r .  T h e  j u s t i f i c a t i o n  f o r  s a y i n g  t h a t  g . r o w t h  w i l l  be  

h a r d e r  i s  t h a t ,  t h o u g h  g r o c e r y  g o o d s  a r e  " n o r m a l  g o o d s "  i n  

t e r m s  o f  t h e  r e l a t i o n s h i p  b e t w e e n  i n c o m e  and q u a n t i t y ,  i t  i s  

r e a s o n a b l e  t o  s a y  t h a t  a s i g n i f i c a n t  p r o p o r t i o n  o f  t h e  

p o p u l a t i o n  h a v e  s u f f i c i e n t  in c o m e  t h a t  t h e  v o l u m e  o f  t h e i r  

g r o c e r y  p r o d u c t s  w i l l  no l o n g e r  i n c r e a s e  i f  t h e i r  i n c o m e ,  

i n c r e a s e s .  T h e  l a r g e r  t h e  p r o p o r t i o n  o f  t h e  p o p u l a t i o n  f o r  

w h i c h  t h i s  i s  t r u e  t h e  m o re  o ne  w o u l d  e x p e c t  o v e r a l l  demand  

t o  l e v e l  o u t  a n d  ( i n  t h e o r y )  e v e n t u a l l y  b eco m e c o n s t a n t  i n  

v o l u m e  t e r m s .  W h e t h e r  t h e  U . K .  a p p r o x i m a t e s  s u c h  a m o d e l  y e t  

i s  q u e s t i o n a b l e  b u t  t h e  t r e n d  i n  f o o d  c o n s u m p t i o n ,  a t  l e a s t

a s  r e f l e c t e d  by  v a l u e  f i g u r e s  w h i c h  one  w o u l d  e x p e c t  t o  be

m o r e  v o l a t i l e ,  h a s  l e v e l l e d  o f f  t o w a r d s  t h e  e n d  o f  t h e  1 9 7 0 s .

T h e  r e a s o n  t h a t  t h e  m ac ro  l e v e l  o f  demand f o r  g r o c e r y

g o o d s  i s  o f  i m p o r t a n c e  when e x a m i n i n g  t h e  s h a p i n g  oP t

r e t a i l  e n v i r o n m e n t  i s  t h a t  a  l e v e l l i n g  o f f  o f  dem and c a n  be
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e x p e c t e d  t o  be a f o r c e  i n c r e a s i n g  c o n c e n t  r a t i o n .  T h i s  i s  

s i m p l y  b e c a u s e  a l e v e l l i n g  o f f  o r  s l o w i n g  down o f  d em and  w i l l  

lYiean t h a * .  r e t a i l e r s  i n  o r d e r  t o  g a i n  s a l e s  w i l l  b e c o m e  m o r e  

r e l i a n t  on h a v i n g  t o  g a i n  m a r k e t  s h a r e  f r o m  o t h e r  r e t a i l e r s .  

S u c h  a  p r o c e s s  c a n  be  e x p e c t e d  t o  c l o s e  down t h e  l e s s  

e f f i c i e n t  f i r m s  t h a t  h a v e  n o t  e x p l o i t e d  s c a l e  e c o n o m i e s  o r  

f o u n d  a  m a r k e t  n i c h e .

F a c t o r s  t h a t  m i t i g a t e  s u c h  a p r o c e s s  a r e  t h e  d e g r e e  t h a t  

g r o c e r y  p r o d u c t s  a r e  s o l d  a l o n g  w i t h  o t h e r  p r o d u c t s  and  t h e  

d e g r e e  t o  w h i c h  " v a l u e  a d d e d "  p r o d u c t s  a r e  i n t r o d u c e d .

T h e  s e l l i n g  o f  o t h e r  p r o d u c t s  may s l o w  down t h e  p r o c e s s  

t o  som e e x t e n t  d u e  t o  t h e  f a c t  t h a t  i t  may be m o r e  a c c e p t a b l e  

w i t h i n  f i r m s  s e l l i n g  o t h e r  p r o d u c t s  n o t  t o  i n c r e a s e  g r o c e r y  

s a l e s .  T h i s  m i g h t  be t h e  c a s e  i f  o f f e r i n g  g r o c e r y  p r o d u c t s  

h e l p e d  t h e  s a l e s  o f  o t h e r  p r o d u c t s  e . g .  a  c o n v e n i e n c e  s t o r e  

s e l l i n g  b r e a d  a n d  m i l k  m i g h t  s e l l  m o r e  v i d e o s ,  n e w s p a p e r s  o r  

c o n f e c t  i  o n e r y  a s  a r e s u l t  e v e n  i f  b r e a d  avid m i l k  s a l e s  w e r e  

s t a t i c  o r  d e c l i n i n g .

T h e  i n t r o d u c t i o n  o f  " v a l u e  a d d e d "  p r o d u c t s  m i g h t  be  a 

v a l i d  c o u n t e r  a r g u m e n t  t o  t h e  s u g g e s t i o n  t h a t  g r o c e r y  s a l e s  

a r e  r e a c h i n g  a  p e a k  i n  v a l u e  t e r m s  b u t  w h e t h e r  i t  i s  a  v a i i d  

c o u n t e r  a r g u m e n t  t o  t h e  s u g g e s t i o n  t h a t  r e s t r i c t i o n s  i n  

v o l u m e  g r o w t h  a r e  a f o r c e  i n c r e a s i n g  c o n c e n t  r a t i o n  i s  

d e b a t a b l e .  I f  a l l  r e t a i l e r s  had t h e  same a b i l i t y  t o  s e l l  

" v a l u e  a d d e d  p r o d u c t s "  t h e n  s u b j e c t  t o  t h e  a b i l i t y  o f  

m a n u f a c t u r e r s  t o  come up w i t h  v a l u e  a d d e d  p r o d u c t s  ^ a l e s  

g r o w t h  c o u l d  c o n t i n u e  ad i n f i n i t e m .  I t  i s  h o w e v e i  ha i d  t o  

s u p p o r t  s u c h  a c a s e  i n  t h e  l i g h t  o f  t h e  i n v e s t m e n t  i n  

t e c h n o l o g y  n e e d e d  f o r  some " v a l u e  a d d e d "  p r o d u c t s  and i n  t h e



l i g h t  o f  t h e  o c c u r e n c e  o f  own l a b e l  v a l u e  a d d e d  l e a d e r s .  B o t h  

o f  t h e s e  f a c t o r s  s u g g e s t  t h a t  i t  i s  r e t a i l e r s  w i t h  s u f f i c i e n t  

r e s o u r c e s  who w i l l  b e n e f i t  f r o m  " v a l u e  a d d e d ' 1 p r o d u c t s  and  

t h u s  o n e  w o u l d  e x p e c t  t h i s  t o  e x a c e r b a t e  t h e  f o r c e s  

i n c r e a s i n g  r e t a i l  c o n c e n t  r a t i o n .

1 . 4 . 2 .  TECHNOLOGICAL CHANGE.

A s  w e l l  a s  t h e  u n i q u e  c h a r a c t e r i s t i c s  o f  g r o c e r y  demand  

t h e  a d v e n t  o f  new t e c h n o l o g y  h a s  had s p e c i a l  s i g n i f i c a n c e  f o r  

t h e  s e c t o r .

T h e  i m p a c t  on p r o d u c t s  h as  b e e n  s e e n  m a i n l y  t h r o u g h  t h e i r  

p r o l o n g e d  s h e l f  l i f e  ( B l a n c h f i e l d  ( 1 9 8 3 )  r e s u l t i n g  p r i m a r i l y  

f r o m  b o t h  c a n n i n g  and f r e e z e r  t e c h n o l o g y .  A t  t h e  s u p p l y  e n d  

t h i s  h a s  a g a i n  r e q u i r e d  h e a v y  c a p i t a l  i n v e s t m e n t  an d t o  t h e  

e x t e n t  t h a t  c o n s u m e r s  now r e q u i r e  g o o d s  w i t h  a l o n g  s t o r a g e  

l i f e  t h i s  h a s  e n a b l e d  t h e  l a r g e r  c h a i n s  t o  u s e  t h e i r  

a d v a n t a g e s  o f  s i z e  i n  r e g a r d  t o  f i n a n c i n g  t h e s e  f i x e d  c o s t s .

T e c h n o l o g y  h a s  a l s o  had an i m p o r t a n t  i m p a c t  on s t o c k  

c o n t r o l  a n d  d e l i v e r y  s y s t e m s .  C o m p u t e r i s e d  s y s t e m s  h a v e  

a l l o w e d  a d e c l i n e  i n  t h e  a m o u n t  o f  s t o c k  t h a t  h a s  t o  be h e l d  

b u t  a g a i n  h a v e  r e q u i r e d  a l a r g e  a m o u n t  o f  . i n v e s t m e n t .  

F i n a n c i n g  e l e c t r o n i c  p o i n t  o f  s a l e s  s y s t e m s  a r e  a n o t h e r  

e x a m p l e  o f  c a p i t a l  r e q u i r e m e n t s  t h a t  a r e  l i x e l y  t o  be

a v a i l a b l e  o n l y  t o  t h e  l a r g e r  r e t a i l e r .

O v e r a l l  t e c h n o  l o q i c a i  c h a n g e  h a s  b e e n  a m p o i f  a  r i i n

a l l o w i n g  t h e  c h a n g e  t o  " o n e  s t o p "  s h o p p i n g  a n d  h a s  b e e n  a 

f a c t o r  i n  r e a l i s i n g  t h e  b e n e f i t s  o f  s i z e .

1 . 4 . 3 .  LEGAL CHANGE.

C h a n g e s  i n  t h e  l e g a l  e n v i r o n m e n t  h a v e  a f f e c t e d  t h e



g r o c e r y  s e c t o r  i n  many w a y s .  Two m a j o r  a r e a s ,  a s i d e  f r o m  

e m p l o y m e n t  l e g i s l a t i o n ,  a r e  t h e  i n t e r p r e t a t i o n  o f  p l a n n i n g  

l e g i s l a t i o n  a n d  t h e  i n t e r p r e t  a t i o n  o f  m o n o p o l y  l e g i s l a t i o n .

I n  t e r m s  o f  p l a n n i n g  p e r m i s s i o n  f o r  o u t  o f  t o w n  s i t e s  

e v i d e n c e  s u g g e s t s  t h a t  t h e r e  h a s  b e e n  a n  i n c r e a s e  i n  p l a n n i n g  

p e r m i s s i o n  g r a n t e d  on a p p e a l  t o  g r o c e r y  s t o r e s  ( L e e ,  R o b e r t s  

a n d  H a n d s  ( 1 9 Q 6 ) .  T h e  e f f e c t  o f  t h i s  h a s  t o  a l l o w  a  m a j o r  

c h a n g e  i n  s h o p p i n g  l o c a t i o n  t o  h a v e  t a k e n  p l a c e .

S i m i l a r l y ,  t h e r e  h a s  b e e n  l i t t l e  u s e  o f  m o n o p o l y  

l e g i s l a t i o n  t o  p r e v e n t  a c q u i s i t i o n s  i n  t h e  g r o c e r y  t r a d e .  

T h o u g h  t h e  p e r c e n t a g e  o f  t h e  U . K .  g r o c e r y  m a r k e t  h e l d  by a n y  

o n e  r e t a i l e r  i n  t h e  s e v e n t i e s  a m o u n t e d  t o  a t  m o st  13  o r  14  

p e r c e n t ,  i n  c e r t a i n  r e g i o n s  m e r g e r s  m i g h t  h a v e  b e e n  r e f e r r e d  

t o  t h e  m o n o p o l i e s  c o m m i s s i o n  on t h e  g r o u n d s  t h a t  t h e y  had  a 

l o c a l  m o n o p o l y  o f  o v e r  2 5  p e r c e n t .

1 . 5 .  R E T A I L  CHANGE I N  THE GROCERY SECTOR.

A l l  t h e  f a c t o r s  m e n t i o n e d  a b o v e  h a v e  c o m b i n e d  t o  s h a p e  

t h e  r e t a i l  e n v i r o n m e n t .  I n  t h i s  s e c t i o n  t h e  m a i n  f e a t u r e s  o f  

t h e  r e t a i l  e n v i r o n m e n t  and  t h e  c h a n g e s  o c c u r i n g  b e t w e e n  t h e  

e a r l y  s e v e n t i e s  and e i g h t i e s  w i l l  be i d e n t i f i e d .  P a r t i c u l a r  

a t t e n t i o n  w i l l  be p a i d  t o  t h e  c h a n g e s  i n  r e t a i l  c o n c e n t  r a t i o n  

a n d  t h e  m a r k e t  p e n e t r a t i o n  o f  own l a b e l s  w h i c h  h a v e  b e e n  a 

c e n t r a l  f e a t u r e  o f  t h e  "new e n v i r o n m e n t "  o f  g r o c e r y  r e t a i l i n g  

w h i c h  i s  e m e r g i n g .

1 . 5 . 1 .  THE INCREASE I N  R E T A I L  CONCENTRATION.

As was  e v i d e n t  f r o m  t h e  demand f a c t o r s  t h e r e  h a s  b e e n  an  

i n c r e a s e  i n  dem and f o r  g r o c e r y  s t o r e s  t h a t  o f f e r  a n  e f f i c i e n t  

u s e  o f  t i m e .  S u c h  s t o r e s  a r e  c a r i c a t u r e d  by t h e  t y p i c a l  s t o r e  

t h a t  o f f e r s  a l a r g e  r a n g e  o f  i t e m s  e n a b l i n g  t h e  w e e e k l y  o r



f o r t n i g h t l y  b u n d l e  o f  g o o d s  t o  be  b o u g h t  i n  o n e  s h o p  w i t h  

e a s y  a c c e s s  a n d  c a r  p a r k i n g  f a c i l i t i e s .

b u c h  a  c h a n g e  i n  demand h a s  made e c o n o m i e s  o f  s c a l e  a  

m o r e  v i t a l  f a c t o r  m  c o m p e t i t i o n  a nd  h a s  a c c o r d i n a l y ,  o v e r  

t h e  l a s t  t h i r t y  y e a r s ,  l e d  t o  a n  i n c r e a s e  i n  t h e  s h a r e  o f  t h e  

m a r k e t  t h a t  t h e  m u l t i p l e  c h a i n s  h a v e  ( t a b l e  1 . 1 2 )  a n d  t o  a n  

i n c r e a s e  i n  t h e  a v e r a g e  s i z e  o f  s t o r e s  ( t a b l e  1 . 1 3 ) .  T h e  

a d v a n t a g e  o f  f i r m  and s t o r e  s i z e  h a s  b e e n  s u c h  t h a t  t h e  

r e s u l t i n g  i n c r e a s e  i n  c o n c e n t  r a t i o n  h a s  b e e n  d r a m a t i c  a n d  i s  

sh o w n  b y  t h e  f a l l  i n  t h e  n u m b e r  o f  r e t a i l  o u t l e t s  ( t a b l e  

1 . 1 4 ) .

W i t h i n  t h e  m u l t i p l e  s e c t o r  t h e  l a r g e  f i r m s  h a v e  g r o w n  

s i g n i f i c a n t l y  i n  m a r k e t  s h a r e  w i t h  t h e  l a r g e s t  t h r e e  f i r m s  

h a v i n g  37% o f  t h e  t o t a l  g r o c e r y  m a r k e t  i n  1 9 8 i  c o m p a r e d  t o  

24% i n  1 9 7 0 .

B o t h  i n d e p e n d e n t  and c o - o p e r a t i v e  s t o r e s  h a v e  b e e n  h a r d  

h i t  by t h e  r i s e  i n  t h e  g r o w t h  o f  t h e  l a r g e  m u l t i p l e s .  F o r  

many s t o r e s ,  c l o s u r e  was  i n e v i t a b l e  a s  d i r e c t  c o m p e t i t i o n  

w i t h  t h e  l a r a e  m u l t i p l e s  i n  t e r m s  o f  p r i c e ,  a d v e r t i s i n g  and  

c a r  p a r k i n g  was  u n v i a b l e  g i v e n  t h e  s c a l e  a d v a n t a g e s  o r  t h e  

l a r g e  s t o r e s .  T h e  f i r m s  t h a t  h a v e  s u r v i v e d  t h e  d i r e c t  

o n s l a u g h t  o f  t h e  l a r g e  m u l t i p l e s  h a v e  d o n e  so by  o f f e r i n g  

p r o d u c t s  o r  s e r v i c e s  t h a t  t h e  l a r g e  m u l t i p l e s  c a n n o t  o r  h a v e  

n o t .  T h e  m o s t  o b v i o u s  way t h a t  t h e  " c o r n e r  s h o p "  h a s  s u r v i v e d  

h a s  b e e n  by  o f f e r i n g  " c o n v e n i e n c e "  i n  t e r m s  o f  p r o d u c t s  t h a t  

h a v e  t o  b e  s h o p p e d  f o r  r e g u l a r l y  o r  w h i c h  a r e  f o r g o t t e n  i n  

t h e  s u p e r m a r k e t  s h o p .  F o r  w h i l s t  s u p e r m a r k e t s  may o f f e r  t i m e  

s a v i n g  a n d  c o n v e n i e n c e  f o r  a b a s k e t  o r  t r o l l e y  f u l l  o f  g o o d s  

t h i s  w i l l  n o t  be t r u e  f o r  j u s t  a h a n d f u l  o f  g o o d s .  G o o ds  t h a t



a c o n s u m e r  r u n s  o u t  o f  b e t w e e n  l a r g e  s u p e r m a r k e t  s h o p s  a r e  an  

o b v i o u s  e x a m p l e  o f  t h i s ,  a s  a r e  p u r c h a s e s  w h i c h  a r e  i n  some  

' w a y s  i m p o r t a n t  t o  a t  l e a s t  a s e g m e n t  o f  c o n s u m e r s .  S u c h  

s e g m e n t s  w o u l d  i n c l u d e  t h o s e  who a r e  s h o p p i n g  f o r  p r e s e n t s  o r  

t h o s e  who h a v e  a s p e c i a l i s t  i n t e r e s t  i n  a p r o d u c t  n o r m a l l y  

c l a s s e d '  a s  c o n v e n i e n c e  s u c h  a s  t e a ,  c o f f e e ,  c h e e s e  e t c .  T h e  

s m a l l e r  s h o p  c a n  e x p l o i t  t h e s e  m a r k e t  s e g m e n t s  b y  a n  o f f e r i n g

T ABLE 1.  1 2 :  PERCENTAGE OF GROCERY SALES BY TYPE OF OUTLET.  

YEAR •/. OF TOTAL GROCERY SALES

I n d e p e n d e n t s  M u l t i p l e s  C o - o p e r a t i v e s

1 9 5 0 5 7 2 0

1 9 5 7 5 5 2 2

1 9 6 1 5 3 2 7 2 0

1 9 6 6 4 8 16

1 9 6 9 4 4 41 15
1 9 7 0 4 3 4 2 15
1 9 7 1 4 3 4 3 14
1 9 7 2 41 4 6 1 3
1 9 7 3 3 9 4 8 13
1 9 7 4 3 8 4 9 13
1 9 7 5 3 7 4 9 14
1 9 7 6 3 7 4 9 14

1 9 7 7 3 5 51 14

1 9 7 3 2 8 5 7 15

1 9 7 9 2 6 5 9 15

1 9 3 0 2 5 61 14

1 9 3 1 2 4 6 3 14

1 9 8 2 2 2 6 5 13

1 9 8 3 21 6 7 1 vJ

1 9 8 4 19 6 9 12

1 9 8 5 19 7 0 11

S o u r c e :  fl. C . N i e l s o n ,  A n n u a l  R e v i e w  o f  G r o c e r y  T r a d i n g .
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TABLE 1 . 1 3 : S I Z E  P R O F IL E  OF M U L T IP L E  STORES 1 9 7 6 - 1 9 8 4 .  
( I G D  SA M P L E S ) .

S a l e s  A r e a  
( s q  f t )

1 9 7 6 1 9 7 7 1 9 7 6 1 9 7 9 I 9 6 0  19S1 1 9 6 2 1 9 6 3  1 9 3 4

< 2 0 0 0 4 4 .  3 3 9 .  5 3 6 . 7 Ow a vlj 3 0 . 4  2 7 . 6 2 4 .  0 2 2 .  7  2 0 . 6
2  -  9 9 9 9 4 6 .  1 4 9 .  1 5 0 .  2 5 1 . 4 5 0 . 9  5 1 . 5 5 2 . 4 5 3 . 3  5 2 . 6

10  -  2 4 9 9 9 7 . 7 9 . 0 1 0 .  5 i i .  a 1 4 . 3  1 5 . 9 1 6 .  7 1 7 . 5  1 9 . 4
2 5 0 0 0 + 1 . 9 2 . 4 jim . 6 3 .  4 4 . 3  5 . 0  

SOURCE:

6 .

IGD

6 . 5  6 . 9  

( 1 9 6 5 ) .

TABLE 1 . 1 4 : NUMBER OF GROCERY R E T A IL  OUTLETS

YEAR M U L T IP L E S  ( 1 ) C O -O P E R A T IV E S  INDEPENDENTS ( 2 ) TOTAL

1 9 7 6 7 ,  9 6 0 6 ,  2 7 U 6 6 , 0 0 0 6 0 , 2 3 0
1 9 7 7 7 ,  0 0 0 6 ,  0 0 0 6 2 , 0 0 0 7 5 ,  0 0 0
1 9 7 6 6 ,  4 4 0 5 ’ 7 6 0 5 9 , 0 0 0 7 1  ̂ 2 0 0
1 9 7 9 6 ,  0 0 0 5 ,  5 5 0 5 6 , 0 0 0 6 7 , 5 5 0
1 9 6 0 5 ,  7 0 0 5 ,  2 5 0 5 3 , 0 0 0 6 3 , 9 5 0
1 9 8 1 5 ,  6 0 0 5 ,  0 5 0 5 1 , 0 0 0 6 1  ̂ 6 5 0
1 9 6 2 5 ,  4 3 0 4 , 4 6 , 0 0 0 5 3 , 0 6 0
1 9 6 3 4 ,  7 6 0 ' 4 , 4 9 0 4 3 , 0 0 0 5 2 , 2 5 0
1 9 8 4 4 ,  3 6 0 4 ,  2 3 0 4 0 , 8 5 0 4 9 , 4b U
1 9 8 5 4 ,  2 9 0 4 ,  12 0 4 0 , 1 0 0 4 8 , 5 1 0

SOURCE: I . G . D . ( 1 9 8 7 )

( 1 )  F i n n s  w i t h  »nore t h a n  10 o u t l e t s .
( 2 )  F i n n s  w i t h  l e s s  t h a n  10 o u t l e t s .



t h a t  d i f f e r s  f r o m  t h e  s u p e r m a r k e t  o f f e r i n g  i n  t e r m s  o f  

l o c a t i o n ,  p r o d u c t  r a n g e  o r  s e r v i c e .

T h e  o p p o r t u n i t y  f o r  t h e  s m a l l  s i z e d  s t o r e  t o  e x p l o i t  s u c h  

s e g m e n t s  a l o n g  w i t h  t h e  g r o w i n g  i m p o r t a n c e  o f  s c a l e  e c o n o m i e s  

i n  a d d r e s s i n g  t h e  mass m a r k e t  h a s  l e d  t o  a  g r o w i n g  

p o l a r i z a t i o n  w i t h i n  t h e  r e t a i l  g r o c e r y  t r a d e .  T h i s  

p o l a r i z a t i o n  i s  c h a r e c t e r i z e d  on t h e  o n e  h an d  by  l a r g e  ( o u t  

o f  t o w n )  s u p e r m a r k e t s  a nd  on t h e  o t h e r  by l o c a l  " c o n v e n i e n c e "  

s t o r e s  a n d  s p e c i a l i s t  o u t l e t s .

1 . 5 . 2 .  THE CHANGING WHOLESALE SECTOR.

T h e  e f f e c t s  on t h e  w h o l e s a l e  s e c t o r  o f  r e t a i l  c h a n g e  h a v e  

b e e n  e n o r m o u s .  L a r g e  r e t a i l e r s  h a v e  g a i n e d  e c o n o m i e s  o f  

s u p p l y  b y  i n t e r n a l i s i n g  much o f  t h e  w h o l e s a l e  f u n c t i o n .  G a i n s  

h a v e  a c c r u e d  t o  l a r g e  r e t a i l e r s  t h r o u g h  r e d u c e d  t r a n s a c t i o n  

c o s t s  ( i n  t e r m s  o f  p h y s i c a l  d i s t r i b u t i o n )  a n d  g r e a t e r  

b a r g a i n i n g  p o w e r  ( b y  d e a l i n g  d i r e c t l y  w i t h  t h e  m a n u f a c t u r e r ) .  

P u r c h a s e s  by  l a r g e  r e t a i l e r s  a r e  r a r e l y  made f r o m  a 

w h o l e s a l e r  and  a r e s u l t  o f  i n c r e a s i n g  c o n c e n t  r a t i o n  h a s  t h u s  

b e e n  a d e c l i n e  i n  o v e r a l l  m a r k e t  s h a r e  p a s s i n g  t h r o u g h  

w h o l e s a l e r s  f o r  g r o c e r y  p r o d u c t s .  S t a t i s t i c s  on w h o l e s a l i n g  

b e t w e e n  1 9 7 0  a n d  1 9 8 0  a r e  e x t r e m e l y  p o o r ,  a l t h o u g h  t h e  

p o s i t i o n  h a s  i m p r o v e d  so m e w h at  s i n c e  19Su w i t h  w h o l e s a l i n g  

now b e i n o  i n c l u d e d  i n  B u s i n e s s  M o n i t o r  s t a t i s t i c s  on a

r e g u l a r  b a s i s .

T h e  r e s u l t  o f  a d e c l i n i n g  s h a r e  o f  t h e  o v e r a l l  m a r k e t  h as  

b r o u g h t  a b o u t  a n u m b e r  o f  c h a n g e s  a s  w h o l e s a l e r s  h a v e  t r i e d  

t o  c o m p e t e  w i t h  t h e  l a r g e  m u l t i p l e  r e t a i l e r s .  T h e  m ost  

o b v i o u s  i s  p e r h a p s  t h e  g r o w t h  i n  t h e  c o n c e n t r a t i o n  o f  

w h o l e s a l i n g  a s  w h o l e s a l e r s  s t r i v e  t o  t a k e  a d v a n t a g e  o f  some



o f  t h e  e c o n o m i e s  o f  s c a l e  t h a t  l a r g e  r e t a i l e r s  a r e  a l s o  

t r y i n g  t o  a c h i e v e .  T h e  m o s t  s i g n i f i c a n t  o f  t h e s e  w i l l

p r o b a b l y  b e  i n  t h e  a r e a  o f  b a r g a i n i n g  e c o n o m i e s  and

d i s t r i b u t i o n  e c o n o m i e s .

As D a w s o n ,  Shaw and  H a r r i s  ( 1 9 8 7 )  o b s e r v e  t h e  c h a n g e  i n  

r e t a i l  s t r u c t u r e  h a s  a l s o  l e d  t o  l a r g e  w h o l e s a l e r s  w i d e n i n g  

t h e i r  r o l e  b y  o f f e r i n g  a g r e a t e r  d e g r e e  o f  s e r v i c e  t o  t h e  

s m a l l e r  r e t a i l e r s  on w h i c h  t h e y  d e p e n d .  S p a r  f o r  e x a m p l e  

o f f e r  a  T r i s p a r  s c h e m e  w h i c h  o f f e r s  m a n a g e m e n t  t r a i n i n g ,  

m e r c h a n d i s i n g  e x p e r t i s e ,  p r o m o t i o n  t o  t h e i r  m e m b e r s .  T h e

g r o w t h  o f  s u c h  v o l u n t a r y  s c h e m e s  i s  w i d e s p r e a d  w i t h  l a r g e  

w h o l e s a l e r s  a l l  o f f e r i n g  some d e g r e e  o f  s u p p o r t  f o r

r e t a i l e r s  who o p t  i n t o  t h e i r  s c h e m e s .  S u c h  s u p p o r t  o f t e n  

i n c l u d e s  own l a b e l  p r o d u c t s .

S u c h  c h a n g e  i n  w h o l e s a l e  s t r u c t u r e  an d  b e h a v i o u r  i s  a  

f a c t o r  t h a t  w i l l  a c c e n t u a t e  t h e  e f f e c t s ,  o f  r e t a i l  

c o n c e n t  r a t i o n  on m a n u f a c t u r e r  p e r f o r m a n c e .  I n  t h e  s u b s e q u e n t  

s t a t i s t i c a l  a n a l y s i s  o n l y  t h e  c r u d e  m e a s u r e s  o f  r e t a i l  

c o n c e n t  r a t i o n  an d own l a b e l  p e n e t r a t i o n  w i l l  b e  u s e d  b u t  i t  

s h o u l d  b e  r e c o g n i s e d  t h a t  i f  t h e  s t a t i s t i c s  on t h e  

d i s t r i b u t i v e  t r a d e s  w e r e  i m p r o v e d  m o r e  s o p n i s t i c a t e d  and  

a c c u r a t e  t e s t s  c o u l d  be made by i n c o r p o r a t i n g  w h o l e s a l e  

c h a n g e  i n  a  m o r e  f o c u s e d  m a n n e r .

1 . 5 . 3 .  THE R I S E  I N  OWN LABEL PENETRATION.

I n  t h i s  t h e s i s  t h e  c o n c e p t  o f  "own l a b e l s "  w i l l  

f r e q u e n t l y  be r e f e r r e d  t o .  I t  i s  w o r t h  d i s c u s s i n g  e x a c t l y  

w h a t  i s  m e a n t  by  "own l a b e l s "  p a r t i c u l a r l y  a s  t h e  m e a n i n g  i n  

t h e  r e t a i l  t r a d e  and r e t a i l  l i t e r a t u r e  i s  c o n s t a n t l y  c h a n g i n g  

a n d  e v o l v i n g .  T h e  d e f i n i t i o n  u se d  i n  t h i s  w o r k  i s  a l l



e n c o m p a s s i  ng a nd  i n c l u d e s  " a n y  p r o d u c t  s o l d  u n d e r  t h e  

r e t a i l e r ’ s own name o r  u n d e r  a b r a n d  name t h a t  i s  t h e  

e x c l u s i v e  p r o p e r t y  o f  t h e  r e t a i l e r  w h e t h e r  a c t i v e l y  p r o m o t e d  

o r  n o t " .  F o r  t h e  p e r i o d  u n d e r  r e v i e w  ( 1 9 7 0 —1 9 8 1 )  t h e  t e r m  own 

l a b e l  h a s  a d d e d  a p p e a l  g i v e n  t h a t  d u r i n g  t h i s  t i m e  t h i s  was  

t h e  p o p u l a r  m a n n e r  o f  r e f e r r i n g  t o  t h e m .  S i n c e  t h e  e a r l y  

e i g h t i e s  i t  h a s  becom e f a s h i o n a b l e  t o  t a l k  o f  r e t a i l e r  b r a n d s  

i n  o r d e r  t o  m ake  t h e  ( v a l u a b l e )  s t r a t e g i c  p o i n t  t h a t  s u c h  

b r a n d s  c a n  be an  i m p o r t a n t  t o o l  i n  t h e  o v e r a l l  m a r k e t i n g  m i x  

o f  t h e  r e t a i l e r .  I t  h a s  a l s o  b e co m e f a s h i o n a b l e  t o  

d i s t i n g u i s h  b e t w e e n  l a b e l s  and  b r a n d s  on t h e  g r o u n d s  t h a t  t h e  

f o r m e r  a r e  u n s u p p o r t e d  and t h e  l a t t e r  s u p p o r t e d  i n  t e r m s  o f  

p r o m o t i o n .  T h i s  d i s t i n c t i o n  i s  i n  some w a y s  r a t h e r  a n  

a r t i f i c i a l  o n e  and i s  n o t  u s e d  i n  t h i s  w o r k  b e c a u s e  a l l  

p r o d u c t s  a r e  p r o m o t e d  a l t h o u g h  t o  v a r y i n g  d e g r e e s .  As t h e  

o b j e c t i v e  o f  t h i s  w o r k  i s  t o  e x a m i n e  t h e  e f f e c t  o f  own l a b e l s  

i n  t h e  b r o a d  s e n s e  r a t h e r  t h a n  s u b - d i v i d e  i t  i n t o  c a t e g o r i e s  

o f  h e a v i l y  s u p p o r t e d  m u l t i p l e  r e t a i l e r  b r a n d s ,  l e s s  s u p p o r t e d  

own l a b e l s ,  v o l u n t a r y  c h a i n  own l a b e l s ,  g e n e r i c s  e t c  t h e  

t i t l e  o f  "own l a b e l s "  seems t h e  b e s t ,  t h o u g h  n o t  p e r f e c t ,  

t i t l e  t o  u s e .  S u b - d i v i d i n g  own l a b e l s  i n t o  s u c h  g r o u p i n g s  may  

h o w e v e r  b e  a u s e f u l  e x e r c i s e  i n  f u t u r e  w o r k  f o r  l a t e r  t i m e  

p e r i o d s  a n d  p a r t i c u l a r l y  f o r  m o re  m i c r o  a n a l y s e s  i n t o  t h e  

n a t u r e  o f  own l a b e l s ,  r e t a i l e r  b r a n d s  e t c .  S u c h  w o r k  h o w e v e r  

w o u l d  r e q u i r e  t h e  c o l l e c t i o n  o f  d a t a  n o t  c u r r e n t l y  a v a i l a b l e

i n  s e c o n d a r y  s o u r c e s .

T h e  i n c r e a s e  i n  own l a b e l  p e n e t r a t i o n  i n  p a c k a g e d  

g r o c e r i e s  shown i n  t a b l e  1 . 1 5  h a s  a r i s e n  a s  a r e s u l t  o f  a 

n u m b e r  o f  f o r c e s .  H i s t o r i c a l l y  r e t a i l e r s  h a v e  a l w a y s  s o l d  

some p r o d u c t s  u n d e r  t h e r e  own name b u t  a n u m b e r  o f  f o r c e s



h a v e  co  n t  r  i  b u t s d  t o  t h e  d e c e n t  r i s e -

TABLE 1 . 1 5 :  OWN LABEL PE N E T R A T IO N  OF PACKAGED G R O C ER IES .

(% S h a r e  by  V a l u e )

1 9 7 2 2 0 .  0 1 9 8 1 2 3 . 4
1 9 7 5 2 0 .  5 1 9 8 2 2 4 .  9
1 9 7 6 2 0 .  9 1 9 8 3 2 7 .  1
1 9 7 7 2 2 .  5 1 9 8 4 2 7 . 4
1 9 7 8 2 3 .  0 1 9 8 5 2 8 . 0
1 9 7 9 2 2 .  2 1 9 8 6 2 8 . 6
1 9 8 0 2 2 .  5

S o u r c e s  AGB.

I n  t h e  e a r l y  s i x t i e s  t h e  e x i s t e n c e  o f  r e t a i l  p r i c e  

m a i n t e n a n c e  e n c o u r a g e d  r e t a i l e r s  t o  i n t r o d u c e  own l a b e l s  a s  a 

iYteans o f  e n g a g i n g  i n  p r i c e  c o m p e t i t i o n .  A l t h o u g h  r e t a i l  p r i c e  

m a i n t e n a n c e  h a s  l o n g  s i n c e  d i s a p p e a r e d  ( 1 9 6 4 )  i t  w as  o n e  

f a c t o r  i n  e n c o u r a g i n g  m o r e  own l a b e l s  t o  b e  i n t r o d u c e d .

T h e  m a i n  f a c t o r  i n  t h e  i n c r e a s e  i n  own l a b e l  p e n e t r a t i o n  

h o w e v e r  i s  p e r h a p s  t h a t  t h e  c h a n g i n g  r e t a i l  e n v i r o n m e n t ,  i n  

p a r t i c u l a r  t h e  g r o w t h  i n  c o n c e n t  r a t i o n ,  was  g i v i n g  t h e  "own  

l a b e l ' 1 a  c h a n c e  f o r  i t s  i n h e r e n t  p r o m o t i o n a l  a d v a n t a g e s  t o  be  

u s e d .  I n d e e d  t h e  v e r y  t e r m  own l a b e l  h a s  b e g u n  t o  f a l l ’ i n t o  

d i s u s e  a s  m o r e  r e t a i l e r s  d e v e l o p  a c t i v e  s t r a t e g i e s  f o r  t h e i r  

"own b r a n d s " .  T h e  p r o m o t i o n a l  a d v a n t a g e s  o f  t h e  own l a b e l  a r e  

a v e r y  i m p o r t a n t  f a c t o r  i n  t h e i r  s u c c e s s  and i t  i s  w o r t h  

e x a m i n i n g  t h e s e  a d v a n t a g e s  i n  d e t a i l .

T h e i r  a d v a n t a g e s  o c c u r  i n  a n u m b e r  o f  a r e a s !  p r i c e ,  

e c o n o m i e s  o f  s c o p e  i n  p r o m o t i o n ,  r e t a i l e r  c o n t r o l  a n d  

b a r g a i n i n g  p o w e r .

T h e  p r i c e  a d v a n t a g e  o f  own l a b e l s  d e r i v e  p a r t i a l l y  f r o m  

e c o n o m i e s  o f  s c o p e  i n  p r o m o t i o n  a n d  p a r t i a l l y  f r o m  b a r g a i n i n g  

p o w e r .  T h e  m a i n  a d v a n t a g e  d e r i v e s  f r o m  t h e  f a c t  t h a t  f o r  a



l a r g e  r e t a i l e r  t h e  a d d i t i o n a l  c o s t  o f  p r o m o t i n g  a n  own l a b e l  

i s  v e r y  l o w  i f  t h e  r e t a i l e r  i s  p r o m o t i n g  i t s  g e n e r a l  i m a g e  o r  

o t h e r  own l a b e l s .  S i n c e  p r o m o t i n g  a n d  a d v e r t i s i n g  s y n e r g y  i s  

o b t a i n e d  f r o m  h a v i n g  t o  p r o m o t e  a s t o r e  f u l l  o f  p r o d u c t s  t h e  

c o s t  o f  p r o m o t i n g  a n y  o n e  own l a b e l  i s  l o w  c o m p a r e d  t o  

m a n u f a c t u r e r s  who t e n d  t o  p r o m o t e  e a c h  b r a n d  by i t s e l f .  T h e  

r e a s o n  f o r  m a n u f a c t u r e r s  d o i n g  t h i s  r e s u l t s  f r o m  t h e  f a c t  

t h a t  t h e y  h a v e  f a r  l e s s  s c o p e  f o r  i n t e r - p r o d u c t  s y n e r g y  i n  

p r o m o t  i  on.

T h e  c h a n g e s  i n  dem and an d  t h e  i n c r e a s i n g  c o n v e n i e n c e  

n a t u r e  o f  g r o c e r y  p r o d u c t s  h a s  b e n e f i t t e d  own l a b e l  g r o w t h  by  

p u t t i n g  d i f f e r e n t  a t t e n t i o n  on t h e  p h y s i c a l  a t t r i b u t e s  o f  t h e  

p r o d u c t  a n d  on t h e  i m a g e  a t t r i b u t e s  o f  t h e  p r o d u c t ,  I n  r e g a r d  

t o  t h e  p h y s i c a l  a t t r i b u t e s  i n c r e a s e d  i n c o m e ,  e d u c a t i o n  e t c  

h a s  r e d u c e d  t h e  s e a r c h  t i m e  an d  e f f o r t  f o r  g r o c e r y  p r o d u c t s

a n d  h a s  p r o b a b l y  l e d  t o  t h e  c o n s u m e r  b e i n g  m o r e  w i l l i n g  t o

e x p e r i m e n t  by  t r i a l  ( i . e .  i n  N e l s o n ’ s t y p o l o g y  t h e s e  g o o d s  

w o u l d  be  " e x p e r i e n c e  g o o d s " ,  N e l s o n  1 9 7 0 ) .  S u c h  a

h y p o t h e s i s e d  i n c r e a s e  i n  e x  p e r i m e n t a t i o n  w o u l d  mean t h a t  a  

c o n s u m e r  may be m o r e  " o b j e c t i v e "  i n  a s s e s s i n g  q u a l i t y  and  

t h u s  a n  "own l a b e l "  w o u l d  be a b l e  t o  c o m p e t e  e f f e c t i v e l y  on  

p h y s i c a l  a t t r i b u t e s  i f  i t  met  a  t h r e s h o l d  l e v e l  o f  q u a l i t y .

F u r t h e r m o r e  t o  t h e  e x t e n t  t h a t  i m a g e  i s  i m p o r t a n t  t o

c o n s u m e r s  t h e  i m a g e  t h a t  a r c h e t y p a l  own l a b e l s  p o r t r a y ,  i . e .  

a c h e a p e r  v e r s i o n  o f  a  m a n u f a c t u r e r  b r a n d  b u t  h a v i n g  s i m i l a r  

q u a l i t y  a t t r i b u t e s ,  i s  a l s o  a n  i m a g e  t h a t  i s  s u i t a b l e  f o r  

c o n v e n i e n c e  a n d  lo w  c o s t  p r o d u c t s .  I n  a d d i t i o n  f o r  s u c h  

p ro d  u c t s  i t  i s  l i k e l y  t h a t  i n —s t o r e  p r o m o t i o n  i s  l i k e l y  t o  

h a v e  much m o r e  e f f e c t  t h a n  o u t - o f - s t o r e  p r o m o t i o n  g i v e n  t h e



r e d u c e  i  on i n  t  ne s e a r c n  o r o c e s s  t  n a t  l o w e r  i n v o  I  v e m e n t  

e n t a i l s .  S i n c e  i  n—s t  o r  e o r  o m g t  1 o n i  s c  n i e  f  1 y o e t  e  r- *Y: i  n e d □ v

t  he r e t  a i  i e r ,  t  he r e t  a  l i e  r  h a s  an  i  iYi □ o r t  ant- s a y  i  n t  he

r e l a t i v e  p r o m o t i o n  o f  o wn 1a h e 1s and m a n u f a c t  u r  e r  □ randsu

T h e  i n c r e a s i n g  a b i l i t y  o f  l a r g e  r e t a i l e r s  t o  o o t a i n  c o s t  

e c o n o m i e s  i n c r e a s e s  t h e  l o g i c  o f  p r i c e  c o m p e t  i t  *j . on.  F o r  p r i c e  

c o m p e t i t i o n  w i l l  i m p r o v e  l o n g  t e r m  p r o f i t a b i l i t y  i f  in t h e  

s n o r t  t e r m  i t  e l i m i n a t e s  c o m p e t i t i o n .  Due t o  t h e  c o s t  s a v i n g s  

o f  own l a b e l  Deriving f r o m  b o t h  D e a l i n g  w i t h  s m a l l e r

m a n u f a c v t u r e r s  and f r o m  t n e  e c o n o m i e s  i n  p r o m o t i o n a l  e x p e n s e ,  

own l a b e l s  a r e  a n  i m p o r t a n t  means o f  e n g a g i n g  i n  p r i c e  

c o m p e t  i  1 1 on.

R e t a i l e r  c o n t r o l  i s  a n o t h e r  i m p o r t a n t  a d v a n t a g e  t n a t  own 

l a b e l s  n a v e .  R e t a i l e r s  n a v e  c o n t r o l  o v e r  a i l  p r o d u c t s  i n

t h e i r  s t o r e s  an c  c a n  t h u s  c o n t r o l  s h e l f  s p a c e  a r c  a i s o l a y s  o f  

p r o d u c t s  t o  y i e l d  maximum p r o f i t s .  fis own l a o e l s  o f f e r  

r e t a i l e r s  g r e a t e r  m a r g i n s  p r o f i t  m a x i m i s i n g  d i s p l a y  w i l l  t e n d  

t o  be b e n e f i c i a l  t o  t n e  own l a b e l . I n  a a a i t  i o n  by d e v e l o p i n g  

own l a b e l s  r e t a i l e r s  n a v e  a mucn g r e a t e r  c o n t r o l  o v e r  t n e  

p r o d u c t  r a n g e  t h a t  t h e y  n a v e  i n  t h e  s t o r e .  By b e i n g  an  

i m p o r t a n t  p a r t y  i n  t n e  m a n u f a c t u r i n g  s t a g e  t h e  r e t a i l e r  c a n  

d e v e l o p  a r a n g e  o f  own l a b e l s  t o  p r o m o t e  t h e  s t o r e  i m a g e .

C l o s e l y  a l l i e d  t o  t n e  c o n c e p t  o f  c o n t r o l  i s  t h e  f a c t  t h a t  

own l a b e l s  c a n  be used  t o  e x e r t  p a r - g a m i n g  p o w e r  o v e r  t n e  

m a n u f a c t u r e r .  T h e  f o r c e s  o f  demand a n a  s u p p l y  and t h e  

c h a n g i n g  l e g a l  and  t e c n n o l o g i c a l  e n v i r o n m e n t  i n  w h i c h  t h e y  

o p e r a t e  h a v e  c o m b i n e d  a s  a f o r c e  i n c r e a s i n g  r e t a i l  

c o n c e n t  r a t i o n .  F u n d a m e n t a l  t o  t n e  o r o c e s s  o f  r e t a i l  

c o n c e n t  r a t i o n  a n a  i t s  e f f e c t s  h o w e v e r  i s  t h e  e x e r t i o n  o f  

b a r g a i n i n g  p o w e r  b e t w e e n  m a n u f a c t u r e r  and r e t a i l e r  i n  t h e



m a r k e t i n g  c h a n n e l .  T h i s  i s  b e c a u s e  t h e  s u c c e s s  o f  b a r g a i n i n g  

d i s c o u n t s ,  t e r m s  o f  d e l i v e r y  e t c ,  w i l l  e f f e c t  t h e  d e g r e e  o f

h o r i z o n t a l  s u c c e s s  t h a t  t h e  s p e c i f i c  r e t a i l e r  w i l l  e n j o y  and  

w i l l  e f f e c t  how t h e  r e t a i l  e n v i r o n m e n t  e v o l v e s .  T h e  w h o l e  o f  

t h i s  s u b j e c t  i s  e x p l o r e d  i n  c h a p t e r  t w o ,  h o w e v e r  i t  i s  

e v i d e n t  t h a t  h a v i n g  a n  own l a b e l  r a n g e  w i l l  be  o n e  f a c t o r  i n  

e x e r t i n g  i n f l u e n c e  o v e r  t h e  m a n u f a c t u r e r .

Own l a b e l  i n c r e a s e s  t h e  r e t a i l e r ’ s b a r g a i n i n g  p o w e r

r e l a t i v e  t o  t h e  m a n u f a c t u r e r  by  o f f e r i n g  t h e  r e t a i l e r  an  

a l t e r n a t i v e  i f  a  b a r g a i n i n g  i m p a s s e  a r i s e s  w hen  n e g o t i a t i n g  

t e r m s  f o r  a  b r a n d .  T h e  v i a b i l i t y  o f  s u c h  a n  a l t e r n a t i v e  i s  

c l e a r l y  g o i n g  t o  be  d e p e n d e n t  on t h e  b r a n d  l o y a l t y  o f  t h e

m a n u f a c t u r e r ’ s  b r a n d .  I n  t h e  e n v i r o n m e n t  o u t l i n e d  a b o v e  i t

w o u l d  seem  r e a s o n a b l e  t o  s u p p o s e  t h a t  b r a n d  c h o i c e  h a s  b ec o m e  

l e s s  i m p o r t a n t  r e l a t i v e  t o  s t o r e  c h o i c e  f o r  a  n u m b e r  o f  

p r o d u c t s ,  e v e n  i f  t h e  a v a i l a b i l i t y  o f  b r a n d s  may be  a f a c t o r  

i n f l u e n c i n g  s t o r e  c h o i c e .

1 . 6 .  THE CTN SECTOR.

T h o u g h  t h e  g r o c e r y  s e c t o r  i s  v e r y  much a  " c o n v e n i e n c e  

g o o d  s e c t o r "  i t  i s  i m p o r t a n t  t o  r e m e m b e r  t h a t  i t  i s  n o t  t h e  

o n l y  o n e .  T h e  C o n f  e c t  i  o’n e r y  T o b a c c o n i s t  N e w s a g e n t  (CTN)  

s e c t o r  i s  a l s o  v e r y  much a s e c t o r  t h a t  s e l l s  c o n v e n i e n c e  

g o o d s .  T h e  c h a n g e  t h a t  h a s  t a k e n  p l a c e  i n  t h i s  s e c t o r  i s  

r e l a t e d  t o  t h e  c h a n g e  t h a t  h a s  t a k e n  p l a c e  i n  t h e  g r o c e r y  

s e c t o r  b u t  i s  d i f f e r e n t  i n  n u m b e r  o f  w a y s .

T h e  c h a n g e  t h a t  h a s  o c c u r r e d  i s  p a r t i a l l y  r e l a t e d  t o  

g r o c e r y  c h a n g e .  F o r  t h e  CTNs h a v e  b e e n  w e l l  p l a c e d  t o  e x p l o i t  

t h e  o p p o r t u n i t i e s  f o r  " c o n v e n i e n c e  s t o r e s "  w h i c h  h a v e  

r e s u l t e d  f r o m  t h e  t r e n d  t o w a r d s  l a r g e  s u p e r m a r k e t s .  T h i s
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a d v a n t a g e  r e l a t i v e  t o  s m a l l  g r o c e r s  d e r i v e s  f r o m  CTNs b e i n g  

m o r e  f r e q u e n t l y  v i s i t e d  t h a n  g r o c e r s .  E x t e n d i n g  p r o d u c t  

a s s o r t m e n t  t o  e x i s t i n g  c u s t o m e r s  i s  a n  e a s i e r  o p t i o n  f o r  CTNs  

t h a n  s m a l l  g r o c e r s  e x t e n d i n g  p r o d u c t  a s s o r t m e n t  a n d  t r y i n g  t o  

g a i n  new c u s t o m e r s .

Due t o  t h e  h i g h  f r e q u e n c y  o f  p u r c h a s e  by CTN c u s t o m e r s  

t h e  CTN s e c t o r  h a s  n o t  u n d e r g o n e  t h e  e x p l o s i o n  o f  s t o r e  s i z e  

a s s o c i a t e d  w i t h  t h e  g r o c e r y  s e c t o r  a n d  r e m a i n e d  d o m i n a t e d  by  

t h e  i n d e p e n d e n t s  i n  t h e  1 9 7 0 s .  T h e  f r a g m e n t a t i o n  o r  t h e  CTN 

s e c t o r  i s  p a r a l l e l e d  by t h e  f r a g m e n t a r y  n a t u r e  o f  t h e  d a t a  

a v a i l a b l e  on i t .  T a b l e  1 . 1 6  h o w e v e r  p r o v i d e s  some i d e a  o f  how 

u n c o n c e n t  r a t e d  t h e  s e c t o r  i s .

T h e  t w o  s o u r c e s  o f  d a t a ,  t h e  c e n s u s  o f  d i s t r i b u t i o n  and  

t h e  r e t a i l  i n q u i r y ,  a r e  n o t  c o m p a t i b l e  i n  t h e  s e n s e  t h a t  t h e y  

u s e  a d i f f e r e n t  c l a s s i f i c a t i o n  o f  o u t l e t  t y p e .  B o t h  h o w e v e r  

sh o w  t h a t  t h e  s e c t o r  i s  r e l a t i v e l y  u n c o n c e n t  r a t e d  w i t h  t h e  

t r e n d  t o w a r d s  c o n c e n t  r a t i o n  o n l y  a c c e l e r a t i n g  a f t e r  1 9 3 0 .

TABLE 1 . 1 6 :  SHARE OF THE CTN MARKET BY G R G A N IZ A T IQ N A L  TYPE.

CENSUS OF D I S T R I B U T I O N  DATA.

I n d e p e n d e n t  M u l t i p l e s

1 9 6 1  90'/- 10%
1 9 7 1  86% 1 4 ’/-

R E T A I L  IN Q U I R Y  DATA.
S i n g l e  O u t l e t  S m a l l  M u l t i p l e s  L a r g e  M u l t i p l e s

1 9 7 6  65% 12% 23%
1 9 7 7  54% 13% 23%
1 9 7 8  63% 13% 24%
1 9 7 9  62% 12% 26%
1 9 8 0  61% 12% 27%

T h e  u n c o n c e n t  r a t e d  n a t u r e  o f  t h e  s e c t o r  i s  i n  some w a y s  

u s e f u l  f o r  t h e  e m p i r i c a l  a n a l y s i s  o f  t h i s  w o r k  b e c a u s e  i t
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e n a b l e s  a  w i d e r  v a r i e t y  o f  r e t a i l  c o n c e n t  r a t i o n  t o  be  

e x a m i n e d  t h a n  w o u l d  h a v e  b e e n  p o s s i b l e  i f  j u s t  t h e  g r o c e r y  

s e c t o r  w e r e  e x a m i n e d -  F u r t h e r m o r e  b e c a u s e  g o o d s  s o l d  t h r o u g h  

g r o c e r y  a n d  CTNs a r e  c o n v e n i e n c e  i n  n a t u r e  t h e r e  i s  n o t  a  

s t r o n g  a r g u m e n t  f o r  s u g g e s t i n g  t h a t  t h e  d i f f e r i n g  n a t u r e  o f  

s u c h  g o o d s  w i l l  a f f e c t  t h e  s a m p l e .

1 . 7 .  SUMMARY.

T h i s  c h a p t e r  h a s  sh o w n  how b o t h  c h a n g i n g  d e m a n d  and  

s u p p l y  f o r c e s  h a v e  i n t e r a c t e d  w i t h i n  a c h a n g i n g  l e g a l  an d  

t e c h n o l o g i c a l  e n v i r o n m e n t  t o  p r o d u c e  t h e  u n i q u e  r e t a i l  

e n v i r o n m e n t  o f  t h e  g r o c e r y  m a r k e t .

Demand h a s  b e e n  i n f l u e n c e d  by d e m o g r a p h i c ,  s o c i a l  avid 

e c o n o m i c  c h a n g e .  T h e  l a t t e r  tw o  h a v i n g  p a r t i c u l a r  

s i g n i f i c a n c e  i n  t h e  g r o w t h  o f  dem and f o r  t i m e —e f f i c i e n t  

s t o r e s  f o r  c o n v e n i e n c e  p r o d u c t s  avid f o r  t h e  p o l a r i s a t i o n  

b e t w e e n  l a r g e  s c a l e  s u p e r m a r k e t s  avid s m a l l  ' n e i g h b o u r h o o d  

s t  o r e s .

T h e  c h a n g e  i n  dem and h a s  e n a b l e d  r e t a i l e r s  t o  t a k e  

a d v a n t a g e  o f  a  v a r i e t y  o f  s c a l e  e c o n o m i e s .  S u c h  e c o n o m i e s  

h a v e  b e e n  a  p o t e n t  f o r c e  i n  e n c o u r a g i n g  t h e  g r o w t h  i n  r e t a i l  

c o n c e n t  r a t i o n  an d  i n  t h e  d e v e l o p m e n t  o f  own l a b e l s .

I  vi t h e  s u b s e q u e n t  avia l y s i s  o f  how r e t a i l  c o n c e n t  r a t  i  on 

a n d  own l a b e l  p e n e t r a t i o n  a f f e c t  maviuf  a c t  u r e r s ,  avid i n  

p a r t i c u l a r  t h e  a d v e r t  i  s i  vig avid p r o d u c t  v a r i e t y  o f  

m a n u f a c t u r e r s ,  i t  i s  i m p o r t a n t  t o  b e a r  i n  m in d  t h e  r e t a i l  

e n v i r o n m e n t  t h a t  h a s  p r o d u c e d  s u c h  a d e g r e e  o f  c o n c e n t  r a t  i o n .  

F o r  i t  may be t h a t  t h e  c o m b i n a t i o n  o f  f o r c e s  t h a t  h a v e  

p r o d u c e d  s u c h  c o n c e n t  r a t  i o n  o f  b u y i n g  p o w e r  an d  own l a b e l  

s h a r e  a r e  v e r y  much a p a r t  o f  t h e  i n f l u e n c e s  on m a n u f a c t u r e r
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p e r f o r m a n c e  a n d  t h a t  i n  a  d i f f e r e n t  e n v i r o n m e n t  w i t h  t h e  sam e  

l e v e l s  o f  c o n c e n t  r a t i o n  t h e  o u t c o m e  may be  d i f f e r e n t  b e c a u s e  

o f  t h e s e  m a c r o  i n f l u e n c e s .
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2 . 5 .  REVIEW OF PR E VIO U S  E M P I R I C A L  WORK.

2 . 0 .  O B J E C T I V E S .

T h e  m a i n  o b j e c t i v e  o f  t h i s  c h a p t e r  i s  t o  r e v i e w  t h e  

e x i s t i n g  l i t e r a t u r e  on how r e t a i l  s t r u c t u r e  may a f f e c t  

m a n u f a c t u r e r  p e r f o r m a n c e .  A b r o a d  t h e o r e t i c a l  u n d e r s t a n d i n g  

o f  how r e t a i l e r  s t r u c t u r e  a f f e c t s  m a n u f a c t u r e r  p e r f o r m a n c e  i s  

a  p r e - r e q u i s i t e  t o  d e v e l o p i n g  t h e  h y p o t h e s e s  o f  how r e t a i l  

c o n c e n t  r a t i o n  a nd  own l a b e l  p e n e t r a t i o n  w i l l  a f f e c t  

m a n u f a c t u r e r  a d v e r t i s i n g  and b r a n d  v a r i e t y  ( C h a p t e r  5 ) .  I t  i s  

a l s o  u s e f u l  i n  e x p l a i n i n g  why t h e  l i t e r a t u r e  on s t r u c t u r a l  

d e t e r m i n a n t s  o f  a d v e r t i s i n g  and b r a n d  v a r i e t y  ( d i s c u s s e d  i n  

C h a p t e r s  3 and  4 )  l a r g e l y  i g n o r e s  r e t a i l  c o n s i d e r a t i o n s .

2 . 1 .  T R A D I T I O N A L  ECONOMIC MODELS.

N e o - c l a s s i c a l  e c o n o m i c  t h e o r y  h a s  n u m e r o u s  m o d e l s  o f  t h e  

f i r m  w h i c h  a r e  w i d e l y  t a u g h t  a n d  r i g o r o u s l y  d e v e l o p e d ,  e . g .  

p e r f e c t  c o m p e t i t i o n ,  i m p e r f e c t  c o m p e t i t i o n ,  m o n o p o l i s t i c
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c o m p e t i t i o n ,  o l i g o p o l y  a n d  m o n o p o l y -  I n  s u c h  m o d e l s  b u y e r  

s t r u c t u r e  i s  i m p l i c i t l y  a s s u m e d  t o  be e i t h e r  a t o m i s t i c  o r  n o t  

t o  h a v e  a n y  e f f e c t .  N e o - c l a s s i c a l  e c o n o m i c  t h e o r y  h o w e v e r  

a l s o  o f f e r s  a n u m b e r  o f  e x t e n s i o n s  t o  t h e s e  m o d e l s  i n  w h i c h  

b u y e r  s t r u c t u r e  i s  i n c o r p o r a t e d .  I t  i s  a p p r o p r i a t e  t o  r e v i e w

some o f  t h e s e  e x t e n d e d  m o d e l s  t o  a s s e s s  w h a t  p r e d i c t i o n s  s u c h

m o d e l s  m ake  w i t h  d i f f e r e n t  t y p e s  o f  r e t a i l  s t r u c t u r e .

I f  we a s s u m e  f o r  s i m p l i c i t y  t h a t  t h e r e  a r e  t h r e e  t y p e s  o f  

m a r k e t  s t r u c t u r e s  m o n o p o l y ,  o l i g o p o l y  a n d  p e r f e c t

c o m p e t i t i o n ,  t h e n  t h i s  w i l l  g i v e  s i x  p o s s i b l e  m o d e l s

f e a t u r i n g  a n o n  a t o m i s t i c  r e t a i l  s t r u c t u r e .  T h e s e  a r e  s h ow n

i n  t a b l e  2 . 1 .  an d  w i l l  be  e x a m i n e d  i n  t u r n  and c o m p a r e d  t o  an  

a t o m i s t i c  r e t a i l  s t r u c t u r e  w h e r e  a p p r o p r i a t e .

TABLE 2 . i s  ECONOMIC MODELS QF B UYIN G POWER.

M a n u f a c t u r e r  S t r u c t u r e .  R e t a i l  s t r u c t u r e .

P e r f e c t l y  C o m p e t i t i v e  M o n o p o l y
P e r f e c t l y  C o m p e t i t i v e  O l i g o p o l y
O l i g o p o l y  M o n o p o l y
O l i g o p o l y  O l i g o p o l y
M o n o p o l y  M o n o p o l y
M o n o p o l y  O l i g o p o l y

B e f o r e  e x a m i n i n g  t h e  e c o n o m i c  m o d e l s  o f  b u y e r —s e l l e r  

i n t e r a c t i o n  i t  i s  n e c e s s a r y  t o  b r i e f l y  r e v i e w  some o f  t h e  

d i f f e r i n g  m o d e l s  o f  o l i g o p o l y  i n  o r d e r  t h a t  s t r u c t u r e s  t h a t  

f e a t u r e  o l i g o p o l y  c a n  be m o r e  f u l l y  u n d e r s t o o d .

2 . 1 . 1 .  OLIGOPOLY.

T h e  n u m e r o u s  m o d e l s  o f  o l i g o p o l y  w i t h  d i f f e r i n g  s t r a t e g y  

a s s u m p t i o n s  l e a d  t o  d i f f e r i n g  o u t c o m e s  e v e n  b e f o r e  o n e  t a k e s  

i n t o  a c c o u n t  b i - l a t e r a l  c o n s i d e r a t i o n s .

C o u r n o t ’ s t h e o r y  o f  o l i g o p o l y ,  w h i c h  was f i r s t  s p e c i f i e d  

a s  a t h e o r y  o f  d u o p o l y  ( C o u r n o t  1 3 3 8 ) ,  i s  b a s e d  on t h e  v e r y
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s i m p l e  a s s u m p t i o n  t h a t  e a c h  f i r m  c h o o s e s  t o  p r o d u c e  t h e  

q u a n t i t y  o f  o u t p u t  t h a t  m a x i m i z e s  i t s  own p r o f i t s ,  a s s u m i n g  

t h e  q u a n t i t i e s  o f  r i v a l s  t o  b e  f i x e d .  S u c h  a n  a s s u m p t i o n  

l e a d s  t o  a s t a b l e  p r i c e / q u a n t i t y  e q u i l i b r i u m .  T h e  e q u i l i b r i u m  

b e i n g  d e t e r m i n e d  by t h e  n u m b e r  o f  s e l l e r s .  I n  t h e  d u o p o l y  

c a s e  t h e  r e s u l t  w i l l  be e a c h  f i r m  p r o d u c i n g  a t h i r d  o f  t h e  

t o t a l  m a r k e t  w h e r e a s  i n  a  m a r k e t  w i t h  man y s e l l e r s  t h e  

s i t u a t i o n  a p p r o x i m a t e s  t h e  c o m p e t i t i v e  e q u i l i b r i u m .

T h o u g h  C o u r n o t ’ s  m o d e l  i s  an  i n t e r e s t i n g  e x e r c i s e  i n

l o g i c  i f  i t  i s  t o  be  j u d g e d  on t h e  r e a l i t y  o f  i t s  a s s u m p t i o n s

t h e  m o d e l  h a s  s e r i o u s  d r a w b a c k s .  Ps  F i s h e r  (1 .9 9 3 )  s a i d  o f  i t !

"n o  b u s i n e s s  man a s s u m e s  e i t h e r  t h a t  h i s  r i v a l ’ s o u t p u t  o r  
p r i c e  w i l l  r e m a i n  c o n s t a n t  a n y  m o r e  t h a n  a c h e s s  p l a y e r  
a s s u m e s  t h a t  h i s  o p p o n e n t  w i l l  n o t  i n t e r f e r e  w i t h  h i s  e f f o r t
t o  c a p t u r e  a k n i g h t .  On t h e  c o n t r a r y ,  h i s  w h o l e  t h o u g h t  .is t o  
f o r e c a s t  w h a t  move h i s  r i v a l  w i l l  m ake  i n  r e s p o n s e  t o  h i s  
own. "

( F i s h e r  1 3 9 3 ) .

D e s p i t e  s u c h  e x t r e m e  c r i t i c i s m  t h e  m o d e l  k e e p s  a h i g h  

p r o f i l e  i n  t h e  l i t e r a t u r e  n i n e t y  y e a r s  l a t e r  p r e s u m a b l y  d u e

t o  i t s  n e a t n e s s  o f  s o l u t i o n  c o m p a r e d  t o  o t h e r  o l i g o p o l y  

m o d e l s  an d  b e c a u s e  many e m p i r i c i s t s ,  e . g .  F r i e d m a n  ( 1 9 7 1 ) ,  

r e g a r d  t h e  b e h a v i o u r a l  p l a u s i b i l i t y  o f  a  m o d e l  a s  i r r e l e v a n t .

T h e  b e h a v i o u r a l  n a i v i t y  o f  C o u r n o t ’ s m o d e l  i s  s l i g h t l y

r e d u c e d  by  S t a c k e l b e r g  ( 1 9 5 2 )  who a s s u m e s  t h a t  a  f i r m  w i l l

m a x i m i z e  p r o f i t  a s s u m i n g  t h a t  t h e  o t h e r  f i r m  w i l l  f o l l o w  

C o u r n o t ’ s  a s s u m p t i o n .  T h e  r e s u l t  o f  s u c h  a m o d e l  i s  t h a t  t h e  

s o p h i s t i c a t e d  f i r m  w i l l  s e t  i t s  o u t p u t  a t  t h e  l e v e l  a t  w h i c h  

i t  m a x i m i z e s  i t s  own p r o f i t .  I f  t h e  o t h e r  f i r m  d o e s  i n  f a c t  

f o l l o w  a C o u r n o t  a p p r o a c h  t h e n  i t  w i l l  become a f o l l o w e r  i n  

t h e  s e n s e  i t  w i l l  be p r o d u c i n g  l e s s  o u t p u t  and  m a k i n g  l e s s  

p r o f i t  t h a n  t h e  s o p h i s t i c a t e d  f i r m .  H o w e v e r  t h i s  i s  n o t  t h e



o n l y  s t r a t e g y  o p e n  t o  t h e  " o t h e r "  f i r m  f o r  i t  t o o  m i g h t  w a n t  

t o  b e c o m e  t h e  l e a d e r  a n d  be e a r n i n g  t h e  l a r g e r  p r o f i t .  I f  i t  

d o e s  t h e n  t h e  m a r k e t  s i t u a t i o n  b e c o m e s  u n s t a b l e  

( S t a c k e l  b e r g ’ s d i s e q u i l i b r i u m )  w i t h  a p r i c e  w a r  f o l l o w i n g  

u n t i l  o n e  f i r m  a g r e e s  t o  b ec o m e  a f o l l o w e r  o r  i n d e e d  u n t i l  

t h e  f i r m s  c o l l u d e  a t  a n  i n t e r m e d i a r y  p o i n t .

I n  a d d i t i o n  t o  t h e  n o n - c o l l u s i v e  a n a l y s i s  i l l u s t r a t e d  by  

C o u r n o t  a n d  S t a c k e l b e r g  i t  i s  w o r t h  m e n t i o n i n g  t w o  o t h e r  

t y p e s  o f  o l i g o p o l y  a n a l y s i s  n a m e l y  c o l l u s i v e  o l i g o p o l y  and  

game t h e o r y .

C o l l u s i v e  m o d e l s  a r e  s i m p l y  m o d e l s  i n  w h i c h  t h e  f i r m s  

i m p l i c i t l y  a g r e e  t h a t  b e c a u s e  t h e r e  a r e  c o s t s  a n d  r i s k s  i n  

c o m p e t i t i o n  t h a t  t h e y  w o u l d  be b e t t e r  o f f  i n  c o l l u s i o n .  

C o l l u s i v e  o l i g o p o l y  c a n  t a k e  a n u m b e r  o f  d i f f e r e n t  f o r m s  a s  

t h e  w o r k  o f  F e l i n e r  ( 1 9 4 9 )  d e m o n s t r a t e s .  S u c h  c o l l u s i o n  c a n  

t a k e  t h e  f o r m  o f  a g r e e m e n t s  on q u o t a s  ( s u c h  a s  t h a t  o p e r a t e d  

by OPEC) i n  o r d e r  t o  g a i n  m o n o p o l y  p r o f i t  o r  a g r e e m e n t s  n o t  

t o  c o m p e t e  on p r i c e .

One o f  t h e  p r o b l e m s  o r  u n s t a b l e  a s p e c t s  a b o u t  c o l l u s i v e  

o l i g o p o l y  i s  t h a t ,  p a r t i c u l a r l y  w i t h  q u o t a s ,  t h e r e  i s  a n

i n c e n t i v e  f o r  an  i n d i v i d u a l  f i r m  t o  c h e a t  a n d  p r o d u c e  m o r e  i f

d e t e c t i o n  and  s u b s e q u e n t  p u n i s h m e n t  a r e  u n l i k e l y .

N o n —p r i c e  c o m p e t i t i o n  f o r  w h i c h  t h e r e  a r e  a v a r i e t y  o f  

m o d e l s  i s  n o r m a l l y  r e l i a n t  on p r i c e  l e a d e r s h i p  a n d  i s  m o r e  

l i k e l y  t o  be s t a b l e  t h a n  q u o t a  c o l l u s i o n  b e c a u s e ,  f o r  an  

a t o m i s t i c  m a r k e t  a t  l e a s t ,  p r i c e  i s  r e a s o n a b l y  d e t e c t a b l e .

I n  c o n t r a s t  t o  t h e  v a r i o u s  m o d e l s  o f  c o l l u s i v e  a n d  n o n -  

c o l l u s i v e  m o d e l s  o f  o l i g o p o l y  t h e  e v o l u t i o n  o f  game t h e o r y  

h a s  b r o u g h t  a new m e t h o d  o f  a n a l y s i s  t o  t h e  o l i g o p o l y  

p r o b l e m .  T h e  o r i g i n a l  w o r k  on game t h e o r y  by Neu mann an a



M o r g e n s t e r n  ( 1 9 4 4 )  d e v e l o p e d  ( a n d  m a t h e m a t i c a l l y  p r o v e d )  a  

v a r i e t y  o f  gam e m o d e l s .  T h e  t h e o r y  o f  g a m e s  d o e s  n o t  y i e l d  a 

m o d e l  t h a t  p r o v i d e s  a p r i c e  o u t p u t  o u t c o m e  o f  t h e  sam e g e n u s  

a s  p e r f e c t  c o m p e t i t i o n  o r  m o n o p o l y  b u t  i t  d o e s  g i v e  some  

i n s i g h t  i n t o  s t r a t e g y  s e l e c t i o n  u n d e r  v a r i o u s  s t r u c t u r a l  

c h a r e c t e r i s t i c s .  Games c a n  f a l l  i n t o  o n e  o f  tw o  

c l a s s i f i c a t i o n s  z e r o - s u m  o r  v a r i a b l e - s u m  g a m e s .  B o t h  i n v o l v e  

r e p r e s e n t i n g  t h e  c h o i c e s  o f  f i r m s  by a p a y - o f f  m a t r i x .

T h e  z e r o - s u m  gam e i s  t h e  m o s t  a p p e a l i n g  g i v e n  t h e  

d e f i n i t e  b e h a v i o u r a l  o u t c o m e  t h a t  i t  p r e d i c t s  f o r  t w o  f i r m s ,  

ft t w o  f i r m  z e r o - s u m  game i s  i l l u s t r a t e d  by t h e  p a y - o f f  m a t r i x  

i n  f i g u r e  2 .  1.

F IG U R E  2 . H  ft TWO F I R M  ZERQ-SUM P f lY -Q F F  M A T R IX .

B 7 s  S t r a t e g i e s  

b l

a l  7
f t7 s S t r a t e g i e s  a 2  Q

ac> U

E a c h  n u m b e r  i n  t h e  m a t r i x  r e p r e s e n t s  t h e  p a y —o f f  e x p e c t e d  

b y  ft f o r  a p a r t i c u l a r  p a i r  o f  s t r a t e g i e s -  T h e  p a y - o f f  f o r  B 

i n  a  z e r o - s u m  game b e i n g  t h e  n e g a t i v e  o f  ft. N e um ann and  

M o r g e n s t e r n  ( 1 9 4 4 )  d e m o n s t r a t e d  t h a t  by f o l l o w i n g  a  " m i n i m a x "  

s t r a t e g y  t h e  f i r m s  w o u l d  g e t  a h i g h e r  a v e r a g e  p a y - o f f  t h a n  by  

f a l l o w i n g  a n y  o t h e r  s t r a t e g y  r u l e ,  ft " m i n i m a x "  s t r a t e g y  b e i n g  

w h e r e  t h e  f i r m  e x a m i n e s  t h e  w o r s t  p o s s i b l e  o u t c o m e  o f  

f o l l o w i n g  e a c h  s t r a t e g y  and  a d o p t s  t h e  s t r a t e g y  w h i c h  h a s  t h e  

b e s t  p a y - o f f  f o r  t h e  w o r s t  o u t c o m e .  I n  t h e  e x a m p l e  i n  f i g u r e

2 . 1 .  f i r m  ft w o u l d  e x a m i n e  t h e  w o r s t  p o s s i b l e  o u t c o m e s  o f  t h e  

t h r e e  s t r a t e g i e s  ( - S , —1 , - 2 )  and s e l e c t  s t r a t e g y  t w o  w h i c h  i s
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t h e  b e s t  o f  t h e  t h r e e -  C o r r e s p o n d i n g l y  f i r m  B w o u l d  s e l e c t  

s t r a t e g y  t h r e e  b e c a u s e  t h e  w o r s t  p a y - o f f  t h a t  t h i s  c o u l d  

y i e l d  i s  - 5  c o m p a r e d  t o  - 7  a n d  —S o f  s t r a t e g i e s  o n e  an d  t w o .

To p r o v e  t h a t  a  " m i n i m a x "  s t r a t e g y  i s  t h e  b e s t  u n d e r  

z e r o - s u m  c o n d i t i o n s  i s  a  s t e p  f o r w a r d  f o r  o l i g o p o l y  t h e o r y .  

U n f o r t u n a t e l y  a s  Neum ann a n d  M o r g e n s t e r n  ( 1 9 4 4 )  r e a d i l y  

o b s e r v e d  t h e  o c c u r e n c e  o f  z e r o  sum g a m e s  i n  o l i g o p o l y  i s  a 

r a r i t y !  ft f u r t h e r  d r a w b a c k  o f  t h e  z e r o - s u m  game i s  t h a t ,  

t h o u g h  a t w o  p e r s o n  z e r o  sum game h a s  a s i m p l e  s o l u t i o n ,  n 

p e r s o n  z e r o  sum g am es  a r e  o f t e n  l e s s  s t r a i g h t f o r w a r d .

V a r i a b l e - s u m  g am es  w h i c h  a r e  m o r e  r e a d i l y  o b s e r v a b l e  

y i e l d  i n t e r e s t i n g  r e s u l t s  a l t h o u g h  n o t  q u i t e  a s  d e f i n i t i v e  

a n d  p r e s c r i p t i v e  a s  t h e  " m i n i m a x 11 s o l u t i o n  o f  t h e  z e r o —sum 

v a r i e t y .  ft v a r i a b l e  sum game i s  a game i n  w h i c h  t h e  p a y - o f f s  

do ' n o t  sum t o  z e r o  a n d  t h u s  some o u t c o m e s  w i l l  be m o re  

f a v o u r a b l e  t o  t h e  f i r m s  j o i n t l y  t h a n  o t h e r s ,  ft s p e c i a l  

e x a m p l e  o f  a  v a r i a b l e - s u m  gam e i s  t h e  " p r i s o n e r ’ s d i l e m m a "  

w h i c h  g i v e s  some i n s i g h t  i n t o  t h e  n a t u r e  o f  o l i g o p o l i s t i c

c o m p e t i t i o n .  T h e  " p r i s o n e r 1 s d i l e m m a  c a n  b e  e x p l a i n e d  a s

f o l l o w s .  S m i t h  a n d  J o n e s  a r e  a r r e s t e d  a n d  c h a r g e d  w i t h  b o t h  a 

m u r d e r  a n d  a l e s s e r  o f f e n c e  o f  p o s s e s s i n g  a f i r e a r m  w i t h o u t  a 

l i c e n c e .  T h e y  a r e  p u t  i n t o  s e p a r a t e  c e l l s .  N e i t h e r  c a n  be  

f o u n d  g u i l t y  o f  m u r d e r  u n l e s s  t h e  o t h e r  c o n f e s s e s  t h a t  t h e y

b o t h  d i d  i t .  I f  o n e  o f  t h e m  c o n f e s s e s  t h e n  he w i l l  b e  f r e e d

( b o t h  c h a r g e s  d r o p p e d )  a n d  t h e  o t h e r  w i l l  g e t  3 0  y e a r s  

i m p r i s o n m e n t . I f  t h e y  b o t h  c o n f e s s  t h e n  t h e y  g e t  a m o re  

l e n i e n t  s e n t e n c e  o f  15  y e a r s .  I f  n e i t h e r  c o n f e s s  t h e n  t h e y  

e a c h  g e t  j a i l e d  f o r  18 m o n t h s  on t h e  l e s s e r  t e r m .

T h e  p a y - o f f  m a t r i x  f o r  S m i t h  and J o n e s  i s  i l l u s t r a t e d  i n



F I G U R E  2 . 2 :  THE P R IS O N E R S 7 D IL E M M A :  AN EXAMPLE OF A P A Y -O F F
M A T R IX .

S m i t h  
S i l e n t  C o n f e s s e s

S i l e n t  1 . 5 ,  1 . 5  3 0 ,  F r e e
J o n e s

C o n f e s s e s  F r e e , 3 0  1 5 , 1 5

T h e  l o g i c a l  s t r a t e g y  t o  a d o p t ,  a s s u m i n g  no  o t h e r

c o n s i d e r a t i o n s  a r e  t a k e n  i n t o  a c c o u n t  a p a r t  f r o m  a s s u m i n g  an  

a d v e r s i t y  t o  p r i s o n ,  i s  f o r  t h e  a c c u s e d  t o  a d o p t  a " m i n i m a x "  

s t r a t e g y  a n d  c o n f e s s .  T h i s  p a r a d o x i c a l l y  r e s u l t s  i n  t h e m  b o t h  

s e r v i n g  a l o n g e r  t e r m  t h a n  i f  t h e y  had  b o t h  k e p t  s i l e n t .

One o f  t h e  i n s i g h t s  t h i s  o f f e r s  i n  t e r m s  o f  b e h a v i o u r  i s  

thatv  t h e y  b o t h  h a v e  a n  i n c e n t i v e  t o  c h a n g e  t h e  r u l e s  o f  t h e  

d i l e m m a  t h e y  a r e  i n  and  t r y  t o  e n s u r e  t h a t  b o t h  w i l l  c o l l u d e .  

S u c h  c o l l u s i o n  w i l l  b e  d e p e n d e n t  on a  n u m b e r  o f  f a c t o r s .

T h e  f i r s t  i s  c l e a r l y  i n f o r m a t i o n  a b o u t  t h e  o t h e r

p r i s o n e r ,  i f  t h e  p r i s o n e r  h a s  i n f o r m a t i o n  a b o u t  t h e  o t h e r  and  

t h e r e  i s  a l a g  i n v o l v e d  i n  a c o u r s e  o f  a c t i o n  t h e n  t h e  

d i l e m m a  i s  r e d u c e d .  T h i s  c a n  be i l l u s t r a t e d  i n  t h e  p r i s o n e r  

e x a m p l e  i f  t h e  p r i s o n e r s  w e r e  k e p t  i n  t h e  same c e l l  a n d  had

t o  b a n g  on t h e  d o o r  i n  o r d e r  t o  g e t  a  l a w y e r  t o  h e r e  a

c o n f e s s i o n .  F o r  i n  t h i s  c a s e  i t  w o u l d  be r e l a t i v e l y  e a s y  f o r  

t h e  p r i s o n e r s  t o  s i t  by a f a r  w a l l  and  b o t h  be r e a s s u r e d  t h a t  

t h e  j o i n t  f a v o u r a b l e  o u t c o m e  w o u l d  be  a c h i e v e d .  I n  t h e  

b u s i n e s s  w o r l d  o n e  c o u l d  s e e  a m a j o r  a d v e r t i s i n g  c a m p a i g n  i n  

t h e  sam e m o u l d ,  a s  t h e r e  i s  a  c o n s i d e r a b l e  l a g  b e f o r e  a 

c a m p a i g n  c a n  be l a u n c h e d  w i t h  t h e  i n t e n t i o n s  f o r  a  c a m p a i g n  

b e c o m i n g  p u b l i c  f a i r l y  q u i c k l y .

A n o t h e r  way  t h e  p a r t i c i p a n t s  may w i s h  t o  c h a n g e  t h e  

d i l e m m a  i s  by m a n i p u l a t i n g  t h e  p a y - o f f  m a t r i x  i t s e l f .  F o r
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e x a m p l e  i f  o n e  p r i s o n e r  f a c e s  a  h i g h  r i s k  o f  r e v e n g e  t h e n  

t h e r e  i s  l e s s  i n c e n t i v e  t o  c o n f e s s .  F u r t h e r m o r e  i t  w i l l  b e  i n  

t h e  i n t e r e s t s  o f  a  p r i s o n e r  t o  i s s u e  t h r e a t s  e t c  e v e n  i f  i t  

w o r s e n s  h i s  own p a y - o f f  m a t r i x .  S u c h  l o g i c  i s  a n a l a g o u s  t o  

i n v e s t m e n t  i n  e n t  r y  b a r r i e r s  o r  c o s t s  i n v o  1 v e d  i n  1 i i t  

p r i c i n g  e t c .

A n o t h e r  i m p o r t a n t  f a c t o r  i s  t h e  d y n a m i c s  o f  game t h e o r y .  

T h e  p r i s o n e r s ’ d i l e m m a  i s  a s t a t i c  m o d e l  b u t  i f  t h e  game i s  

p l a y e d  c o n s t a n t l y  t h e n  t h e r e  i s  a n  o p p o r t u n i t y  t o  b u i l d  up  

t r u s t  a n d  c o l l u s i o n  o v e r  t i m e .

H a v i n g  e x a m i n e d  a s a m p l e  o f  o l i g o o o l y  m o d e l s  i t  i s  now  

p o s s i b l e  t o  e x p l o r e  t h e  p r e d i c t i o n s  o f  b i - l a t e r a l  m a r k e t  

s t  r u c t u r e s .

2 .  1 . 2 .  MONOPSONY.

A m o n o p s o n y  e x i s t s  w hen  t h e r e  i s  o n e  b u y e r  a n d  many  

s e l l e r s .  T h e  o u t c o m e ,  a s  i l l u s t r a t e d  by  f i g u r e  2 . 3 . ,  w i l l  be  

a l o w e r  q u a n t i t y  a n d  l o w e r  p r i c e  t h a n  t h e  c o m p e t i t i v e  

o u t c o m e .

F IG U R E  2 . 3 :  MONOPSONY.

Mo

• \ - fPe
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T h i s  i s  b e c a u s e  t h e  m o n o p s o n i s t  w i l l  w i s h  t o  b u y  u n t i l  

t h e  m a r g i n a l  o u t l a y ,  MO, w h i c h  i s  t h e  m a r g i n a l  c o s t  o f  

b u y i n g ,  e q u a l s  t h e  p r i c e  d e t e r m i n e d  by t h e  dem an d  c u r v e .  T h e  

p r i c e  t h e  m o n o p s o n i s t  w i l l  p a y  w i l l  t h u s  b e  Pm. I n  a  

c o m p e t i t i v e  s i t u a t i o n  m a n u f a c t u r e r s  w o u l d  s e l l  a  t o t a l  

q u a n t i t y  o f  Qc a t  p r i c e  P c ,  i . e .  w h e r e  d em an d  a n d  s u p p l y  

i n t e r s e c t .

2 .  1 . 2 .  OLIGOPSONY.

An o l i g o p s o n y  o c c u r s  w hen  o n e  h a s  a f e w  b u y e r s  f a c i n g  

p e r f e c t l y  c o m p e t i t i v e  m a n u f a c t u r e r s .  An o l i g o p s o n y  y i e l d s  

l e s s  p r e c i s e  r e s u l t s  t h a n  m o n o p s o n y  b e c a u s e  o n e  i s  f a c e d  w i t h  

p o s s i b l e  d i f f e r e n c e s  i n  s t r a t e g y .  I f  b u y e r s  w e r e  t o  c o l l u d e  

t h e n  o n e  m i g h t  g e t  a p o s i t i o n  s i m i l a r  t o  m o n o o s o n y .  D e p e n d i n g  

on a s s u m p t i o n s  a b o u t  i n f o r m a t i o n  h o w e v e r ,  t h e  f a c t  t h a t  t h e r e  

a r e  many m a n u f a c t u r e r s  w i l l  mean a g r e a t e r  c h a n c e  o f  

i n d i v i d u a l  b u y e r s  m a k i n g  s e c r e t  a g r e e m e n t s  w i t h  m a n u f a c t u r e r s  

t h a n  i n  b i - l a t e r a l  o l i g o p o l y .  I n  o t h e r  w o r d s  c o l l u s i o n  i s  

u n l i k e l y  t o  be  e f f e c t i v e  and t h e  p r i c e  and q u a n t i t y  o u t c o m e  

i s  l i k e l y  t o  be n e a r e r  t h e  c o m p e t i t i v e  m a n u f a c t u r e r  o u t c o m e  

i n d i c a t e d  i n  f i g u r e  2 . 3 .  t h a n  t h e  m o n o p o s o n i s t  o u t c o m e .

2 . 1 . 4 .  B I - L A T E R A L  MONOPOLY.

T h e  t h e o r y  o f  b i - l a t e r a l  m o n o p o l y  ( B o w l e y  1 9 2 3 )  w h i c h  i s

p e r h a p s  t h e  m o s t  i n t e r e s t i n g  o f  t h e  n e o - c l a s s i c a l  m o d e l s ,  i s

1 i  k ew i  s e  i  nd e t  e  r m i  n a t  e  s i  n e e ,  e v e n  w i t h  t  he r e s t  r  i  c t  i  v e  

a s s u m p t i o n s  o f  p e r f e c t  k n o w l e d g e  a n d  a  s t a t i c  e n v i r o n m e n t ,  i t  

d o e s  n o t  g i v e  a p r e c i s e  p r e d i c t i o n  as  t o  p r i c e ,  q u a n t i t y  and  

p r o f i t  ( f i g u r e  2 . 4 . ) .  T h e  r e a s o n  f o r  i t s  " i n t e r e s t i n g  

n a t u r e "  i s  t h e  f a c t  t h a t  i t s  i n d e t e r m i n a n c y  d e r i v e s  f r o m  i t s

h i —l a t e r a l  n a t u r e  and n o t  f r o m  t h e  m o d e l s  on e i t h e r  s i d e .



T h e  p r e d i c t i o n  i t  d o e s  g i v e  w i t h  r e g a r d  t o  p r i c e  and  

q u a n t i t y  i s  t h a t  i t  w i l l  f a l l  i n  a  g i v e n  r a n g e  a n d  t h a t  t h e  

e x a c t  p o s i t i o n  w i t h i n  t h a t  r a n g e  w i l l  be d e t e r m i n e d  b y  t h e  

b a r g a i n i n g  s t r e n g t h  and  s k i l l  o f  t h e  t w o  f i r m s .

T h e  m o n o p o l i s t  s e l l e r  w i l l  w i s h  t o  m a x i m i z e  p r o f i t  

(MC=MR) a n d  i f  f a c i n g  a n  a t o m i s t i c  m a r k e t  w o u l d  s e l l  Qs a t  a  

p r i c e  o f  Ps .

F IG U R E  2 . 4 s  B I - L A T E R A L  MONOPOLY.

P/e
1̂ 0

Ps

Pb

Q

T h e  m o n o p s o n i s t  ( b u y e r )  on t h e  o t h e r  h an d  w o u l d  w i s h  t o  

buy  u n t i l  t h e  m a r g i n a l  o u t l a y  ( M O ) ,  t h e  m a r g i n a l  c o s t  o f  

b u y i n g ,  e q u a l l e d  t h e  p r i c e  d e t e r m i n e d  by t h e  d em an d  c u r v e .  

T h u s  t h e  m o n o p s o n i s t  w o u l d  w i s h  t o  p u r c h a s e  Qb a n d  i f  f a c e d  

w i t h  a n  a t o m i s t i c  p r o d u c e r  m a r k e t  w o u l d  be  a b l e  t o  n e g o t i a t e  

t h e  p r i c e  down t o  Pb .  W i t h o u t  a d e t a i l e d  t h e o r y  o f  b a r g a i n i n g  

o n e  c a n  c o n c l u d e  t h a t  t h e  p r i c e  w i l l  f a l l  s o m e w h e r e  b e t w e e n  

Pb a n d  Ps.

2 . 1 . 5 .  B I - L A T E R A L  OLIGOPOLY.

T h e  m o d e l  o f  b i - l a t e r a l  o l i g o p o l y ,  i . e .  a  f e w  s e l l e r s  and  

a f e w  b u y e r s ,  a g a i n  y i e l d s  no p r e c i s e  p r e d i c t i o n  a b o u t  p r i c e



and  q u a n t i t y .  I t  i s  h o w e v e r ,  a s  S c h e r e r  ( 1 9 3 0 )  n o t e s :

" H i g h l y  c o n c i e v a b l e  t h a t  a  f e w  e n d  p r o d u c t  s e l l e r s  c o u l d  
h a v e  s u f f i c i e n t  p o w e r  t o  h o l d  t h e  p r i c e  o f  i n t e r m e d i a t e  
p r o d u c t s  s u p p l i e d  b y  u p s t r e a m  o l i g o p o l i s t s  a t  o r  n e a r  
c o m p e t i t i v e  l e v e l s . "

T h e r e  a r e  a n u m b e r  o f  r e a s o n s  f o r  e x p e c t i n g  i n  p r a c t i c e  

t h a t  t h e  p r o b a b i l i t y  o f  r e t a i l e r s  ( b u y e r s )  e x e r t i n g  

b a r g a i n i n g  p o w e r  a n d  g a i n i n g  c o n c e s s i o n s  f r o m  m a n u f a c t u r e r s  

i s  h i g h e r  t h a n  v i c e  v e r s a ,  p a r t i c u l a r l y  f o r  c o n s u m e r  

i n d u s t  r i e s .

One s u c h  r e a s o n  i s  t h e  U . K .  c o m p e t i t i o n  p o l i c y  w h i c h  i s  

v e r y  d e p e n d e n t  on t h e  d e f i n i t i o n  o f  p u b l i c  i n t e r e s t .  F o r  

c o l l u s i v e  b e h a v i o u r  o r  a t  l e a s t  t h e  e x e r t i o n  o f  b a r g a i n i n g  

p o w e r  b y  o l i g o p o l i s t i c  r e t a i l e r s  i s  o f t e n  j u s t i f i e d  on t h e  

g r o u n d s  o f  b e i n g  i n  t h e  " p u b l i c  i n t e r e s t "  ( e . g .  t h e  

M o n o p o l i e s  a n d  M e r g e r s  C o m m i s s i o n  ( 1 9 8 1 )  a n d  t h e  O f f i c e  o f  

F a i r  T r a d i n g  ( 1 9 8 5 ) ) .  I n  t h e s e  t w o  i n v e s t i g a t i o n s  i n t o  

a l l e d g e d  p r a c t i c e s  o f  o v e r - r i d e r s  a n d  d i s c o u n t s  i n  t h e  f o o d  

t r a d e ,  s u c h  p r a c t i c e s  w e r e  g i v e n  t a c i t  i f  n o t  e x p l i c i t  

a p p r o v a l  on t h e  g r o u n d s  t h a t  t h e y  w e r e  b e i n g  p a s s e d  o n t o  t h e  

c o n s u m e r .  T h e  e f f e c t  on t h e  c o n s u m e r  o f  s u c h  d i s c o u n t s  

a c c e l e r a t i n g  t h e  d e m i s e  o f  (s o m e )  s m a l l  r e t a i l e r s  d i d  n o t  

a p p e a r  t o  be i n v e s t i g a t e d .

F o r  m a n u f a c t u r e r s ,  f a r  r e m o v e d  f r o m  t h e  c o n s u m e r ,  

e v i d e n c e  o f  a c t i n g  i n  t h e  p u b l i c  i n t e r e s t  by t h e  e x e r t i o n  o f  

p o w e r  w o u l d  seem  l e s s  l i k e l y .

P r o d u c t  r a n g e  and t h e  r e l a t i v e  d e p e n d e n c y  on n e g o t i a t i o n s

i s  a n o t h e r  f a c t o r  f o r  e x p e c t i n g  r e t a i l e r s  o f t e n  t o  be b e t t e r

o f f  i n  t e r m s  o f  p o w e r  e v e n  when  t h e  b i - l a t e r a l  m a r k e t  

s t r u c t u r e  i n  t e r m s  o f  c o n c e n t  r a t i o n  i s  s y m m e t r i c .  F o r

e x a m p l e ,  e v e n  i f  t h e  b i s c u i t  m a r k e t  h a s  t h r e e  f i r m



c o n c e n t  r a t i o n  r a t i o s  o f  e i g h t y  p e r c e n t  on b o t h  t h e  r e t a i l e r  

a n d  m a n u f a c t u r e r  s i d e ,  i t  i s  h i g h l y  l i k e l y  t h a t  t h e  r e t a i l e r s  

w i l l  b e  m o r e  d i v e r s i f i e d  i n  t e r m s  o f  m a r k e t s  a n d  h e n c e  l e s s  

d e p e n d e n t  on n e g o t i a t i o n s .  On^.  c o u l d  q u i t e  r i g h t l y  a r g u e  t h a t  

s u c h  a c o n c l u s i o n  r e s u l t s  o u t  o f  t h e  " w r o n g ” d e f i n i t i o n  o f  

t h e  m a r k e t  f o r  t h e  r e t a i l e r ,  h o w e v e r  a s  t h e r e  w i l l  r a r e l y  b e  

a c o n g r u e n t  f i t  b e t w e e n  m a n u f a c t u r e r  a n d  r e t a i l e r  m a r k e t s  

a p p l i e d  w o r k  h a s  t o  t a k e  a c c o u n t  o f  s u c h  a  m i s - m a t c h .  I f  o n e  

e n v i s a g e s  r e t a i l e r  m a n u f a c t u r e r  i n t e r a c t i o n  i n  t e r m s  o f  a

v a r i a b l e  sum game,  t h e  r e s u l t  o f  s u c h  d i v e r s i f i c a t i o n  i s  t o

w e i g h t  t h e  p a y - o f f  m a t r i x  t o w a r d s  t h e  r e t a i l e r .  T h i s  w o u l d

c e r t a i n l y  seem t o  be t r u e  i n  t h e  c o n v e n i e n c e  g o o d  s e c t o r  

w h e r e  t h e  t o t a l  r a n g e  o f  p r o d u c t s  t h e  r e t a i l e r  h a s  m a k e s  t h e  

r e t a i l e r  b e t t e r  o f f  i n  t e r m s  o f  d e p e n d e n c y  on n e g o t i a t i o n ,

i . e .  t h e  m a n u f a c t u r e r  w i l l  h a v e  a s t r o n g e r  a d v e r s i t y  t o  a

n e g o t i a t i o n  s t a l e m a t e .

T h i s  p e r h a p s  i l l u s t r a t e s  how t h e  t r a d i t i o n a l  m o d e l s  t h a t  

i n c o r p o r a t e  r e t a i l e r  p o w e r  h i g h l i g h t  t h e  n e e d  f o r  a 

c o m p l i m e n t a r y  a n a l y s i s  o f  c o n d u c t  a n d  i n d u s t r y  s p e c i f i c  

f e a t u r e s .

2 . 1 . 6 .  THE OTHER T R A D I T I O N A L  MODELS.

F r o m  t h i s  a n a l y s i s  i t  s h o u l d  be c l e a r  t h a t  t h e  tw o  

r e m a i n i n g  s c e n a r i o s  ( a  m o n o p o l y  s e l l e r  v e r s u s  o l i g o p o l y  

b u y e r s  a n d  o l i g o p o l y  s e l l e r s  v e r s u s  a m o n o p o l y  b u y e r )  w i l l

l i k e w i s e  y i e l d  no p r e c i s e  p r e d i c t i o n s  a s  t o  p r i c e  a n d  o u t p u t  

w i t h o u t  some k n o w l e d g e  o f  s t r a t e g y  o r  c o n d u c t .

2 . 2 .  C O U N T E R V A IL IN G  POWER.

B e f o r e  e x a m i n i n g  t h e  m a r k e t i n g  l i t e r a t u r e  on b a r g a i n i n g
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p o w e r  i n  t h e  m a r k e t i n g  c h a n n e l ,  i t  i s  w o r t h w h i l e  e x a m i n i n g  

o ne  m a r e  s t r u c t u r e  o r i e n t a t e d  t h e o r y ,  n a m e l y  t h e  " t h e o r y  o f  

c o u n t e r v a i l i n g  p o w e r 1" ( G a l b r a i t h  1 9 5 2 ) .  L i k e  a l o t  o f  

G a l b r a i t h ’ s w o r k  i t  m u s t  be s e e n  i n  a d i f f e r e n t  l i g h t  f r o m

m o s t  m i c r o  e c o n o m i c  t h e o r y  i n  t h a t  i n s t e a d  o f  b u i l d i n g  a

l o g i c a l  p r e c i s e  m o d e l  f r o m  t h e o r e t i c a l  a s s u m p t i o n s  h i s  

t h e o r i e s  t e n d  t o  be  d r a w n  f r o m  ( p e r c i e v e d )  h i s t o r i c a l  

o b s e r v a t i o n  o f  b u s i n e s s  b e h a v i o u r .  W h e t h e r  o n e  m e t h o d  o f

f o r m u l a t i n g  t h e o r y  i s  p r e f e r a b l e  t o  a n o t h e r  i s  a l o g i c a l l y

i n d e t e r m i n a t e  i s s u e ,  h o w e v e r  w h a t  i s  i m p o r t a n t  i s  t o  

r e c o g n i z e  t h e  d i f f e r e n t  m e t h o d o l o g y  i n v o l v e d . .

H i s  t h e o r y  o f  c o u n t e r v a i 1 i n g  p o w e r  i s  a n  i n t e r e s t i n g  

v a r i a n t  on t h e  " i n v i s i b l e  h a n d "  o f  m a r k e t  f o r c e s .  T h e

t r a d i t i o n a l  v i e w  o f  c o m p e t i t i o n  b e i n g  t h a t ,  i f  o n e  c r e a t e s

t h e  c o n d i t i o n s  o f  p e r f e c t  c o m p e t i t i o n ,  t h e  p u r s u i t  o f  s e l f  

i n t e r e s t  w i l l  y i e l d  a " d e s i r a b l e "  p a r e t o  o p t  i  mail o u t c o m e .

P a r e t o  o p t i m a l i t y  b e i n g  r e a c h e d  w h e r e  no o n e  c a n  be made  

b e t t e r  o f f  w i t h o u t  s o m e - o n e  b e i n g  made w o r s e  o f f .  G a l b r a i t h  

a r g u e s  t h a t  t h e  s e l f  g e n e r a t i n g  f o r c e  o f  c o u n t e r v a i 1 i n g  p o w e r  

i s  a l s o  o f  g r e a t  i m p o r t a n c e  i n  r e g u l a t i n g  e c o n o m i c  p o w e r .  He  

s u g g e s t s  t h a t  a  s t r u c t u r e  w i t h  s t r o n g  s e l l e r s  w i l l  " a s  a

common r u l e "  b e g e t  s t r o n g  b u y e r s  by g i v i n g  b u y e r s  an

i n c e n t i v e  f o r  o r g a n i s a t i o n  t h a t  n e u t r a l i z e s  t h e  p o w e r  o f  t h e  

s e l l e r s .  S u c h  a  t h e o r y  i s  a n a l o g o u s  t o  S c h u m p e t e r ’ s r e j e c t i o n  

o f  c l a s s i c a l  c o m p e t i t i o n  i n  h i s  t h e o r y  o f  " c r e a t i v e

d e s t r u c t i o n "  ( S c h u m p e t e r  1 9 4 2 )  i n  w h i c h  i t  i s  s u g g e s t e d  t h a t  

c o m p e t i t i o n  i s  a  f o r c e  t h a t  r e s u l t s  i n  and  t h e n  d e s t r o y s  

m o n o p o l y .

G a l b r a i t h ,  a s  one  m i g h t  e x p e c t ,  d o e s  n o t  a r g u e  t h a t  

c o u n t e r v a i 1 i n g  p o w e r  a r i s e s  i n  e v e r y  c a s e  o f  m o n o p o l y  p o w e r



b u t  c o n t e n d s  t h a t  s t a t e  i n t e r v e n t i o n  a n d  i n d u s t r i a l  p o l i c y  

s h o u l d  e n c o u r a g e  t h e  c o n d i t i o n s  t h a t  e n a b l e  c o u n t e r v a i 1 i n g  

p o w e r  t o  w o r k .  I n  p a r t i c u l a r  h e  o b s e r v e s  t h a t  c o u n t e r v a i l i n g  

p o w e r  d o e s  r e q u i r e  a c e r t a i n  m in im u m  o p p o r t u n i t y  a n d  c a p a c i t y  

f o r  o - r g a n i s a t  i o n .

How f a r  G a l b r a i t h ’ s  t h e o r y  i s  o p e r a t i o n a l  i n  t e r m s  o f  

t e s t i n g  i t s  v a l i d i t y ,  g i v e n  t h e  p a r a d o x  b e t w e e n  a s e l f  

g e n e r a t i n g  f o r c e  a n d  o n e  t h a t  r e q u i r e s  a  p a r t i c u l a r  l e g a l  

f r a m e w o r k  a n d  t h r e s h o l d  o f  o r g a n i s a t i o n a 1 a b i l i t y ,  i s  

q u e s t i o n a b l e .  W hat  i s  c e r t a i n  h o w e v e r  i s  t h a t  t h e  t h e o r y  o f  

c o u n t e r v a i 1 i n g  p o w e r  l i k e  t h e  t r a d i t i o n a l  m o d e l s  o f  

c o m p e t i t i o n  g i v e  o n l y  a  l i m i t e d  i n s i g h t  i n t o  t h e  p r o c e s s  o f  

c o m p e t i t i o n  b e t w e e n  m a n u f a c t u r e r s  an d  r e t a i l e r s  w i t h o u t  t h e  

i n c o r p o r a t i o n  o f  o t h e r  v a r i a b l e s  a n d  a t h e o r y  o f  b a r g a i n i n g .

2 . 3 .  THE NATURE OF B A R G A IN IN G  POWER.

T h o u g h  t h e  e c o n o m i c  l i t e r a t u r e  d o e s  n o t  d e v e l o p  a t h e o r y  

o f  b a r g a i n i n g  p o w e r  b e t w e e n  r e t a i l e r  and  m a n u f a c t u r e r  b e y o n d  

t h e  f o r m a l  m o d e l s ,  t h e  l i t e r a t u r e  on m a r k e t i n g  c h a n n e l s  d o e s  

p r o v i d e  s u c h  a t h e o r y .

E l - A n s a r y  a n d  S t e r n  ( 1 9 7 2 )  d e f i n e  a m a r k e t i n g  c h a n n e l  a s :

“ a n  i n t e r o r g a n i s a t i o r a l  s y s t e m  made up o f  a  s e t  o f  
i n t e r d e p e n d e n t  i n s t i t u t i o n s  a n d  a g e n c i e s  i n v o l v e d  w i t h  t h e  
t a s k  o f  m o v i n g  t h i n g s  o f  v a l u e  ( i d e a s ,  p r o d u c t s ,  s e r v i c e s )  
f r o m  p o i n t s  o f  c o n c e p t i o n ,  e x t r a c t i o n  o r  p r o d u c t i o n  t o  p o i n t s  
o f  c o n s u m p t  i  o n 11.

P o w e r  w i t h i n  t h e  m a r k e t i n g  c h a n n e l  i s  d e f i n e d  b y  E l -  

A n s a r y  and S t e r n  ( 1 9 7 2 )  a s :

" t h e  a b i l i t y  o f  one  f i r m  a t  a g i v e n  s t a g e  o f  p r o d u c t i o n  o r  
d i s t r i b u t i o n  t o  i n f l u e n c e  d e c i s i o n  v a r i a b l e s  o f  a n o t h e r  a t  a 
d i f f e r e n t  s t a g e  o f  p r o d u c t i o n  o r  d i s t r i b u t i o n . "

I t  m i g h t  be r e a s o n a b l e  f o l l o w i n g  D i a m a n t o o o u i o s 7



c l a s s i f i c a t i o n  o f  p o w e r  ( s h o w n  i n  f i g u r e  2 . 5 )  t o  s a y  t h a t  

s u c h  a d e f i n i t i o n  i s  r e a l l y  a  d e f i n i t i o n  o f  p o t e n t i a l  p o w e r  

s i n c e  i t  i s  d e f i n e d  i n  t e r m s  o f  " t h e  a b i l i t y "  t o  e x e r t  p o w e r .

F I G U R E  2 . 5 :  ft C L A S S I F I C A T I O N  OF POWER,

POWER

P O T E N T IA L  POWER ENACTED POWtR

USABLE POWER NON USABLE POWER

R ES IS T A N C E  n e g a t i n g  
POWER

E F F E C T I V E
POWER

S o u r c e :  D i a m a n t o p o u l o s  ( 1 9 3 c ) .

T h e  a m o u n t  o f  " e n a c t e d  p o w e r "  i s  n o t  n e c e s s a r i l y  e q u a l  t o  

t h e  a m o u n t  o f  " p o t e n t i a l  p o w e r "  b e c a u s e  a f i r m  may n o t  h a v e  

t o  u s e  a l l  i t s  p o w e r  t o  a c h i e v e  i t s  d e s i r e d  o b j e c t i v e  and  

i n d e e d  t h e  f i r m s  o b j e c t i v e s  may n o t  r e q u i r e  t h e  u s e  o f  a n y  o f  

i t  i n  r e l a t i o n  t o  a n o t h e r  p a r t i c u l a r ,  f i r m .  F u r t h e r m o r e  a s  

D i a m a n t o p o u l o s  o b s e r v e s ,  t h e  u s e  o f  p o w e r  i n  o n e  a r e a  may 

p r e c l u d e  i t s  u s e  i n  a n o t h e r  so t h a t  some p o w e r  may be  

u n u s a b l e .  Out  o f  t h e  u s a b l e  p o w e r  some w i l l  be u s e d  up  

n e g a t i n g  t h e  p o w e r  u s e d  by t h e  o t h e r  f i r m  l e a v i n g  a r e s i d u a l  

o f  p o w e r  t h a t  i s  e f f e c t i v e  i n  c h a n g i n g  t h e  b e h a v i o u r  o f  t h e  

o t h e r  f i r m .

F r e n c h  a n d  R a v e n  ( 1 9 5 9 )  c l a s s i f y  f i v e  s o u r c e s  o f  p o w e r  

w h i c h  a r e  now w e l l  e s t a b l i s h e d  i n  t h e  l i t e r a t u r e :  r e w a r d s ,

c o e r c i o n ,  e x p e r t i s e ,  i d e n t i f i c a t i o n  and l e g i t i m a c y .
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2 .  3.  1. REWARD POWER.

R e w a r d  p o w e r  i s  b a s e d  on t h e  b e l i e f  o f  a  f i r m  B t h a t  

a n o t h e r  f i r m  A w i l l  r e w a r d  i t  i f  i t  c o m p l i e s  w i t h  A. S i n c e  

t h e  p o w e r  i s  b a s e d  on a " b e l i e f 7 t h i s  b e l i e f  may c h a n g e  o v e r  

t i m e  d e p e n d i n g  on t h e  b e h a v i o u r  o f  f i r m  A. T h e  " w e i g h t "  o r  

d e g r e e  o f  p o w e r  o f  A o v e r  B w i l l  i n c r e a s e  i f  r e w a r d s  a r e  

a c t u a l l y  g i v e n  t h o u g h  a s  B e i e r  a n d  S t e r n  ( 1 9 S 9 )  n o t e  

c o n t i n u a l  u s e  o f  t h e  same r e w a r d  w i l l  c a u s e  a d e c l i n e  i n  t h e  

w e i g h t  o f  p o w e r  o v e r  t i m e  s i n c e  B w i l l  g r a d u a l l y  p e r c i e v e  t h e  

r e w a r d  t o  be t h e  n o r m .  T h e  p o w e r  o f  r e w a r d s  w i l l  a l s o  b e  a

f u n c t i o n  o f  t h e  s i z e  o f  r e w a r d .

2 . 3 . 2 .  C O E R C IV E  POWER

C o e r c i v e  p o w e r  i s  b a s e d  on t h e  p e r c e p t i o n  t h a t  B h a s  o f

A 7 s  a b i l i t y  t o  p u n i s h  h i m .  P u n i s h m e n t  m i g h t  be i n  t e r m s  o f

r e d u c e d  m a r g i n s  o r  c o u l d  be t h e  w i t h d r a w a l  o f  r e w a r d s .  As i s  

o f t e n  p o i n t e d  o u t  ( e . g .  K e l m a n  1 9 S 1 )  t h e  u s e  o f  c o e r c i v e  

p o w e r  may r e s u l t  i n  r e s e n t m e n t  and  l e a d  t o  n o n —c o m p l i a n c s  i n  

t h e  l o n g  r u n .

2 . 3 . 3 .  EXPERT POWER.

E x p e r t  p o w e r  i s  b a s e d  on B 7 s p e r c e p t i o n  t h a t  A h a s

s p e c i a l  kYTOwledge w h i c h  B d o e s  n o t  p o s s e s s  a n d  w h i c h  B c a n n o t  

e c o n o m i c a l l y  o b t a i n .  T h i s  p o w e r  b a s e  i s  l i a b l e  t o  be a v e r y  

s h o r t  t e r m  one  i f  B g a i n s  e x p e r t i s e  f o r  t h e  f u t u r e  by t h e  u s e  

o f  A7 s s p e c i a l i s t  k n o w l e d g e  i n  t h e  p r e s e n t .  I t  w i l l  be  l o n g e r  

l a s t i n g  i f  A 7 s k n o w l e d g e  d e r i v e s  f r o m  a n  i n f o r m a t i o n a l  

a d v a n t a g e  r e g a r d i n g  an  a v e r  c h a n g i n g  s y s t e m .  As S t e r n  a n d  E l — 

A n s a r y  n o t e  s u c h  p o w e r  c o u l d  b e  b r o a d l y  v i e w e d  a s  i n f o r m a t i o n  

p o w e r  r a t h e r  t h a n  e x p e r t  p o w e r .
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2 .  3 - d .  I D E N T I F I C A T I O N .

I d e n t i f i c a t i o n ,  s o m e t i m e s  c a l l e d  r e f e r e n t  p o w e r ,  c a n  b e  

t h e  m o s t  l o n g  l a s t i n g  o f  p o w e r  s o u r c e s .

I t  i s  d e f i n e d  by F r e n c h  a n d  R a v e n  ( 1 9 5 9 )  i n  t h e  f o l l o w i n g  

t e r m s  5

" T h e  r e f e r e n t  p o w e r  o f  A o v e r  B h a s  i t s  b a s i s  i n  t h e  
i d e n t i f i c a t i o n  o f  B w i t h  A. By i d e n t i f i c a t i o n ,  we m ean  a  
f e e l i n g  o f  o n e n e s  o f  B t o  A,  o r  a  d e s i r e  f o r  s u c h  a n
i d e n t i t y . I f  A i s  a n  a t t r a c t i v e  g r o u p ,  B w i l l  h a v e  a
f e e l i n g  o f  m e m b e r s h i p  o r  a  d e s i r e  t o  j o i n .  I f  B i s  a l r e a d y  
c l o s e l y  a s s o c i a t e d  w i t h  A he  w i l l  w a n t  t o  m a i n t a i n  t h e i r  
r e l a b  i  o n s h i p .  “

S u c h  p o w e r  w i l l  d i s a p p e a r  o n l y  i f  h 7 s  b e h a v i o u r  c a u s e s  

d i s o n a n c e  f o r  B o r  i f  B7 s v a l u e s  c h a n c e .

2 . 3 . 5 .  L E G I T I M A C Y .

I n  many w a y s  l e g i t i m a c y  i s  s o c i o l o g i c a l l y  t h e  m o st

i n t e r e s t i n g  p o w e r  b a s e  i n  t h a t  i t  s t e m s  f r o m  t h e  p e r c e p t i o n  

by B t h a t  A h a s  a " r i g h t "  t o  e x e r c i s e  p o w e r  o v e r  B« T h i s  

" r i g h t 7 may be p e r c i e v e d  b e c a u s e  o f  a l a w  o r  t r a d e m a r k ,  

b e c a u s e  o f  t h e  n o r m s  t h a t  B h a s  come t o  a c c e p t  o r  b e c a u s e  o f  

a l a t e n t  t h r e a t  o f  c o e r c i v e  p o w e r .

2 . 4 .  A REFORMULATION OF B A R G A IN IN G  POWER THEORY.

I t  i s  i m p o r t a n t  t o  r e m e m b e r  t h a t  t h e  s o u r c e s  o f  p o w e r

t h a t  F r e n c h  and  R a v e n  ( 1 9 5 9 )  i d e n t i f y  w i l l  i n t e r a c t  and  t h a t  

t h e  a m o u n t  o f  p o w e r  t h a t  c a n  be  u s e d  may be g r e a t e r  o r  l e s s  

t h a n  " t h e  sum" o f  t h e  i n d i v i d u a l  p a r t s .

I n  some w a y s  F r e n c h  and R a v e n 7 s s t a n d a r d  c l a s s i f i c a t i o n  

o f  p o w e r  t h o u g h  c o m p l e t e  i s  n o t  v e r y  o p e r a t i o n a l  f o r  t h e  

b a s i s  o f  e m p i r i c a l  w o r k  b e c a u s e  o f  t h e  d i f f i c u l t y  i n  

m e a s u r i n g  t h e  s o u r c e s  o f  p o w e r  a n d  a s s e s s i n g  t h e  d e g r e e  o f  

i n t e r a c t i v e  e f f e c t s .  I n  t h i s  s e c t i o n  some o f  t h e  s t r u c t u r a l  

f a c t o r s  i n f l u e n c i n g  t h e  b a l a n c e  o f  p o w e r  i n  t h e  m a r k e t i n g
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c h a n n e l  w i l l  b e  i d e n t i f i e d  a l o n g  w i t h  t h e  a r e a s  o f  F r e n c h  a n d  

R a v e n 7 s  c l a s s i f i c a t i o n  t h a t  w i l l  be  l a r g e l y  i n d e p e n d e n t  o f  

s t r u c t u r e .  A d i a g r a m a t i c  s y n o p s i s  o f  t h e  s t r u c t u r a l  

i n f l u e n c e s  on b a r g a i n i n g  p o w e r  i s  p r o v i d e d  i n  f i g u r e  2 . 6 .

2 . 4 . 1 .  MANUFACTURER AND R E T A I L E R  S I Z E .

A k e y  s t r u c t u r a l  d e t e r m i n a n t  o f  b a r g a i n i n g  p o w e r  i s  t h e  

s i z e  o f  t h e  r e t a i l e r  avid m a n u f a c t u r e r .  A b s o l u t e  s i z e  w i l l  

y i e l d  a n u m b e r  o f  p o s i t i v e  s o u r c e s  o f  p o t e n t i a l  b a r g a i n i n g  

p o w e r  s u c h  a s  g r e a t e r  r e s o u r c e s  avid g r e a t e r  n e g o t i a t i n g  

s k i l l .

G r e a t e r  r e s o u r c e s  c a n  be  e x p e c t e d  t o  y i e l d  m o r e  

b a r g a i n i n g  p o w e r  b e c a u s e  i t  w i l l  a l l o w  g r e a t e r  s c o p e  f o r  

r e w a r d  ( r e w a r d  p o w e r )  avid g r e a t e r  a b i l i t y  t o  p u n i s h  t h e  o t h e r  

p a r t y  ( c o e r c i v e  p o w e r ) .

G r e a t e r  n e g o t i a t i n g  s k i l l  c a n  be e x p e c t e d  t o  d e r i v e  f r o m  

s i z e  g i v e n  t h a t  s i z e  e n a b l e s  g r e a t e r  s p e c i a l i z a t i o n .  S k i l l  o f  

n e g o t i a t i o n  may n o t  t e c h n i c a l l y  l e a d  t o  g r e a t e r  p o t e n t i a l  

p o w e r  b u t  i t  w i l l  l e a d  t o  g r e a t e r  e v i a c t e d  p o w e r .  T h o u g h  

g r e a t e r  v ie g o t  i a t  i n g  s k i l l  may i n c r e a s e  t h e  u s e  o f  a l l  s o u r c e s  

o f  p o w e r  i t  i s  e s s e n t i a l l y  e x p e r t  p o w e r .

2 . 4 . 2 .  D I V E R S I F I C A T I O N .

T h e  d e g r e e  o f  d i  v e r s i  f. i c a t  i o n  i s  a n o t h e r  p o t e n t i a l  s o u r c e  

o f  p o w e r .  T h e  d e g r e e  t o  w h i c h  a  m a n u f a c t u r e r  o r  r e t a i l e r  i s  

d e p e n d e n t  on a p a r t i c u l a r  o r d e r  ( o r  s e q u e n c e  o f  o r d e r s )  w i l l  

h a v e  a b e a r i n g  on t h e  a m o u n t  o f  p o w e r  t h a t  c a n  be o b t a i n e d .  

T h u s  i n  t h e  t w o  way  r e l a t i o n s h i p  o f  p o w e r ,  d i v e r s i f i c a t i o n  

w i l l  r e d u c e  t h e  f l o w  o f  p o w e r  ( r e s i s t a n c e )  c o m i n g  b a c k  a t  t h e  

f  i  rm f r o m  t  l ie o t  he  r .
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D i v e r s i f i c a t i o n  w i l l  b e  a p a r t i c u l a r l y  i m p o r t a n t  w e a p o n  

f o r  t h e  m a n u f a c t u r e r  i f  i t  g o e s  i n t o  m a r k e t s  i n  w h i c h  t h e  

r e t a i l e r  i s  i n v o l v e d  b u t  h a s  l i t t l e  m a r k e t  s h a r e .

2 . 4 . 3 .  S U B S T I T U T A B I L I T Y .

T h e  o t h e r  m a i n  i d e n t i f i a b l e  s t r u c t u r a l  s o u r c e  o f  p o w e r  i s  

t h e  n o t i o n  o f  s u b s t i t u t a b i l i t y  w h i c h  a r i s e s  b o t h  f r o m  t h e  

s t r u c t u r e  o f  t h e  m a r k e t  a n d  t h e  c o n s u m e r  b u y i n g  p r o c e s s  

p r e v a l e n t  i n  t h a t  m a r k e t - .  As w i t h  s i z e  c o n s i d e r a t i o n s  t h e  

m a i n  i m p l i c a t i o n s  a r e  f o r  t h e  d e g r e e  o f  r e w a r d  a n d  c o e r c i v e  

p o w e r .

T h e  d e g r e e  t o  w h i c h  a  f i r m  c a n  b e  s u b s t i t u t e d  ( o r  t h e  

d e g r e e  t o  w h i c h  a f i r m  i s  d e p e n d e n t )  d e p e n d s  on a n u m c e r  o f  

f a c t  o r s .

T a k i n g  t h e  d e g r e e  t o  w h i c h  a m a n u f a c t u r e r  c a n  b e  

s u b s t i t u t e d  f i r s t .

T h e  n u m b e r  o f  o t h e r  m a n u f a c t u r e r s  m a k i n g  a  s i m i l a r  

p r o d u c t  i s  a n  i m p o r t a n t  f a c t o r  i n  d e t e r m i n i n g  t h e  d e g r e e  t o  

w h i c h  a m a n u f a c t u r e r ’ s b r a n d  c a n  be s u b s t i t u t e d .  T h o u g h  a 

r e t a i l e r  w i l l  o n l y  n e e d  o n e  a l t e r n a t i v e  b r a n d  t h e  o p p o r t u n i t y  

o f  p r o c u r i n g  s u c h  a b r a n d  w i l l  d e p e n d  on t h e  -number a n d  s i z e  

d i s t r i b u t i o n  o f  m a n u f a c t u r e r s .  I f  t h e  c o m p o s i t i o n  o f  t h e  

m a r k e t  i s  c o n c e n t r a t e d  e n o u g h  t h e n  o l i g o p o l i s t i c  r e c o g n i t i o n  

o f  i n t e r d e p e n d e n c e  a m o n g s t  t h e  m a n u f a c t u r e r s  m i g h t  p r e v e n t  

" m u t u a l l y  d e s t r u c t i v e  c o m p e t i t i o n " .

A f a c t o r  l i k e l y  t o  be  i m p o r t a n t  i n  t h e  d e g r e e  t o  w h i c h  

b a r g a i n i n g  p o w e r  e x e r t e d  by t h e  r e t a i l e r  a f f e c t s  t h e  

m a n u f a c t u r e r  i s  t h e  d e g r e e  o f  c o n s u m e r  l o y a l t y .  T h e  

l i k e l i h o o d  o f  a  c o n s u m e r  a c c e p t i n g  a n  a l t e r n a t i v e  b r a n d  t o  

t h e  p r e f e r r e d  b r a n d  i s  g r e a t e s t  i f  t h e  g o o d  i s  a c o n v e n i e n c e



o r  l o w  i n v o l v e m e n t  g o o d  b e i n g  s o l d  i n  a n  o u t l e t  w h e r e  t h e  a i m

i s  t o  b u y  a b a s k e t  o f  g o o d s  r a t h e r  t h a n  o n e  p a r t i c u l a r  t y o e

o f  o n e  g o o d .  F o r  " s h o p p i n g  g o o d s "  o r  h i g h  i n v o l v e m e n t  g o o d s

t h e  c o n s u m e r  i s  l i k e l y  t o  p u t  up w i t h  h i g h  s e a r c h  c o s t s  i n

o r d e r  t o  p u r c h a s e  t h e  b r a n d  t h a t  i s  p r e f e r a b l e  on o t h e r

c r i t e r i a .  P o r t e r  ( 1 9 7 4 )  s u g g e s t s  s u c h  b e h a v i o u r  f o r

c o n v e n i e n c e  g o o d s  w i l l  be t r u e  f o r  l o w  t o  m o d e r a t e l y

d i f f e r e n t i a t e d  p r o d u c t s  b u t  a d d s  t h e  c a v e a t  t h a t  t h e

o c c u r r e n c e  o f  c h a i n  s t o r e s  w i l l  h a v e  l i t t l e  e f f e c t  on h i g h l y

d i f f e r e n t i a t e d  p r o d u c t s .  T h i s  he s u g g e s t s  i s  b e c a u s e :

" w h e r e  t h e  m a n u f a c t u r e r  h a s  a b r a n d  i m a g e  e s t a b l i s h e d 7 t h e  
p e r s u a s i o n  n e c e s s a r y  t o  c o n v i n c e  r e t a i l e r s  t o  s t o c k  t h e
p r o d u c t  i s  m i n i m a l . "

( P o r t e r  1 9 7 4 ) .

I n  t h e  l i g h t  o f  t h e  r e t a i l  e n v i r o n m e n t  a n d  t h e  h i g h  

r e t a i l  c o n c e n t  r a t i o n  d i s c u s s e d  - i n  c h a p t e r  o n e  t h e  r e l e v a n c e  

o f  s u c h  a v i e w  w o u l d  a p p e a r  h i g h l y  q u e s t i o n a b i e .  P o r t e r ’ s 

r e a s o n i n g  w as  b a s e d  on t h e  f a c t  t h a t  b e c a u s e  c o n v e n i e n c e

o u t l e t s  h ad  l i t t l e  s a l e s  a s s i s t a n c e  t h e  a m o u n t  o f

m a n u f a c t u r e r  a d v e r t i s i n g  was  a l l  i m p o r t a n t .  W h i l s t  t h i s  may  

b e  t r u e  i n  c o m p a r i s o n  t o  g o o d s  s o l d  t h r o u g h  n o n - c o n v e n i e n c e  

o u t l e t s  i t  i s  b a s e d  on t h e  a s s u m p t i o n  o f  a n  a t o m i s t i c  r e t a i l  

s t r u c t u r e ,  t h e  v e r y  f a c t o r  w h i c h  P o r t e r  c o n d e m n s  t h e  

e m p i r i c a l  l i t e r a t u r e  f o r  i n v a r i a b l y  a s s u m i n g .  S i n c e  a h i g h l y  

c o n c e n t r a t e d  r e t a i l  s e c t o r  f o r  a  c o n v e n i e n c e  g o od  w i l l  g i v e  

t h e  r e t a i l e r  a s u b s t a n t i a l  i n f l u e n c e  o v e r  t h e  c o n s u m e r  m u s t  

be c o n s i d e r a b l y  l e s s  t h a n  i n  an  e n v i r o n m e n t  w i t h  a n  a t o m i s t i c  

r e t a i l  s t r u c t u r e .  H y p o t h e s e s  c o n c e r n i n g  t h e  d e g r e e  t o  w h i c h  

m a n u f a c t u r e r s  w i l l  a d v e r t i z e  i n  t h e  f a c e  o f  d i f f e r i n g  

p o t e n t i a l  c o n c e n t  r a t i o n  w i l l  be d e v e l o p e d  i n  c h a p t e r  f i v e .

The degree to which a re ta i le r  can be substituted by a
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m a n u f a c t u r e r  i s  s l i g h t l y  d i f f e r e n t ,  t h o u g h  i t  i s  a g a i n  a  

f u n c t i o n  o f  s i z e  a n d  t h e  c o n s u m e r  b u y i n g  p r o c e s s .  T h e  

m a n u f a c t u r e r  w i l l  l o s e  b a r g a i n i n g  p o w e r  i f  by  n o t  s e l i i n q  t o  

t h a t  r e t a i l e r  he  w i l l  l o s e  s a l e s .  T h e  n u m b e r  o f  p o t e n t i a l

s a l e s  l o s t  i s  d e p e n d e n t  on t h e  s i z e  o f  t h e  o r d e r  a n d  t h e

d e g r e e  t o  w h i c h  c o n s u m e r s  w o u l d  s e e k  o u t  t h e  p r o d u c t  a t  a n  

a l t e r n a t i v e  r e t a i l e r .  T h e  l a t t e r  i s  a f f e c t e d  by t h e  d e g r e e  o f  

d i f f e r e n t i a t i o n  a n d  a l s o  t h e  g e o g r a p h i c a l  d i s t r i b u t i o n  o f  

r e t a i l e r s .  f is was  n o t e d  a b o v e  f o r  c o n v e n i e n c e  g o o d s  t h e

l i k e l i h o o d  o f  s e e k i n g  o u t  a n o t h e r  s t o r e  f o r  a p r o d u c t  a s

o p p o s e d  t o  a c c e p t i n g  a s u b s t i t u t e  i s  much l o w e r  t h a n  f o r  

s h o p p i n g  g o o d s .

2 . 4 . 4 .  S T R A T E G IC  C O N S ID E R A T IO N S .

I t  c a n  be  s e e n  t h a t  s t r u c t u r a l  f e a t u r e s  o f  t h e  m a r k e t i n g  

c h a n n e l  a r e  g o i n g  t o  h a v e  a  s t r o n g  i n f l u e n c e  on c o e r c i v e ,  

r e w a r d  a n d  e x p e r t  p o w e r .  H o w e v e r ,  i n  s p e c i f i c  i n s t a n c e s  s m a l l  

f i r m s  ( m a n u f a c t u r e r ,  w h o l e s a l e r  o r  r e t a i l e r )  may d o m i n a t e  t h e  

m a r k e t i n g  c h a n n e l  by t h e  u se  o f  l e g i t i m a t e ,  r e f e r e n t  an d  

e x p e r t  p o w e r  ( L i t t l e  1 9 7 0 ) .  T h i s  w i l l  be p a r t i c u l a r l y  t r u e  o f  

new p r o d u c t s  w h e r e  l e g i t i m a t e ,  r e f e r e n t  and  e x p e r t  p o w e r  a r e  

l i k e l y  t o  be a t  t h e i r  g r e a t e s t  ( B o r d e n  1 9 S Q ) .

I t  i s  i m p o r t a n t  t o  b e a r  i n  m in d  t h a t ,  t h o u g h  a f i r m  may  

h a v e  1 i  m i  t  ed sco  pe f o r  a 11 e r i  ng t  he " s t  r u c t u r a 1" e n v i  r  onm ent  

i n  w h i c h  i t  i s  i n  ( p a r t i c u l a r l y  i n  t h e  s h o r t  r u n ) ,  i t  w i l l  

h a v e  a  q r e a t  d e a l  o f  s c o p e  i n  " e n a c t i n g "  t h e  p o w e r  a t  i t s  

d i s p o s a l .  T h e  s t r u c t u r e - c o n d u c t - o e r f o r m a n c e  p a r a d i g m  i n  w h i c h  

t h e  e m p i r i c a l  p a r t  o f  t h i s  s t u d y  i s  r o o t e d  a s s u m e s  a w a y  s u c h  

c o n s i d e r a t i o n s  by i m p l i c i t l y  a s s u m i n g  t h a t  t h e  f i r m  w i l l  

a d o p t  t h e  most  r a t i o n a l  s t r a t e g y  f o r  i t s  e n v i r o n m e n t ,  i . e .



w i l l  e n a c t  t h e  p o w e r  a v a i l a b l e  t o  i t .  S u c h  a n  a s s u m p t i o n  may  

b e  d e f e n s i b l e  i n  t e r m s  o f  a " t h e o r e t i c a l "  l o n g  r u n  

e q u i l i b r i u m  b u t  f o r  a  b r o a d e r  i n s i g h t  i t  i s  w o r t h w h i l e  

e x a m i n i n g  some o f  t h e  s t r a t e g i e s  by w h i c h  m a n u f a c t u r e r  a n d  

r e t a i l e r s  c a n  e n a c t  s u c h  p o w e r .

F o r  t h e  r e t a i l e r ,  a  way  o f  e n a c t i n g  p o w e r  d e r i v i n g  f r o m  

t h e  r e l a t i v e  s i z e  o f  t h e  o r d e r  ( a s s u m i n g  t h i s  i s  

c o m p a r a t i v e l y  u n i m p o r t a n t )  i s  t o  g r o u p  o r d e r s  t o g e t h e r  t o  

a c c e n t u a t e  t h e  i m p o r t a n c e  o f  t h e  o r d e r  f o r  t h e  m a n u f a c t u r e r .  

S u c h  a  p h e n o m e n a  was  o b s e r v e d  as  l o n g  ago a s  1 9 5 3  b y  A n d r e w s  

( 1 9 5 3 ) .

T h e  m a n u f a c t u r e r  on t h e  o t h e r  hand  c o u l d  g a i n  p o w e r  by- 

a i m i n g  t o  i n c r e a s e  t h e  d e g r e e  o f  p r o d u c t  d i f f e r e n t i a t i o n  

( P o r t e r  1 9 7 S a ) .  T h e  v a r i a b l e s  t h a t  t h e  m a n u f a c t u r e r  h as  

a v a i l a b l e  f o r  e n h a n c i n g  p r o d u c t  d i f f e r e n t i a t i o n  a r e  t h e  f o u r  

P ’ s o f  t h e  m a r k e t i n g  m ix  ( M c C a r t h y  I 9 6 0 ) :  p r o d u c t ,  p l a c e ,

p r o m o t i o n  and p r i c e .  O f  t h e  f o u r ,  p r o d u c t  a n d  p r o m o t i o n  a r e  

g o i n g  t o  h a v e  p a r t i c u l a r  i m p o r t a n c e  f o r  m a n u f a c t u r e r s  a i m i n g  

a t  ( a n d  a l r e a d y  e s t a b l i s h e d  i n )  t h e  m ass m a r k e t .  T h e s e  w i l l  

b e  d i s c u s s e d  i n  m o re  d e t a i l  i n  c h a p t e r  f i v e  w h i c h  c o n s i d e r s  

t h e  e f f e c t s  on a d v e r t i s i n g  avid b r a n d  v a r i e t y  on r e t a i l  

c o n c e n t  r a t  i o n  avid own l a b e l .

2 . 5 .  REVIEW OF PREVIOUS E M P I R IC A L  WORK.

T h e  a m o u n t  o f  e m p i r i c a l  w o r k  on s t r u c t u r e s  t h a t  h a s  t a k e n  

i n t o  a c c o u n t  b u y i n g  p o w e r  ( o r  i t s  p r o x y  b u y i n g  c o n c e n t  r a t  i o n )  

i s  t o  d a t e  s m a l l  d e s p i t e  t h e  l a r g e  v o l u m e  o f  e m p i r i c a l  w o r k  

d e a l i n g  w i t h  s e l l e r  s t r u c t u r e  ( a  v e r y  c o n s e r v a t i v e  e s t i m a t e  

o f  t h e  vi u m b e r  o f  s t u d i e s  r e l a t i n g  s e l l e r  c o vice vit r a t  i  ovi t o  

s e l l e r  p r o f i t a b i l i t y  w o u l d  be s i x t y ) .  T h i s  i s  p a r t i c u l a r l y



s u r p r i s i n g  g i v e n  t h a t  m o d e l s  o f  m o n o p s o n y  and  b i - l a t e r a l  

m o n o p o l y  a r e  t a u g h t  t o  v i r t u a l l y  e v e r y  s t u d e n t  o f  e c o n o m i c s .

T h e  w o r k  t h a t  h a s  b e e n  d o n e  h a s  t e n d e d  t o  be o r i e n t a t e d  

t o w a r d s  p r o f i t a b i l  i t y ,  m a i n l y  one  s u s p e c t s  b e c a u s e  o f  t h e

h i s t o r i c a l l y  s t r o n g  p r e - o c c u p a t i o n  w i t h  t h e  e q u i l i b r i u m  p r i c e  

m o d e l s  w i t h i n  t h e  e c o n o m i c  l i t e r a t u r e .  E x a m p l e s  o f  t h e s e

s t u d i e s  a r e  B r o o k s  ( 1 9 7 3 ) ,  L u s t g a r t e n  ( 1 9 7 5 ) ,  P o r t e r  

( 1 9 7 4 , 1 9 7 6 ) ,  M c G u c k i n  a n d  C h e n  ( 1 9 7 6 )  a n d  C l e v e n g e r  an d

C a m p b e l l  ( 1 9 7 7 ) .

T h o u g h  L u s t g a r t e n  ( 1 9 7 5 )  i s  t h e  o n l y  s t u d y  t o  d a t e  t o .  

e x a m i n e  t h e  e f f e c t s  o f  b u y e r  c o n c e n t  r a t i o n  on a d v e r t i s i n g  i t  

i s  w o r t h w h i l e  e x a m i n i n g  t h e  h a n d f u l  o f  s t u d i e s  t h a t  h a v e

e x a m i n e d  t h e  e f f e c t  o f  b u y e r  c o n c e n t  r a t i o n  on p r o f i t a b i l i t y  

a s  w e l l .  T h e  p u r p o s e  o f  d o i n g  t h i s  i s  t o  show t h e  e m p i r i c a l  

e v i d e n c e  f o r  b u y e r  s t r u c t u r e  h a v i n g  a n  e f f e c t  on m a n u f a c t u r e r  

p e r f o r m a n c e .

I t  i s  p e r h a p s  w o r t h  e x a m i n i n g  L u s t g a r t e n ’ s s t u d y  f i r s t  a s  

i t  i s  t h e  o n l y  s t u d y  t o  d a t e  t h a t  e x p l i c i t l y  r e l a t e s  b u y e r  

c o n c e n t  r a t i o n  t o  a d v e r t i s i n g  a l b e i t  f o r  p r o d u c e r  g o o d s .

T h e  s t u d y  u s e d  i n p u t - o u t p u t  d a t a  on 3 2 7  U . S .  

m a n u f a c t u r i n g  i n d u s t r i e s  f o r  1 9 6 3 .  L u s t g a r t e n  f o u n d  t h a t  

a d v e r t i s i n g  i n t e n s i t y  was  r e l a t e d  t o  t h e  f o u r  f i r m  s e l l e r  

r a t i o  ( C R 4 ) ,  v a l u e  o f  s h i p m e n t s  ( V S ) ,  t h e  r a t i o  o f  

c o n s u m p t i o n  f i n a l  demand t o  t o t a l  o u t p u t  (CTO) a nd  s e v e r a l  

m e a s u r e s  o f  b u y e r  c o n c e n t  r a t i o n .  T h e  m e a s u r e s  o f  b u y e r  

c o n c e n t  r a t  i o n  w e r e  t h e  w e i g h t e d  a v e r a g e  b u y i n g  i n d u s t r y  

c o n c e n t r a t i o n  r a t i o ,  t h e  d e g r e e  o f  i n d u s t r y  d i s p e r s i o n  and  

o r d e r  s i z e .  T h e  w e i g h t e d  a v e r a g e  b u y i n g  c o n c e n t  r a t i o n  r a t i o  

(BCR) u s e d  t h e  f o u r  f i r m  c o n c e n t  r a t i o n  r a t i o  o f  c o n s u m i n g  

i n d u s t r i e s  w e i g h t e d  by t h e  s a l e s  o f  p r o d u c i n g  i n d u s t r i e s .  T h e
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d e g r e e  o f  i n d u s t r y  d i s p e r s i o n  (DSPH) was  d e f i n e d  a s  t h e  r a n g e  

o f  s e c t o r s  i n  w h i c h  t h e  g o o d s  w e r e  s o l d  a n d  o r d e r  s i z e  was  

lY ieasured  by t h e  a v e r a g e  a n n u a l  f i r m  p u r c h a s e  o f  c o n s u m i n g  

i n b  u s t  r  i  e s  ( AAFPJ ,

L u s t g a r t e n ’ s r e s u l t s  on a d v e r t i s i n g  e x p e n s e  a r e  p r e s e n t e d  

i n  t a b l e  2 .  2 .  H i s  r e s u l t s  s how  t h a t  a d v e r t i s i n g  i s  n e q a t i v e l y  

r e l a t e d  t o  t h e  b u y e r  s t r u c t u r e  v a r i a b l e s  b u t  a l s o  p o s i t i v e l y  

r e l a t e d  t o  t h e  f o u r  f i r m  s e l l e r  r a t i o .  T h e  i n c l u s i o n  o f  

i n d u s t r y  d i s p e r s i o n  i n  e q u a t i o n s  ( 3 )  a n d  ( 4 )  r e - e n f o r c e s  t h e  

c o e f f i c i e n t s  o f  t h e  o t h e r  v a r i a b l e s  a c c o r d i n g  t o  L u s t g a r t e n  

a l t h o u g h  i t  s h o u l d  be  n o t e d  t h a t  t h e r e  i s  a  d e g r e e  o f  

c o r r e l a t i o n  b e t w e e n  t h e  i n d e p e n d e n t  v a r i a b l e s  w h i c h  w o u l d  

r e a l l y  r e q u i r e  f u r t h e r  t e s t s  b e f o r e  s u c h  a c o n c l u s i o n  c a n  be  

a s s e s s e d .

TABLE 2 . 2 =  LIJSTGh RTEN7 5 RESULTS R ELA TIN G A D V E R T I S I N G  EXPENSE TO 
SELLER CONCENTRATION HMD BUYER CONCENTRATION FOR 
PRODUCER IN D U S T R I E S .

I n t e r c e p t l o g  (VS) CTO PAFP CR4 BCR USPH Rsq

( 1 ) - 7 .  0 4 1 .
( 2 0 , 7 0 )

. 0 1 6  
( 7 . 6 3 )

- .  0 8 2  
( 3 . 1 8 )

1. 13  
( 4 .  4 5 )

/  / . 6 8 0

( 2 ) ' - 6 . 5 0 1. 10  
( 2 3 . 5 4 )

. 0 1 4  
( 6 .  8 0 )

/ 1.  3 0  
( 5 . 2 2 )

—1 . 9 c  /  
( 5 . 4 1 )

. 6 9 7

( 3 ) - 6 .  8 5 1. 15  
( 2 1 . 2 6 )

. 0 1 8  
( 8 .  4 6 )

—. 106  
( 4 .  0 5 ) ( 4 . 8 6 )

/  —. 7 3 4  
( 3 .  4 5 )

. 6 9 1

( 4 ) - fa .  10 1. 0 9  
( 2 3 . 8 4 )

. 0 1 6  
( 7 .  7 6 )

/ 1 . wp6?
< 5 . 5 8 )

- 2 . 1 9  - . 7 2 4  
( 6 . 0 7 )  ( 3 . 9 1 )

. 7  0 9

N o t e s ;  t  r a t i o  shown i n  p a r e n t h e s e s .
D e p e n d e n t  v a r i a b l e  i s  t h e  l o g  o f  a d v e r t i s i n g  e x p e n s e .  
F t e s t  r e s u l t  n o t  g i v e n  ( n o t  i n  t h e  o r i g i n a l ) .

S o u r c e :  L u s t g a r t e n  ( 1 9 7 5 ) .



On t h e  same s a m p l e  L u s t g a r t e n  ( 1 9 7 5 )  e x a m i n e d  t h e  e f f e c t s  

o f  r e t a i l  s t r u c t u r e  on t h e  s e l l i n g  i n d u s t r y  p r i c e  c o s t  m a r q i n  

( P C M ) ,  i n d e e d  t h i s  was t h e  p r i m e  o b j e c t i v e  o f  t h e  s t u d y .  T h e  

r e s u l t s  a r e  p r e s e n t e d  b e l o w  i n  t a b l e  2 . 3 .  w h e r e  a b b r e v i a t i o n s  

a r e  a s  b e f o r e  e x c e p t  f o r  t h e  a d d i t i o n  o f  KS f o r  c a p i t a l  

o u t p u t .

T h e  m a i n  f e a t u r e  o f  t h e  r e s u l t s  i s  t h e  n e g a t i v e  e f f e c t  o f  

e a c h  b u y e r  v a r i a b l e  on t h e  p r i c e  c o s t  m a r g i n  w h e n  e n t e r e d  

s e p a r a t e l y  i n  e q u a t i o n s  ( 2 )  t o  ( 5 ) .  When BCR and  DSPH a r e  

i n c l u d e d  t o g e t h e r  t h e  r e s u l t  i s  m o r e  p o w e r f u l  t h a n  w hen  

i n c l u d e d  s e p a r a t e l y ,  w h i c h  a s  L u s t g a r t e n  o b s e r v e s ,  s u g g e s t s  

t h a t  t h e y  a r e  c o m p l i m e n t a r y  v a r i a b l e s .

TABLE 2 . 3 .  LUSTGARTEN’’ S RESULTS R ELA TIN G P R IC E  COST MARGINS TO 
MEASURES OF BUYER STRUCTURE.

I n t e r c e p t KS CR4 BCR AAFP RBFS DSPH Rsq.

( 1 ) . 1 6 3 . 101  
( 6 .  4 3 )

. 0 9 7  
( 5 . 9 8 )

/ / / / ■

( 2 ) . 1 7 4 . 1 0 7  
( 6 . 8 8 )

. 1 0 9  
( 6 .  7 1 )

0 7 5  
( 3 .  8 3 )

/ /' / . 2 6 6

< 3 T ” . 181 . 1 0 8  
( 7 . 0 3 )

. 1 0 7  
( 6 . 7 2 )

/ - .  0 0 5  
( 4 .  4 7 )

/ / , 2 7 8

( 4 ) . 1S5 . 1 0 0  
( 6 . 4 0 )

. 0 9 8  
( 6 . 0 8 )

/ / - .  0 4 0  
( 2 .  2 6 )

/ . 2 4 5

( 5 ) . 1 7 6 . 0 9 8  
( 6 . 1 9 )

. 1 00  
( 6 . 1 6 )

/ / / - .  0 2 5  
( 2 .  1 0 )

. 2 4 3

( 6 ) . 2 0 5 . 1 0 2  
( 8 . 6 9 )

. 1 2 0  
( 7 . 4 6 )

- . 1 1 1  
( 5 .  2 8 )

/ /' - .  051  
( 4 . 1 6 )

. 3 0 4

( 7 ) . 2 2 3 . 1 0 4  
( 6 . 9 6 )

. 1 2 3  
( 7 . 8 0 )

- .  0 4 9  
( 1 .  8 4 )

- .  0 0 6  
( 3 .  7 3 )

/ . u6c> 
( 5 .  0 3 )

a JiOwJ

N o t e s !  t  r a t i o  shown i n  p a r e n t h e s e s .
P r i c e  c o s t  m a r g i n  i s  d e p e n d e n t  v a r i a b l e .

S o u r c e s  L u s t g a r t e n  ( 1 9 7 5 ) .

SS



f in e a r l i e r  s t u d y  t h a t  had  i n c o r p o r a t e d  a s i m i l a r  m e a s u r e  

o f  b u y e r  c o n c e n t  r a t i o n  i n t o  a m o d e l  e x a m i n i n g  m a n u f a c t u r e r  

p r o f i t a b i l i t y  was  B r o o k s  ( 1 9 7 3 ) .  T h i s  was a g a i n  a s t u d y  i n  

t h e  U. S. ft. u s i n g  i n p u t - o u t p u t  d a t a  ( f o r  1 9 6 3 )  a n d  s i m p l y  

i n c l u d e d  a f o u r  f i r m  s e l l e r  c o n c e n t  r a t i o n  r a t i o ,  a  w e i g h t e d  

b u y e r  c o n c e n t  r a t  i o n  i n d e x  a n d  a n  e s t i m a t e d  a d v e r t i s i n g - s a l e s  

r a t i o  ( t o  a c t  a s  a  p r o x y  f o r  b a r r i e r s  t o  e n t r y ) .  B u y e r  

c o n c e n t  r a t i o n  w as  f o u n d  t o  be s i g n i f i c a n t l y  a nd  n e g a t i v e l y  

r e l a t e d  t o  m a n u f a c t u r e r s  r e t u r n  on a s s e t s  ( t a b l e  2 . 4 .  

e q u a t  i o n  ( 1 ) ) .

C l e v e n g e r  and  C a m p b e l l  ( 1 9 7 7 )  r e w o r k e d  B r o o k s 7 m o d e l  on 

1 9 6 7  d a t a  a nd  f o u n d  t h a t  a s  s p e c i f i e d  t h e  m o d e l  p e r f o r m e d  

p o o r l y  i n  c o m p a r i s o n  t o  t h e  e a r l i e r  s a m p l e .

TABLE 2 . 4 s  RESULTS OF BROOKS ( 1 9 7 3 )  AND CLEVENGER AND 
CAMPBELL ( 1 9 7 7 )  UN STRUCTURAL D ETERM IN ANTS OF 
MANUFACTURER RETURN ON ASSETS.

SC I / S  Bfc. BC a d j  Rsq
1 9 6 3 :

( 1 )  B r o o k s  ( 1 9 7 3 ) .  5 . 4 8  0 . 1 4  /  0 . 2 8  - 0 . 1 0  . 7 1  a
( 4 . 8 0 )  ( 5 . 0 7 )  ( 3 . 2 0 )  ( 2 . 9 7 )

( 2 )  C l e v e n g e r  a n d  5 . 9 2  0 .  13 0 .  12 0 . 2 9  - 0 .  12 . 7 5  a
C a m p b e l l  ( 1 9 7 7 )  ( 5 . 3 9 )  ( 5 . 1 3 )  ( 1 . 7 9 )  ( 3 . 5 4 )  ( 3 . 5 5 )

1 9 6 7 :
( 3 )  C l e v e n g e r  and  1 0 . 8 6  0 . 0 3  /  0 . 3 3  - 0 . 0 9  . 2 1  c

C a m p b e l l  ( 1 9 7 7 )  ( 5 . 7 8 )  ( 0 . 7 2 )  ( 2 . 4 8 )  ( 1 . 7 1 )

( 4 )  C l e v e n q e r  and  9 . 4 1  0 . 0 5  1 . 5 5  0 . 2 5  - 0 . 0 7  . 3 4  -
C a m p b e l l  ( 1 9 7 7 )  ( 5 . 0 8 )  ( 1 . 2 1 )  ( 2 . 0 5 )  ( 1 . 7 9 )  ( 1 . 4 6 )

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  t  v a l u e s .
a =  s i g n i f i c a n t  a t  99% l e v e l ,  b = 95%, c  = 90%.
T h e r e  w e r e  2 0  o b s e r v a t i o n s  f o r  e a c h  y e a r .
SC = S e l l e r  C o n c e n t  r a t i o n  (CR 4)
I / S  = % c h a n g e  i n  I n v e n t o r i e s  /  % c h a n g e  i n  S h i p m e n t s  
BE =  B a r r i e r s  t o  E n t r y .
BC = B u y e r  C o n c e n t  r a t i o n .

S o u r c e :  C l e v e n q e r  and  C a m p b e l l  ( 1 9 7 7 )



F o r  t h e  1 9 6 7  t i m e  p e r i o d  t h e  B r o o k s  m o d e l  sh o w s  a 

r e d u c t i o n  i n  o v e r a l l  e x p l a n a t o r y  p o w e r  and  a r e d u c t i o n  i n  t h e  

s i g n i f i c a n c e  o f  b u y e r  c o n c e n t  r a t i o n  a n d  s e l l e r  c o n c e n t  r a t i o n .

To i m p r o v e  t h e  B r o o k s  m o d e l  C l e v e n g e r  and  C a m p b e l l  ( 1 9 7 7 )  

i n t r o d u c e d  a v a r i a b l e  t o  a c c o u n t  f o r  demand g r o w t h .  T h i s  i s  

t h e  1 / 3  v a r i a b l e  w h i c h  m e a s u r e s  t h e  c h a n g e  i n  i n v e n t o r i e s  

o v e r  t h e  c h a n g e  i n  s h i p m e n t s .  S u c h  a v a r i a b l e  l e a d s ,  

a c c o r d i n g  t o  t h e  a u t h o r s ,  t o  a n  i n c r e a s e  i n  t h e  s t a t i s t i c a l  

s i g n i f i c a n c e  o f  s e l l e r  c o n c e n t  r a t i o n  f o r  b o t h  1 9 6 3  a n d  1 9 6 7 .  

W h i l s t  t h i s  i s  t r u e  t h e y  f a i l  t o  comm ent  on t h e  f a c t  t h a t  f o r  

t h e  1 9 6 7  s a m p l e  t h e  i n c l u s i o n  o f  t h e  1 / 3  v a r i a b l e  d o e s  i n  

f a c t  m a ke  t h e  w h o l e  r e g r e s s i o n  e s t i m a t e  l e s s  t h a n  90%  

s i g n i  f i c a n t .

M c G u c k i n  a n d  C h e n  ( 1 9 7 6 )  f o u n d  t h a t  b u y e r  c o n c e n t  r a t i o n  

w as s i g n i f i c a n t l y  r e l a t e d  t o  m a n u f a c t u r e r  p r i c e  c o s t  m a r g i n s  

i n  a n e g a t i v e  l o g - l i n e a r  m a n n e r  f o r  b o t h  c o n s u m e r  a nd  

p r o d u c e r  i n d u s t r i e s  w hen  i n c l u d e d  w i t h  m a n u f a c t u r e r  

c o n c e n t  r a t i o n .  T h e  m a i n  f e a t u r e  o f  t h i s  s t u d y  i s  p e r h a p s  t h e  

l o g - l i n e a r  n a t u r e  o f  t h e  r e l a t i o n s h i p  a s  i t  i s  t h e  o n l y  s t u d y  

o f  t h e  i m p a c t  o f  r e t a i l  s t r u c t u r e  on m a n u f a c t u r e r  p r o f i t  t h a t  

r e p o r t s  t e s t i n g  f o r  a l o g a r i t h m i c  r e l a t i o n s h i p .  T h e  p r o c e s s  

i m p l i e d  i s  t h a t  r e t a i l  c o n c e n t  r a t i o n  h a s  a n e g a t i v e  i m p a c t  on 

t h e  p r i c e  c o s t  m a r g i n s  o f  m a n u f a c t u r e r s  b u t  w i t h  t h e  d e g r e e  

o f  e f f e c t  d e c l i n i n g  a t  h i g h  l e v e l s  o f  r e t a i l  c o n c e n t  r a t i o n .

T h o u g h  a n u m b e r  o f  s t u d i e s  i n  t h e  e m p i r i c a l  l i t e r a t u r e  

h a v e  d i v i d e d  i n d u s t r i e s  i n t o  p r o d u c e r  a n d  c o n s u m e r  t o  a s s e s s  

w h e t h e r  t h i s  h a s  a n  e f f e c t  on t h e i r  m o d e l s  (e.. g .  C o l l i n s  and  

P r e s t o n  ( 1 9 6 9 ) ,  P o r t e r  ( 1 9 7 4 ) )  o n l y  a f e w  o f  t h e s e  h a v e  

i n c o r p o r a t e d  b u y e r  c o n c e n t  r a t i o n  m e a s u r e s  ( B r o o k s  ( 1 9 7 3 ) ,  

P o r t e r  ( 1 9 7 6 ) ,  M c G u c k i n  a n d  C hen  ( 1 9 7 6 ) ,  C l e v e n g e r  and
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C a m p b e l 1 ( 1 9 7 7 ) ) .

P o r t e r  p r o v i d e s  t h e  l e a d i n g  w o r k  on t h e  i m p a c t  o f  r e t a i l  

s t r u c t u r e  on m a n u f a c t u r e r  p r o f i t  f o r  c o n s u m e r  g o o d s  ( P o r t e r  

1 9 7 4 ,  1 9 7 6 ) .  T h i s  he  d o e s  by  d i v i d i n g  h i s  s a m p l e  o f  c o n s u m e r

g o o d s  b e t w e e n  c o n v e n i e n c e  a n d  n o n —c o n v e n i e n c e  g o o d s .  ft 

c o n v e n i e n c e  g o o d  d e f i n e d  a s  a go o d  s o l d  p r e d o m i n a n t l y  t h r o u g h  

c o n v e n i e n c e  o u t l e t s  and  a n o n - c o n v e n i e n c e  g o o d  d e f i n e d  a s  a 

g o o d  s o l d  p r e d o m i n a n t l y  t h r o u g h  n o n - c o n v e n i e n c e  o u t l e t s .  H i s  

r e a s o n i n g  f o r  e x p e c t i n g  a d i f f e r e n t  e f f e c t  on p r o f i t a b i l i t y  

o f  v a r i a b l e s  s u c h  a s  m a n u f a c t u r e r  c o n c e n t  r a t i o n ,  m in im u m  

e f f e i c i e n t  s c a l e ,  a d v e r t i s i n g  s a l e s  r a t i o  a n d  a b s o l u t e  

c a p i t a l  r e q u i r e m e n t s  b e t w e e n  c o n v e n i e n c e  a n d  n o n —c o n v e n i e n c e  

g o o d s  c e n t e r e d  on t h e  d e g r e e  o f  i n f l u e n c e  t h a t  t h e  r e t a i l e r  

h a s  on t h e  c o n s u m e r ’ s b r a n d  c h o i c e .

T h e  r e s u l t s  o f  P o r t e r  ( 1 9 7 4 )  a r e  r e p r o d u c e d  i n  t a b l e  2 . 5 .  

T h e  r e s u l t s  a r e  p e r s u a s i v e  e v i d e n c e  f o r  P o r t e r ’ s a s s e r t i o n  

t h a t  t h e  s t r u c t u r e - c o n d u c t - p e r f o r m a n c e  p a r a d i g m ,  a t  l e a s t  a s  

e s p o u s e d  i n  m o d e l s  s u c h  a s  C o m a n o r  an d  W i l s o n  ( 1 9 6 7 )  and

E s p o s i t o  and E s p o s i t o  ( 1 9 7 1 ) ,  i s  o f  p a r t i c u l a r  r e l e v a n c e  t o  

c o n v e n i e n c e  i n d u s t r i e s .

P o r t e r  ( 1 9 7 6 )  e x t e n d e d  h i s  e a r l i e r  s t u d y  i n  a n u m b e r  o f  

w a y s  t h o u g h  t h e  r e s u l t s  a n n o u n c e d  i n  t h e  e a r l i e r  s t u d y

r e m a i n e d  c e n t r a l  t o  h i s  a r g u m e n t s .  One n o t a b l e  e x t e n s i o n

p a r t i c u l a r l y  f o r  t h i s  s t u d y  was  h i s  a t t e m p t  t o  i n t r o d u c e

m e a s u r e s  o f  r e t a i l  s t r u c t u r e  a s  a n  e x p l a n a t i o n  o f  

m a n u f a c t u r e r  p r o f i t  r a t e s  f o r  c o n v e n i e n c e  g o o d s .

T h e r e  a r e  so many m e a s u r e s  o f  r e t a i l  s t r u c t u r e  u s e d  by  

P o r t e r  ( 1 9 7 6 )  t h a t  t h e y  a r e  b e s t  p r e s e n t e d  i n  t a b l e  f o r m  

( t a b l e  2 . 6 ) .
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f A b L t  2 . 5 2 Kfc.bUL.TS Uh PuRTER ( I b 7 4 )  — fcuUAi I  GNU f c X P L A IN IN G  P k C k I T
RATES.

i n t CR a M t S A / S GR RD ACR ad . Rsq

A l l
( 1 )

C o n s u m e r  I n d u s t  r  i  e s  
5 4 b  - . 5 0 2  . 0 1 7 c  

( 2 . 0 )  ( 1 . 9 3 )  (1 » £ 7 )

(n  = 4 2  
5 2 2 a  

( 3 .  7 0 )

:)
. 0 2 1  b 

( 1 . 7 3 )
17 .  0  

( . 9 7 5 )
. 0 0 0 7 a  
( 2 .  9 7 )

» 4 7 7 a

( 2 ) 4 £ b
( 1 . 7 )

/ . 0 0 6  
( . 6 6 6 )

. 4 4 9 a  
( 3 . 1 9 )

. 0 2 5 b  
( 2 . 0 1 )

1. 16  
( . 0 7 3 )

. 0 0 0 5 b . 4 3 7 a

( 3 ) 3 9 a  
( 5 .  1)

5 7 3 b
( 2 . 2 0 )

. 0 1 4
( 1 . 3 7 )

. 6 3 0 a  
( 4 .  3 2 )

/ 1 6 .  2  
( . 9 0 1 )

. 0 0 1 0 a  
( 4 . 6 2 )

. 4 4 3 a

( 4 ) 7 0 a  
( 2 .  Q)

- .  2 5 1
( 1 .  1 5 )

/ . b 2 7 a  
( 3 . 6 3 )

. 0 1 8  
( 1 .  4 3 )

. 6 2 0  
( .  0 4 2 )

. 0 0 0 7 a  
( 2 . 7 1 )

. 4 5 0 a

Conv
( 5 )

re n i e n c e  Goods
c  ”*• £v!^^b

( 1 . 7 )  ( 2 .  £ 2 )

; I n d u s t  
. 0 1 5 c  

( 1 .  5 3 )

r i e s  (n  
. 5 9 1 a  

( 5 .  1 5 )

= 19 )  
. 0 2 6 b  

( 1 . 9 5 )
9 .  £ 9  

( . 6 9 3 )
. 0 0 1 3 a  

( 2 . £ 3 )
. 8 1 3 a

( £ ) 6 1 b  
( 2 .  3 )

"*. wf3oO
( 2 . 5 3 )

. 0 1 1 c  
( 1 . 4 4 )

. 6 0 0 a  
( 5 .  3 6 )

. 0 2 4  b 
( 1 . 3 3 )

/ . 00 .19 a  
( 3  tr 16)

. 821 a

( 7 ) i  1
f \\ « -Ju/

/ . 0 1 4 . 5 1 7 a  
( 3 .  3 5 )

. 0 4 0 a  
( 2 . 7 9 )

9 4
( . Ob9 )

. 0 0 1 2 c  
( 1 .  5 5 )

7 2 9 a

( 3 )  1 0 2 a  
( 6 .  2 )

- .  S 3 0 a  ‘ 
( 3 .  4 5 )

. 0 0 7  
( .  6 7 1 )

. 7 1 7 a  
( 6 . 8 5 )

/ 4 .  31  
( . 2 3 8 )

. 0 0 2 2 a  
( 3 .  5 6 )

. 7 7 4 a

( 9 ) 31 a 
( 3 .  4 )

- .  £ 2 4 b  
( 2 . 4 7 )

/ ■ t i 2 3 a  
( 5 .  2 5 )

. 0 1 7  
( 1 .  3 5 )

—3 .  9 7  
( . 3 5 6 )

. 0 0 2 2 a  
( 3 .  5 6 )

. 7 9 4 a

N o n 
( 10 )

c o n v e n  
7 7  b 

( 2 .  0 )

i e n c e  Goods  I n d u s t r i e '  
. 1 5 3  - . 0 0 1  . 2 2 4  

( . 2 4 4 )  ( . 1 5 5 )  ( . 3 3 6 )

s ( n = 
.. 0 0 9  

( . 3 4 )
/ . 0 0 0 5  

( 1 . 1 5 9 )
. 155

( 1 1 ) 7 8 b  
( 2 .  1)

. 1 2 5  
( . 3 4 6 )

/ . 2 1 9  
( .  3 4 1 )

. 0 0 9  
( . 3 7 1 )

/ . 0 0 0 5  
( 1 . 2 8 9 )

. 2 0 2 c

( 1 2 ) 9 2 a  
( 4 .  5 )

. 2 5 5  
( .  4 3 5 )

- .  0 0 2  
( .  1 0 6 )

/ / / . 0 0 0 5  
( 1 . £ 4 9 )

. 2 2 0 c

( 1 3 ) 9 0 a  
( 5 .  3 )

. 0 9 6  
( . 2 7 3 )

// . 3 4 9  
( . £ 6 9 )

/ / . 0 0 0 6 b  
( 2 .  3 4 )

. 2 3 8 q

( 1 4 ) 3 8 a  
( 4 .  2 )

. 1 6 2  
( .  2 6 6 )

- .  0 0 3
( . 1 O wi )

■ 3 5 2  
( .  6 5 7 )

/ / . 0 0 0 6 b  
( 1 .  7 4 )

. 1 9 6 c

K a y : CR 3 = 3 F i riYi C o n c e n t  r a t  i  on R a t i o ,  MES = M in im u m E f f i  c i  e n t
S c a l e ,  A / S  =  A d v e r t i s i n g  S a l e s  R a t i o ,  GR = G r o w t h ,  RD = 
R e g i o n a l  Dummy, ACR = A b s o l u t e  C a p i t a l  R e q u i r e m e n t s .

N o t e s :  F i q u . r e s  i n  p a r e n t h e s e s  a r e  t  v a l u e s .



TABLE 2 . 6 :  D E F I N I T I O N S  OF R E T A I L  STRUCTURE V A R IA B L E S  USED BY
PORTER ( 1 9 7 6 )

V A R IA B L E

N u m b e r  o f  
E s t  a b  1 i  s h m e n t  s

N urn b e  r  o f  f  i  rms

D E F I N I T I O N

T h e  n u m b e r  o f  r e t a i l  e s t a b l i s h m e n t s  
t h e  d o m i n a n t  r e t a i l  o u t l e t  c l a s s  s e l l  
t h e  p r o d u c t .

i  n 
i n g

T h e  n u m b e r  o f  l a r g e s t  
50% o f  r e t a i l  s a l e s  
r e t a i l  o u t l e t  c l a s s .

r e t a i l  f i r m s  w i t h  
i n  t h e  d o m i n a n t

T o t a l  N u m b e r  o f  
r e t a i l  b u y e r s

T h e  sum o f  t h e  n u m b e r  o f  l a r g e s t  r e t a i l  
f  i  rms a c c o u n t  i  ng f o r  50% o f  r e t  a i  I  s a  1 e:.- 
f o r  e a c h  r e t a i l  c l a s s  s e l l i n g  a 
s i g n i f i c a n t  p o r t i o n  o f  r e t a i l  s a l e s  o f  
t h e  p r o d u c t .

W e i g h t e d  n u m b e r  T h e  w e i g h t e d  a v e r a g e  ( u s i n g  p e r c e n t  o f  
o f  f i r m s .  t o t a l  r e t a i l  s a l e s  o f  t h e  p r o d u c t )  o f

t h e  a b o v e  v a r i a b l e .

H i g h  b u y e r  
c o n c e n t  r a t  i o n  ( d )

A dummy v a r i a b l e  s o r t i n g  i n d u s t r i e s  i n t o  
h i g h  o r  l o w e r  b u y e r  c o n c e n t r a t i o n  b a s e d  
on a c o m p o s i t e  o f  t h e  a b o v e  t h r e e  
m e a s u r e s .

A v e r a g e  r e t a i l  
f i r m  s i z e

T h e  a v e r a g e  f i r m  s i z e  o f  t h e  l a r g e s t  
f i r m s  a c c o u n t i n g  f o r  50% o f  r e t a i l  s a l e s  
i n  t h e  d o m i n a n t  r e t a i l  o u t l e t  c l a s s .

W e i g h t e d  a v e r a g e  
f i r m  s i z e

Same p r o c e d u r e  a s  a b o v e :  a l s o  c o m p u t e d
f o r  a l l  r e t a i l  f i r m s  a s  w e l l  a s  l a r g e s t  
o n e s  a c c o u n t i n g  f o r  50% o f  r e t a i l  s a l e s .

B r e a d t h  o f  
p r o d u c t  l i n e

H -  I n d e x  o f  
m u l t i p l e  o u t l e t  
s e l 1 i n q .

An i n d e x  m e a s u r  i  ng t  he  n urn be r  a n d
r e l a t i v e  s h a r e s  o f  m e r c h a n d i s i n g  l i n e s  
c a  r  r  i  ed  by t  he d om i  n a n t  r e t  a i l  o u t 1e t  
c l a s s  s e l l i n g  t h e  p r o d u c t .

An i n d e x  m e a s u r i n g  t h e  n u m b e r  
r e l a t i v e  s h a r e s  o f  o u t l e t  c l a s s e s .

a n a

R e t a i l  a d v e r t i s i n g  
t o  s a l e s  r a t i o .

F o r  t h e  d o m i n a n t  r e t a i l  o u t l e t  c l a s s .

R e t a i l  p r o f i t  on  
e q u i t y .

P r o f i t  on e q u i t y  f o r  t h e  d o m i n a n t  r e t a i l  
o u t l e t  c l a s s .



macro-persoective of government s ta t is t ic s  means that the 

results must oe ■created with a good ceai of circuiYisoection 

out even so the results are of a great ceai of interest. The 

results are again divided into convenience ana non 

convenience gooes. The tests which snow results of 

significance are snown m taoies 2-7. ana 2.S. Care snouiti be 

taken when analysing these taoies as a l l  tne ivianufacturer 

variables have been excluded even tnough tney were i n c i u a e c  

in every test. This policy was adopted by Porter (1.976) for 

tne sake of c la r i ty  out unfortunately means tne in i t ia l  

impression from a casual glance of high exoianat i on by r e t a i l  

structure variables is a mis leading one.

TABLE 2 . 7 s  RESUl TS UF PORTER ( 1 9 7 6 )  — THE EFFECTS OF BUYi-R 
STRUCTURE ON P R O FIT  RATES FOR COiWEN I  EiVCE GOODS.

. . . .  CR 4  NUMBER OF R E T A IL  HIGH BUYER
FIRMS A / S  CONC. a o j  Rsc

( 1 )  - . 6 0 4  - . 0 0 1 c  /  /  . 66 a
< i . 6 0 )  ( i . 6 9 )

( 2 )  - . 3 7 1  /  . 2 9 1  b /  . 6 6  a
(1. x 0 > ( 1 . 8 2 )

( 3 )  - . 7 3 3  /
(1.96)

N o t e s !  F i g u r e s  i n  p a r e n t h e s e s  a r e  t  v a l u e s ,
a = s i g n i f i c a n t  a t  99% l e v e l .
□ =5 s i g n i f i c a n t  a t  95% l e v e l ,
c = s i g n i f i c a n t  a t  90% l e v e l .
M a n u f a c t u r e r  s t r u c t u r a l  v a r i a b l e s  on t h e i r  own y i e l d e d  a 

a d j u s t e d  R s o u a r e a  o f  . 8 3  a .

S o u r c e :  P o r t e r  ( 1 9 / 6 ) .

- 1 9 . Oc 
( i . 3 3 )

. 9 3  a



T A B L E  L . 8 s rT::.bljl. i'b O F  P O R T E R  (197b )   7aF
S T R U C T U R E  O N  P R O F I T  R A T E S  F O R  m O n

« » ■ « ! WNF ARFb WAFS wARi-S BPu aci.i Rsq

CL) - .  0 0 0 7 o /  /  ' /  /  /  . Q2 a
<2. 0 4 )

( 2 )  /  0 0 2 b  /  /  /  /  . 8 2  a
<i . 9 7 )

(3 )  /' /' . 0 0 0 0 5 c  /  /  /  . 8 1  a
( 1 . 6 0 . )

/  /  /  . 0 0 3 d /  /  . 8 3  a
( 2 . 1 6 )

<5) /  /  /  /  0 0 0 2  D / . 8 4  a
( 2 . 5 6 )

/  /  /  /  /  - . 4 2 3 a  . 8 2  a
( 3 . 5 9 )

Key (in conjunction witn tab1e 2.6.)s
TRB - Total Mumcer of Retail Buyers,
WNF- = we i g nt eci M urn be r o f F i r ms.
PlRFS - Average Retail Firm Size.
WhFS = We i g nt ed Ave rage Fi rm Size.
WiARFS ~ weigntEQ Average (ail Retail) Firm Size.
BPL = Breadtn of Product Line.

Notess Figures in parentheses are t values.
a = s ign ificant at 99% level,, b = 95% „ c = 90%. 
fianuf act u re r structural variables on tn e ir  own yielceo a 
adjusted R sauared of .68 a.

S o u rce • P orter ( 1976) .

For the convenience good sector wnich is of orime 

interest for th is  study Porter (1976) found that the mtmoer 

of firms (i, e. the number of re ta ilers  m the dominant outlet 

class accountinp for 50% of sales), the re ta ile r  advertising 

sales ratio and the high buyer concentration dummy a l l  to oe 

of sipnificance when inc1uoeo with the manufacturer 

structural variables. in terms of increa^j.ng the s ta t is t ic a l 

explanation of the manufacturer orientateu mooei of taoie
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Z.  sjm t h e  dummy v a r i a b l e  o f  b u y e r  c o n c e n t  r a t  i  on a n d  t h e  

e s t i m a t e d  r e t a i l  a d v e r t i s i n g  s a l e s  r a t i o  w o u l d  a p p e a r  t o  be  

o f  n o t e .

P o r t e r ’ s f i n d i n g s  ( P o r t e r  1 9 7 6 )  on t h e  n o n —c o n v e n i e n c e  

s e c t o r  s h o w e d  a  r a n g e  o f  r e t a i l  s t r u c t u r e  v a r i a b l e s  t o  be

s i g n i f i c a n t ;  n a m e l y  t h e  w e i g h t e d  n u m b e r  o f  f i r m s ,  a v e r a g e  

r e t a i l  f i r m  s i z e  ( w e i g h t e d  and  u n w e i g h t e d ) ,  w e i g h t e d  a v e r a g e  

f i r m  s i z e  a n d  b r e a d t h  o f  p r o d u c t  l i n e .

P o r t e r  ( 1 9 7 6 )  r i g h t l y  s u g g e s t s  t h a t  h i s  f i n d i n q s  a r e  

e v i d e n c e  t h a t  r e t a i l  s t r u c t u r e  h a s  a s i g n i f i c a n t  e f f e c t  on

m a n u f a c t u r e r  p r o f i t a b i l i t y .  H i s  m a i n  a s s e r t i o n  b e i n g  t h a t  t h e

e f f e c t s  o f  r e t a i l  s t r u c t u r e  a r e  o f  p a r t i c u l a r  i m p o r t a n c e  i n

t h e  n o n - c o n v e n i e n c e  s e c t o r  on t h e  g r o u n d s  t h a t  t h e  r e t  a i  lev* 

h a s  m i n i m a l  i n f l u e n c e  on t h e  c o n s u m e r  i n  c o n v e n i e n c e  g o o d s .  

S u c h  a n  a s s e r t i o n *  seem s s l i g h t l y  s u r p r i s i n g  g i v e n  t h a t  h i s  

own r e s u l t s  f i n d  s i g n i f i c a n t  e f f e c t s ,  o f  r e t a i l  s t r u c t u r e  on 

m a n u f a c t u r e r  p r o f i t a b i 1 i t y  w i t h i n  t h e  c o n v e n i e n c e  s e c t o r  

e v e n  i f  n o t  o f  t h e  same m a g n i t u d e  a s  t h e  n o n —c o n v e n i e n c e  

s e c t o r .  W h i l s t  t h i s  s t u d y  i s  n o t  g o i n g  t o  r e p l i c a t e  P o r t e r ’ s 

w o r k  a n d  c o m p a r e  c o n v e n i e n c e  t o  n o n - c o n v e n i e n c e  s e c t o r s ,  a 

c e n t r a l  a i m  o f  t h i s  t h e s i s  i s  t o  e x p l o r e  t h e  U . K .  c o n v e n i e n c e  

s e c t o r  a n d  a s s e s s  w h e t h e r  i n  r e g a r d  t o  m a n u f a c t u r e r  

a d v e r t i s i n g  a n d  b r a n d  v a r i e t y  r e t a i l  v a r i a b l e s  h a v e  a 

s i g n i f i c a n t  e f f e c t .  I n  t h e  l i g h t  o f  t h e  r e t a i l  c h a n g e  

d i s c u s s e d  i n  c h a p t e r  one and o f  t h e  t h e o r y  a n d  e v i d e n c e  

( i n c l u d i n g  P o r t e r ’ s )  d i s c u s s e d  i n  t h i s  c h a p t e r ,  t h e r e  seem s  

good r e a s o n  t o  t h i n k ,  i n  r e g a r d  t o  m a n u f a c t u r e r  b e h a v i o u r  and  

p e r f o r m a n c e  i n  g e n e r a l ,  t h a t  r e t a i l  s t r u c t u r e  w i l l  h a v e  «*

s i g n i f i c a n t  e f f e c t .
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3 . 0 .  O B J E C T IV E S .

T h i s  c h a p t e r  s e t s  o u t  t o  g i v e  a b r i e f  r e v i e w  o f  t h e

e x i s t i n g  t h e o r y  and e v i d e n c e  i n  r e g a r d  t o  t h e  d e t e r m i n a n t s  o f  

a d v e r t i s i n g  a s i d e  f r o m  r e t a i l  p o w e r .

T h e  p u r p o s e  o f  t h i s  i s  t o  p r o v i d e  t h e  b a c k c l o t h  f o r  t h e  

f i r s t  m a j o r  h y p o t h e s i s  o f  t h i s  w o r k ,  n a m e l y  t h a t  r e t a i l  

s t r u c t u r e  h a s  a n  i n f l u e n c e  on t h e  d e g r e e  o f  m a n u f a c t u r e r  

a d v e r t i s i n g .  F o r ,  i n  o r d e r  t o  t e s t  t h e  h y p o t h e s e s  c o n c e r n i n g  

t h e  e f f e c t  o f  r e t a i l  s t r u c t u r e  on a d v e r t i s i n g ,  i t  i s

n e c c e s s a r y  t o  a s s e s s  w h i c h  o t h e r  v a r i a b l e s  s h o u l d  be

i n c l u d e d .  C h a p t e r  f o u r  w i l l  e x a m i n e  t h e  e x i s t i n g  t h e o r y  and  

e v i d e n c e  i n  r e c j a r d  t o  p r o d u c t  v a r i e t y  so  a s  t o  p r o v i d e  t h e  

b a c k c l o t h  f o r  t h e  s e c o n d  m a j o r  h y p o t h e s i s  t h a t  r e t a i l  

s t r u c t u r e  h as  a n e g a t i v e  i n f l u e n c e  on t h e  a m o u n t  o f  p r o d u c t  

v a r i e t y .

T h e  h y p o t h e s e s  on how r e t a i l  s t r u c t u r e  a f f e c t s  

m a n u f a c t u r e r  a d v e r t i s i n g  and b r a n d  v a r i e t y  w i l l  t h e m s e l v e s  be  

d i s c u s s e d  i n  c h a p t e r  f i v e .

3 .  1. THE R E L A T IO N S H IP  OF MARKET CONCENTRATION AND A D V E R T I S IN G .

T h i s  s e c t i o n  a i m s  t o  s u m m a r i z e  t h e  d i f f e r e n t  s c h o o l s  o f  

t h o u q h t  on t h e  r e l a t i o n s h i p  b e t w e e n  m a r k e t  c o n c e n t  r a t i o n  and
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a d v e r t i s i n g  and  t o  r e v i e w  t h e  e v i d e n c e  f o r  s u c h  a  

r e l a t  i o n s h i p .

3 . 1 . 1 .  THE M f tR G IN f tL IS T  APPROACH.

B e f o r e  t h e  a d v e n t  o f  m o d e l s  s u c h  a s  B u c h a n a n  ( 1 9 4 2 )  and  

D o r f m a n  a n d  S t e i n e r  ( 1 9 5 4 )  a d v e r t i s i n g  had  l i t t l e  p a r t  i n  

n e o —c l a s s i c a l  t h e o r y .  T h e  m a i n  r e a s o n  f o r  t h i s  was  t h a t  t h e  

b e n c h m a r k  o f  n e o - c l a s s i c a l  t h e o r y ,  p e r f e c t  c o m p e t i t i o n ,  h a s  

no r o l e  f o r  a d v e r t i s i n g  e i t h e r  a s  an  i n s t r u m e n t  o f  

i n f o r m a t i o n  o r  p e r s u a s i o n .

P e r f e c t  c o m p e t i t i o n  c a n n o t  by i t s  a s s u m p t i o n s  o f  p e r f e c t  

k n o w l e d g e  a n d  c o s t l e s s  e n t r y  h a v e  a r o l e  f o r  a d v e r t i s i n g .  T h e  

a s s u m p t i o n  o f  p e r f e c t  i n f o r m a t i o n  i s  b r e a c h e d  i f  t h e r e  a r e  

a n y  c o s t s  t o  a n y  c o n s u m e r  o f  r e c i e v i n q  t h e  i n f o r m a t i o n  t h a t  

a d v e r t i s i n g  c o n t a i n s .  F u r t h e r m o r e ,  b e c a u s e  c o n s u m e r s 7 

p r e f e r e n c e s  h a v e  t o  be p e r f e c t l y  s p e c i f i e d  a t  t h e  o u t s e t  o f  

t h e  m o d e l  t h e r e  c a n  be no r o l e  f o r  p e r s u a s i v e  a d v e r t i s i n g .  

T h e  a s s u m p t i o n  o f  f r e e  e n t r y  w o u l d  be a l s o  b r e a c h e d  i f  

a d v e r t i s i n g  was a s i g n i f i c a n t  c o s t  o f  e n t r y .

T h u s  m o s t  e c o n o m i s t s  w o u l d  a g r e e  t h a t  a d v e r t i s i n g  h a s  no 

r o l e  i n  t h e  m o d e l  o f  p e r f e c t  c o m p e t i t i o n '  a l t h o u g h  t r u e  t o  

f o r m  t h e r e  a r e  some who ( q u i t e  w r o n g l y )  s u g g e s t  i t  h a s  e . g .  

S a v a g e  ( 1 9 7 1 ) .  G r e a t  c o n t r o v e r s y  h o w e v e r  r e i g n s  o v e r  w h e t h e r  

a d v e r t i s i n q  i s  i n f o r m a t i v e  o r  p e r s u a s i v e .  borne a u t h o r s  s u c h  

a s  S t i q l e r  ( 1 9 6 1 )  a r g u e  t h a t  a d v e r t i s i n g  i s  i n f o r m a t i v e  and  

b r i n q s  t h e  m a r k e t  n e a r e r  t h e  i d e a l  oi p e r r e c c  c o m p e t i t i o n .  

L i k e w i s e  N e l s o n  ( 1 9 7 4 )  a r g u e s  t h a t  a d v e r t i s i n g  i s  p u r e l y  

i n f o r m a t i o n  w h e r e a s  G a l b r a i t h  ( 1 9 7 9 )  s e e s  a d v e r t i s i n g  a s  

c r e a t i n g  w a n t s  w h i c h  a r e  n o t  d i s t i n g u i s h e d  , by m o d e r n  

s o c i e t y  , f r o m  b a s i c  n e e d s .  T h i s  c o n t r o v e r s y  h o w e v e r  s h o u l d



l o g i c a l l y  be  d i s t a n c e d  f r o m  t h e  m o d a l  o f  p e r f e c t  c o m p e t i t i o n  

s i n c e  h a v i n g  a  d e g r e e  o f  t h e  a t t r i b u t e s  o f  p e r f e c t  

c o m p e t i t i o n  ( b e  i t  g o o d  i n f o r m a t i o n  o r  no a d v e r t i s i n g )  i s  n o t  

e v i d e n c e  t h a t  a  m a r k e t  s t r u c t u r e  i s  a n y  m o re  d e s i r e a b l e  t h a n  

a  m a r k e t  s t r u c t u r e  w i t h  f e w e r  o f  t h e  a t t r i b u t e s  o f  p e r f e c t  

c o m p e t i t i o n .  Ps  L i p s e y  a n d  L a n c a s t e r  ( 1 9 5 6 )  d e m o n s t r a t e d  t h e  

d e s i r a b i l i t y  o f  p e r f e c t  c o m p e t i t i o n  i s  d e p e n d e n t  on a l l  o f  

i t s  c o n d i t i o n s  h o l d i n g  a b s o l u t e l y  and  s i m u l t a n e o u s l y .

W h e t h e r  o r  n o t  a d v e r t i s i n g  b r i n g s  a r e a l  w o r l d  e c o n o m y  

" n e a r e r "  t o  t h e  m o d e l  t h e  f a c t  r e m a i n s  t h a t  t h e  -m o d e l  , i t s e l f  

d o e s  n o t  h a v e  a r o l e  f o r  a d v e r t i s i n g .  T h e  o t h e r  t r a d i t i o n a l  

m o d e l s  o f  t h e  f i r m  e n a b l e  a d v e r t i s i n g  t o  be i n c o r p o r a t e d  b u t  

o n l y  i n  p a s s i n g  a n d  n o t  i n  a  m a n n e r  t h a t  m a k e s  a d e f i n i t i v e  

p r e d i c t i o n  o f  a  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  and  

a d v e r t i s i n g .  T h e  f i r s t  m o d e l  o f  t h e  f i r m  t h a t  e n a b l e d  s e l l i n g  

c o s t s  t o  be .  i n c o r p o r a t e d  was C h a m b e r 1 i n 7 s t h e o r y  o f  

m o n o p o l i s t i c  c o m p e t i t i o n  ( C h a m b e r l i n  1 9 3 3 ) .  The- m o d e l  h a s  

s e r i o u s  f l a w s  i n  i t  a s  D e m s e t z  ( 1 9 6 8 )  n o t e s ,  e . g .  t h e  

i n c o m p a t i b i l i t y  o f  t o t a l l y  f r e e  e n t r y ,  s e l l i n g  c o s t s  and  

p r o d u c t  d i f f e r e n t i a t i o n ,  b u t  i t  c a n  be u sed  t o  i l l u s t r a t e  how 

a d v e r t i s i n g  c a n  be i n c o r p o r a t e d  i n t o  t h e  t r a d i t i o n a l  m o d e l s  

o f  t h e  f i r m .  T h e  e f f e c t  o f  a d v e r t i s i n g  on a m o n o p o l i s t i c  

c o m p e t i t o r  i s  shown d i a g r a m a t i c a l l y  i n  f i g u r e  1. P r i o r  t o  

a d v e r t i s i n g  t h e  demand c u r v e  i s  D ( and t h e  p r o f i t  m a x i m i s i n g  

(MC=MR) q u a n t i t y  i s  a t  e , w i t h  a p r i c e  o f  P .

W i t h  a d v e r t i s i n g  demand s h i f t s  t o  D z and  t h e  a v e r a g e  

t o t a l  c o s t s  s h i f t  f r o m  PT C i t o  P T C z * F o r  e a s e  o f  e x p o s i t i o n  

a d v e r t i s i n g  h a s  b e e n  t r e a t e d  a s  n o t  v a r y i n g  w i t h  q u a n t i t y ,  

t h i s  i s  h o w e v e r  n o t  a n e c e s s a r y  c o n d i t i o n .
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F I G U R E  3 .  1 :______ 1 HE P.FFECT Of- A D V E R T I S IN G  ON A M O N O P O L IS T IC
COMPETITOR.

He

ATC

ATC

I n  f i g u r e  3 . 1 .  a d v e r t i s i n g  i n c r e a s e s  demand s u f f i c i e n t l y  t h a t  

t h e  f i r m  i n c r e a s e s  s a l e s ,  i n c r e a s e s  p r i c e  a n d  i n c r e a s e s  

p r o f i t .  As f i g u r e  3 . 2 .  i l l u s t r a t e s  ( i n  t e r m s  o f  t o t a l  r e v e n u e  

c u r v e s )  t h i s  i s  n o t  a l w a y s  t h e  c a s e  a s  i t  i s  q u i t e  p o s s i b l e  

t h a t  t h e  c o s t  o f  a d v e r t i s i n g  w i l l  n o t  be met  by i n c r e a s e d  

d e m a n d .

F i g u r e  3 . 2 .  i l l u s t r a t e s  t h r e e  l e v e l s  o f  a d v e r t i s i n g  

e x p e n d i t u r e  <A1, G2 avid A3)  and t h e  c o r r e s p o n d i n g  r e v e n u e ,  

c o s t  a n d  p r o f i t  l e v e l s .  I n  t h i s  c a s e  A2 y i e l d s  t h e  g r e a t e r  

p r o f i t  avid i l l u s t r a t e s  t h e  e x p e c t a t i o n  t h a t  t h e  e f f e c t  o f  

a d v e r t i s i n g  on p r o f i t  a f t e r  a c e r t a i n  p o i n t  w i l l  be  n e g a t i v e .
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F I G U R E  5 , 2 .  : i HE EFl-ECTS OF A D V E R T I S I N G  ON P R O F I T .

-rc

T«

r c

T h e  e c o n o m i c  t h e o r y  r e g a r d i n g  a d v e r t i s i n g  e x i s t e d  i n  

t h i s  i m p r e c i s e  s t a t e  u n t i l  B u c h a n a n  (194li ! )  a n d  l a t e r  D o r f m a n  

and S t e i n e r  ( 1 9 5 4 )  f o r m a l i s e d  t h i s  e x p e c t a t i o n  i n  a 

m a t h e m a t i c a l  t h e o r e m .

T h o u g h  t h e r e  a r e  v a r i a t i o n s  a nd  e l a b o r a t i o n s  on w h a t  h a s  

com e t o  be  known a s  t h e  D o r f m a n  and  S t e i n e r  t h e o r e m  t h e  b a s i c  

m o d e l  i s  i n  e s s e n c e  e x t r e m e l y  s i m p l e .  F i r m s  w i l l  m a n i p u l a t e  

p r i c e  a nd  a d v e r t i s i n g  up t o  t h e  p r o f i t  m a x i m i s i n g  p o i n t  w h i c h  

i s  w h e r e  t h e  a d v e r t i s i n g  s a l e s  r a t i o  e q u a l s  t h e  e l a s t i c i t y  o f  

a d v e r t  i s i n q  o v e r  t h e  p r i c e  e l a s t i c i t y  o f  d em an d .  T h i s  i n  

i t s e l f  l e a d s  t o  no d i r e c t  h y p o t h e s i s  b e t w e e n  c o n c e n t  r a t i o n  

a n d  a d v e r t i s i n g  b u t  i t  d o e s  show t h a t  p r o f i t  m a r g i n s  and  

a d v e r t i s i n g  a r e  p o s i t i v e l y  r e l a t e d .  I f  p r o f i t  m a r g i n s  a r e  

p o s i t i v e l y  r e l a t e d  t o  c o n c e n t  r a t i o n  a s  t h e  t r a d i t i o n a l  t h e o r y  

p r e d i c t s  t h e n  t h i s  i n  t u r n  w i l l  mean t h a t  t h e r e  w i l l  b e  a 

p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i on a n d  a d v e r t i s i n g .
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T h o u g h  t h e  marg i n a l  i s t  a p p r o a c h  i s  o n e  M ethod  o f  r e  l a t i n o  

a d v e r t i s i n g  t o  M a r k e t  s t r u c t u r e  i t  i s  by n o  M e a n s  t h e  o n l y  

one. F u r t h e r m o r e  i t  has a number o f  d i s a d v a n t a g e s .

I t  a s s u m e s  t h a t  a d v e r t i s i n g  (a n d  p r i c e )  c a n  be c h a n g e d  

s m o o t h l y  and  c o n t i n u o u s l y  w h i c h  i s  c l e a r l y  u n r e a l i s t i c  q i v e n  

t h e  d i s c r e t e  n a t u r e  o f  t h e  c o s t  s t r u c t u r e  o f  a d v e r t i s i n g .  

T h i s  d o e s  n o t  i n v a l i d a t e  t h e  m o d e l  i n  t e r m s  o f  b e i n g  u s e d  a s  

a  b a s i s  f o r  e m p i r i c a l  t e s t s  b u t  on a p r i o r i  g r o u n d s  i t  

s u g g e s t s  a b e t t e r  m o d e l  c o u l d  be  d e v e l o p e d .

T h e  m o d e l  t a k e s  no a c c o u n t  o f  r e a c t i o n s  by  r i v a l s ,  w h i c h  

a r e  l i k e l y  t o  be  i m p o r t a n t  g i v e n  t h a t  t h e i r  r e a c t i o n s  w i l l  

a f f e c t  t h e  p o t e n t i a l  s a l e s  g a i n .  W h i l s t  S c h m a l e n s e e  ( 1 9 7 2 )  

d e v e l o p s  t h e  m o d e l  t o  i n c l u d e  t h e  e l a s t i c i t y  o f  dem and w i t h  

r e s p e c t  t o  o t h e r  f i r m s  and t h e  e l a s t i c i t y  o f  r e s p o n s e  o f  

o t h e r  f i r m s  a d v e r t i s i n g  w i t h  r e s p e c t  t o  t h e  f i r m ’ s own 

a d v e r t i s i n g  i t  d o e s  n o t  r e l a t e  t h e s e  t o  m a r k e t  s t r u c t u r e .

To  e x p l o r e  t h e  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  and  

a d v e r t i s i n g  i t  i s  n e c e s s a r y  t o  s p e l l  o u t  t h e  b e h a v i o u r a l  

a s s u m p t i o n s  i n  r e g a r d  t o  a d v e r t i s i n g  t h a t  seem  m o s t  p l a u s i b l e  

u n d e r  t h e  d i f f e r e n t  f o r m s  o f  m a r k e t  s t r u c t u r e .

T h e r e  a r e  t w o  i n c e n t i v e s  f o r  f i r m s  t o  a d v e r t i s e :  t o

i n c r e a s e  m a r k e t  demand o r  t o  i n c r e a s e  ( m a i n t a i n )  m a r k e t  

s h a r e .  S u c h  i n c e n t i v e s  c a n  be  e x p e c t e d  t o  v a r y  w i t h  d i f f e r i n g  

l e v e l s  o f  m a r k e t  c o n c e n t  r a t i o n .

I n  l o w  c o n c e n t r a t i o n  i n d u s t r i e s  t h e  b e n e f i t  t h a t  w i l l  

a c c r u e  t o  t h e  i n d i v i d u a l  f i r m  f r o m  a d v e r t i s i n g  t h a t  i n c r e a s e s  

t h e  o v e r a l l  l e v e l  o f  m a r k e t  demand w i l l  c l e a r l y  be v e r y  

s m a l l .  T h i s  i s  s i m p l y  b e c a u s e  t h e  i n d i v i d u a l  m a r k e t  s h a r e s  o f  

f i r m s  w i l l  be v e r y  lo w .  T he  l i k e l i h o o d  o f  an  i s o l a t i o n
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p s r a d o x  a l s o  w i l l  be  h i g h  i n  a n  a t o m i s t i c  m a r k e t .  F o r  t h o u g h  

a l l  f i r m s  may be b e t t e r  o f f  i f  t h e y  a l l  a d v e r t i s e ,  t h e  

d i f f i c u l t y  o f  c o l l u s i o n  and t h e  a p p e a l  o f  f r e e  r i d e r  e f f e c t s  

( i . e .  g a i n i n g  f r o m  t h e  a c t i o n s  o f  o t h e r s  w i t h o u t  i n c u r r i n g  

t h e i r  c o s t s )  w i l l  mean t h a t  t h e  p o t e n t i a l  b e n e f i t  w i l l  n o t  be  

r e a l i  z e d .

F i r m s  i n  l o w  c o n c e n t  r a t i o n  i n d u s t r i e s  may a l s o  h a v e  a  

f a i r l y  w e a k  a b i l i t y  t o  g a i n  m a r k e t  s h a r e  f r o m  o t h e r  f i r m s  d u e  

t o  t h e  d i f f i c u l t y  i n  d i f f e r e n t i a t i n g  t h e i r  a d v e r t i s i n g  a n d  

p r o d u c t  f r o m  t h a t  o f  o t h e r  f i r m s .  T h i s  d i f f i c u l t y  may be  

e n h a n c e d  i f  t h e r e  a r e  e c o n o m i e s  o f  s c a l e  i n  a d v e r t i s i n g  t h a t  

a r e  u n o b t a i n a b l e  f o r  t h e s e  r e l a t i v e l y  s m a l l  f i r m s .  A t o p i c  

e n l a r g e d  u p o n  i n  s e c t i o n  3 . 3 .

F i r m s  i n  i n d u s t r i e s  w h i c h  . a r e  o f  m e d iu m  t o  h i g h

c o n c e n t  r a t i o n  w i l l  be m o re  l i k e l y  t o  e n g a g e  i n  c o m b a t i v e

a d d v e r t i s i n g  t o  g a i n  m a r k e t  s h a r e  f r o m  r i v a l s  t h a n  f i r m s  i n  

l o w  c o n c e n t r a t e d  i n d u s t r i e s  o r  m o n o p o l y .

A p u r e  m o n o p o l i s t  w i l l  h a v e  e v e r y  i n c e n t i v e  t o  i n c r e a s e  

t h e  m a r k e t  dem and a s  a l l  g a i n s  w i l l  a c c r u e  t o  i t .  C o m b a t i v e

a d v e r t i s i n g  w i l l  be u sed  o n l y  a s  a d e t e r r e n t  t o  p o t e n t i a l

e n t  r a n t  s .

F r o m  t h i s  s i m p l i s t i c  a n a l y s i s  one w o u ld  e x p e c t  a  p o s i t i v e  

r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  and  a d v e r t i s i n g  i f  one  

e x c l u d e s  a m o n o p o l y  s i t u a t i o n .  I f  one w e r e  t o  i n c l u d e  

m o n o p o l y  a n d  p o s s i b l y  m a r k e t  s t r u c t u r e s  a p p r o a c h i n g  i t  ( w h e r e  

f i r m s  a r e  l i k e l y  t o  a c t  a s  a  m o n o p o l i s t )  t h e n  one  w o u l d  

e x p e c t  a  q u a d r a t i c  r e l a t i o n s h i p .  T h e  e x t e n t  o f  t h e  q u a d r a t i c  

e l e m e n t  w i l l  h o w e v e r  d e p e n d  on t h e  a s s u m p t i o n s  r e g a r d i n g  

p o s s i b l e  c o l l u s i o n .  T h i s  i s  an  a r e a  on w h i c h  game t h e o r y



s h e d s  some l i g h t .

F o r  t h e  p r i s o n e r ’ s d i l e m m a  i s  an  e x a m p l e  o f  w h a t  may  

o c c u r  i n  r e g a r d  t o  a d v e r t i s i n g  i n  a n  o l i g o p o l i s t i c  m a r k e t .  

T h e  b e s t  s o l u t i o n  o f  t h e  p a y - o f f  m a t r i x  o f  a d v e r t i s i n g  t o  a l l  

f i r m s  may be w hen  a d v e r t i s i n g  i s  r e l a t i v e l y  l o w  b u t  w i t h  a  

l a c k  o f  c o l l u s i o n  t h e  r e s u l t  may be much h i g h e r  a d v e r t i s i n g

e x p e n d i t u r e  t h a n  i t  n e e d  b e .  T h e  r e a s o n  f o r  s u s p e c t i n g  t h i s

m i g h t  b e  a common o c c u r e n c e  i s  t h a t  a h i g h  a m o u n t  o f  

a d v e r t i s i n g  e x p e n d i t u r e  i s  u n l i k e l y  t o  l o s e  s a l e s  t o  a

c o m p e t i t o r .  H o w e v e r  i f  one  r e d u c e s  t h e  n u m b e r  o f  f i r m s  t h e

c h a n c e s  o f  c o l l u s i o n  i n c r e a s e s .  I n f o r m a t i o n  f l o w  b e t w e e n

f i r m s  w i l l  i n c r e a s e  and t h e  a b i l i t y  t o  r e s p o n d  q u i c k l y  may

mean t h a t  f o r  h i g h  l e v e l s  o f  o l i g o p o l y  t h e  d i l e m m a  i s

" s o l v e d " .

f ts was  show n i n  c h a p t e r  tw o  d y n a m i c  game t h e o r y  may mean  

t h a t  e a c h  f i r m  h a s  t h e  c h a n c e  t o  a c q u i r e  b e t t e r  i n f o r m a t i o n  

o v e r  t i m e -  T h i s  w o u l d  seem p a r t i c u l a r l y  a p p l i c a b l e  i n  t e r m s  

o f  a d v e r t i s i n g  d u e  t o  t h e  c y c l i c a l  " c a m p a i g n s 1' 17h a t  a r e  a 

f e a t u r e  o f  t h e  a d v e r t i s i n g  w o r l d .  Due t o  f i r m s  o f t e n  v i e w i n g  

a d v e r t i s i n g  i n  t e r m s  o f  c a m p a i g n s  ( i . e .  a n  o b j e c t i v e  a n d  t a s k  

m e t h o d )  t h i s  may be g r o u n d s  f o r  s u g g e s t i n g  t h a t  f i r m s  w i l l  

v i e w  a d v e r t i s i n g  c o m p e t i t i o n  a s  a  s e r i e s  o f  b a t t l e s  r a t h e r  

t h a n  a  l o n g  w a r  t o  be won o r  l o s t .  I f  t h i s  i s  t h e  c a s e  t h e n  

t h e  o p p o r t u n i t y  f o r  c o - o p e r a t i o n  i n  t e r m s  o f  l i m i t i n g  t h e  

n a t u r e  o r  f r e q u e n c y  o f  b a t t l e  see m s  t o  be l i k e l y  w hen  t h e r e  

a r e  o n l y  a l i m i t e d  n u m b e r  o f  f i r m s  i n v o l v e d .

One  c o u n t e r  a r g u m e n t  t o  v i e w i n g  o l i g o p o l y  a d v e r t i s i n g  a s  

a  p r i s o n e r s ’ d i l e m m a  i s  h o w e v e r  t h a t  t o  t h e  e x t e n t  t h a t  

a d v e r t i s i n g  i s  a  c r e a t i v e  and n e b u l o u s  a r t ,  f i r m s  may v i e w  

a d v e r t i s i n g  a s  a w a r  t h e y  c a n  w i n .  I t  t n i s  is# t h e  c a s e  t h e
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■ f i rm s  w i l l  p e r c i e v e  a s y m m e t r i c  p a y - o f f s ,  o v e r —r a t i n e  t h e i r  

own a b i l i t y  and  u n d e r — r a t i n g  t h e  o p p o s i t i o n ,  a n d  w i l l  n o t  be  

l o o k i n g  f o r  c o l l u s i o n .  I t  w o u l d  s t i l l  seem i m p l a u s i b l e  t h a t  

i f  i n d e e d  o v e r  f i r m s  d i d  n o t  " w i n "  t h a t  t h e y  w o u l d  n o t  be 

d r a w n  t o  c o l l u s i o n  t h r o u g h  e x p e r i e n c e .

T h e  n o t i o n s  o f  p r o m p t  i n f o r m a t i o n  and r e p e t i t i o n  o v e r  

t i m e  t h a t  game t h e o r y  h i g h l i g h t s  t h e r e f o r e  e n h a n c e  t h e  b e l i e f  

t h a t  a d v e r t i s i n g  w i l l  be a q u a d r a t i c  f u n c t i o n  o f  

c o n c e n t  r a t  i o n .

3 . 1 . 3 .  THE E M P I R I C A L  EVIDENCE.

I n  t h e  sam e way t h a t  t h e r e  i s  l i t t l e  c o n s e n s u s  i n  t h e  

t h e o r y  a s  t o  t h e  n a t u r e  o f  a r e l a t i o n s h i p  b e t w e e n  

c o n c e n t  r a t i o n  a n d  a d v e r t i s i n g  t h e r e  i s  c o n s i d e r a b l e  d i v e r s i t y  

i n  t h e  e m p i r i c a l  r e s u l t s  and c o n s i d e r a b l e  a r g u m e n t  o v e r  t h e  

s p e c i f i c a t i o n  o f  r e l a t i o n s h i p s .

A n u m b e r  o f  s t u d i e s  h a v e  l o o k e d  a t  t h e  c o n c e n t  r a t i o n  /  

a d v e r t i s i n g  r e l a t i o n s h i p  f r o m  t h e  p e r s p e c t i v e  o f  t e s t i n g  f o r  

c a u s a t i o n  r u n n i n g  f r o m  a d v e r t i s i n g  t o  c o n c e n t  r a t i o n .  T h e  

i m p o r t a n c e  o f  t h e s e  s t u d i e s  f r o m  t h e  p o i n t  o f  v i e w  o f  t h i s  

s t u d y  i s  t h a t  i f  t h e r e  i s  s u c h  an  u n d e r l y i n g  r e l a t i o n s h i p  i t  

w o u l d  s u g g e s t  t h a t  i n t e r - d e p e n d e n c e  m i g h t  be a p r o b l e m  when  

t e s t i n g  f o r  a r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  and  

a d v e r t i s i n g .  O r d i n a r y  l e a s t  s q u a r e  s t u d i e s  t h a t  h a v e

f o u n d  no e v i d e n c e  o f  a r e l a t i o n s h i p  b e t w e e n  a d v e r t i s i n g  avid 

c o n c e n t  r a t i a n  i n c l u d e  T e l s e r  ( 1 9 t > 4 ) ,  L k e l u n d  and Gramm 

( 1 9 7 0 , 1 9 7 1 )  f o r  t h e  U . S .  and D o y l e  ( 1 9 6 S )  and S c h n a b e l  ( 1 9 7 0 )  

f o r  t h e  U . K .  T h e  most q u o t e d  s t u d y  i n  s u p p o r t  o f  a 

r e l a t i o n s h i p  b e t w e e n  a d v e r t i s i n g  and c o n c e n t  r a t i o n  i s  p e r h a p s  

t h a t  o f  Mann,  H e n n i n g ,  and M eehan  ( 1 9 6 7 ) .  I t  h o w e v e r  cam e m



f o r  a  l a r g e  a m o u n t  o f  c r i t i c i s m ,  m o s t  n o t a b l y  f r o m  T e i s e r  

( 1 9 6 9 )  and  E k e l u n d  a n d  M a u r i c e  ( 1 9 6 9 ) .

S t u d i e s  u s i n g  s i m u l t a n e o u s  e q u a t i o n  m o d e l s  w h i c h  h a v e  

i n c l u d e d  a t w o - w a y  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t  i  on avid 

a d v e r t  i s i n g ,  e . g .  G r e e r  ( 1 9 7 1 ) ,  S t r i c k l a n d  and  W e i s s  ( 1 9 7 6 )  , 

M a r t i n  ( 1 9 7 9 ) ,  G u p t a  ( 1 9 8 3 )  avid B u x t o n  e t  a l .  ( 1 9 8 4 ) ,  h a v e  

g e n e r a l l y  f o u n d  h o w e v e r  some f o r m  o f  r e l a t i o n s h i p  b e t w e e n  

a d v e r t  i s i n g  avid c o n c e n t  r a t  i  on .  T h e  i m o l  i c a t  i  o n s  o f  t h e s e  

r e s u l t s  f o r  t h i s  s t u d y  w i l l  be  c o n s i d e r e d  a t  t h e  a n d  o f  t h i s  

s e c t  i  on .

E v i d e n c e  f o r  t e s t i n g  a  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  

avid a d v e r t i s i n g  on t h e  o t h e r  h an d  i s  m o re  m i x e d  w i t h  e v i d e n c e  

f a l l i n g  i n t o  t h r e e  c a t e g o r i e s  f o r  b o t h  g e n e r a l  avid 

c o n s t  r a i n e d  s a m p l e s !  no r e l a t  i  o v i s h i p ,  a l i n e a r  r e l a t i o n s h i p  

o r  a  q u a d r a t i c  r e l a t i o n s h i p .

E v i d e n c e  f o r  s u g g e s t i n g  t h a t  t h e r e  i s  a  s i g n i f i c a n t  

l i n e a r  r e l a t i o n s h i p  l i e s  i n  s t u d i e s  by R e e s  ( 1 9 7 5 ) ,  G r n s t e i n  

( 1 9 7 6 )  a nd  B r u s h  ( 1 9 7 6 ) .

E a c h  o f  t h e s e  s t u d i e s  i s  h o w e v e r  o f  l i m i t e d  v a l u e  i n  

s u g g e s t i n g  t h a t  t h e  r e l a t i o n s h i p  i s  a  g e n e r a l  o n e .  Q r n s t e i n ’ s 

s t u d y  o f  3 2 8  f o u r  d i g i t  A m e r i c a n  i n d u s t r i e s  f i n d s  a 

s i g v i i f i c a v i t  l i n e a r  r e l a t i o n s h i p  a t  t h e  f i v e  p e r c e n t  l e v e l  b u t  

t h e  p o w e r  o f  e x p l a v i a t  i  on i s  l i m i t e d  g i v e n  t h e  . 0 3  c o r r e l a t i o n  

c o e f f i c i e v i t . B r u s h  ( 1 9 7 6 )  f i n d s  some s i g v i i f i c a v i c e  b e t w e e n  

c o n c e n t  r a t  i  on avid a d v e r t i s i n g  b u t  i n t e r e s t  i n g l y  t h i s  

s i q n i f i c a v i c e  d i s a p p e a r s  when  g r o w t h ,  s i z e  o f  t h e  m a r k e t  avid 

p r o d u c t  c h a r a c t e r  a r e  i n c l u d e d .  R e e s  ( 1 9 7 c )  i n  a p a p e r  

c o m m e n t i n g  on S u t t o n ’ s q u a d r a t i c  r e s u l t s  ( S u t t o n  1 9 7 4 ,  

d i s c u s s e d  b e l o w )  s h o w s - t h e  s t r o n g e s t  e v i d e n c e  f o r  a  l i n e a r  

r e l a t i o n s h i p  (s h o w n  i n  t a b l e  3 . 1 ) .



TABLE 5 - 1 3  RESULTS OF REES ( 1 9 7 5 )  E X A M IN IN G  THE E F FE C T  OF
CONCENTRATION ON A D V E R T I S I N G  I N T E N S I T Y .

C o n s t a n t  CR 5  CR 5  sq N Rsq

A / S  =  - 0 . 5 5 0  0 .  0 7 6 4  - 0 . 0 0 0 3 0  3 6  . 6 2
( 1 . 5 )  ( 0 . 7 )

A / S  = 0 . 2 5 5  0 . 0 4 1 1  /  3 6  . 6 1
( 4 .  5 )

N o t e s  F i g u r e s  i n  p a r e n t h e s e s  a r e  t  v a l u e s .

R e e s  ( 1 9 7 5 ) .

H i s  r e s u l t s  a r e  e v i d e n c e  o f  a  l i n e a r  r e l a t i o n s h i p  b u t  

w h e t h e r  t h e y  r e f u t e  t h e  e v i d e n c e  o f  S u t t o n ’ s  q u a d r a t i c  i s  

d e b a t e a b l e .  F o r  a s  S u t t o n  ( 1 9 7 5 )  p o i n t s  o u t ,  i n  R e e s ’ s t u d y  

( R e e s  ( 1 9 7 5 )  t h e  u s e  o f  t h e  i n d u s t r y  a d v e r t i s i n g  s a l e s  r a t i o  

f o r  e a c h  p r o d u c t  g r o u p  w i l l  t e n d  t o  “ f l a t t e n  o u t "  a n y  

r e l a t i o n s h i p .  T h e  a l l o w a n c e  f o r  t a x  a n d  d u t i e s  on S u t t o n ’ s 

s a m p l e  made by R e e s  ( 1 9 7 5 )  d o e s  h o w e v e r  m ake  t h e  q u a d r a t i c  

t e r m  l e s s  i m p o r t a n t  ( t h o u g h  s t i l l  s i g n i f i c a n t ) .

T h e  e v i d e n c e  f o r  n o n - l i n e a r  r e l a t i o n s h i p s  b e t w e e n  

c o n c e n t  r a t i o n  and a d v e r t i s i n g  i s  s l i g h t l y  m o r e  r o b u s t ,  

p a r t i c u l a r l y  when  l i m i t e d  t o  h e a v i l y  a d v e r t i s e d  p r o d u c t s .  

G r e e r  ( 1 9 7 1 )  was  t h e  f i r s t  p e r s o n  t o  p r o v i d e  e v i d e n c e  f o r  a 

q u a d r a t i c  r e l a t i o n s h i p  w h i c h  he d o e s  i n  a t h r e e  e q u a t i o n  

m o d e l  t h a t  sh o w s  c o n c e n t  r a t i o n  i s  a s i g n i f i c a n t  i n f l u e n c e  on 

a d v e r t i s i n g  a s  w e l l  a s  v i c e  v e r s a .  T h e  w o r k  t h a t  G r e e r  ( 1 9 7 1 )  

c i t e s  a s  t h e  t h e o r e t i c a l  u n d e r p i n n i n g  o f  a  q u a d r a t i c  

r e l e t i o n s h i p  i s  F e l l n e r  ( 1 9 6 5 )  w h i c h  t h o u g h  p r e d i c t i n g  t a c i t  

c o l l u s i o n  o f  n o n - p r i c e  v a r i a b l e s  r e s t r i c t s  s u c h  c o l l u s i o n  t o  

" c o m p l e t e l y  m a t u r e  m o n o p o l i e s " .  As K o u t s o y a n n i s  ( 1 9 3 1 )  

o b s e r v e s  t h i s  i s  r a t h e r  a s h a k y  t h e o r e t i c a l  f o u n d a t i o n  f o r  

h i s  e m p i r i c a l  w o r k .  S l i g h t l y  m o re  s e r i o u s  h o w e v e r  i s
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K o u t s o y a n n i s ’ c r i t i c i s m  t h a t  G r e e r ’ s r e s u l t s  a r e  d e p e n d e n t  on  

o n e  o b s e r v a t i o n  t o  k e e p  i t  w i t h i n  t h e  f i v e  p e r c e n t  

s i g n i f i c a n c e  l e v e l -  O t h e r  s t u d i e s  ( w h i c h  K o u t s o y a n n i s  ( 1 0 8 1 )  

o m i t s  f r o m  h e r  s u m m a r y )  a r e  h o w e v e r  c o n s i s t e n t  w i t h  G r e e r ’ s 

f i n d i n g s .

C a b l e  ( 1 9 7 3 )  f i n d s  e v i d e n c e  f o r  a q u a d r a t i c  r e l a t i o n s h i p  

u s i n g  a s a m p l e  o f  2 6  lo w  p r i c e d  c o n v e n i e n c e  g o o d s  i n  n a r r o w l y  

d e f i n e d  U . K .  m a r k e t s .  C a b l e  u s e s  t h e  H - I n d e x  a s  t  hie m e a s u r e  

o f  c o n c e n t  r a t i o n  and  f i n d s  t h e  maximum a d v e r t i s i n g  i n t e n s i t y  

a t  a n  H—I n d e x  l e v e l  o f  0 . 4 0 3 .  W i t h i n  t h e  s a m p l e  C a b l e  f i n d s  

t h a t  f o u r  s e c t o r s  ( t o o t h p a s t e ,  l i p s t i c k ,  f a c e  p o w d e r  and  

t o i l e t  s o a p )  w h i c h  a r e  " c l o s e  t o  s e n s i t i v e  p s y c h o l o g i c a l  

d r i v e s "  do n o t  f o l l o w  t h e  r e l a t i o n s h i p  b u t  t h a t  o t h e r w i s e  

t h e r e  was  s t r o n g  s u p p o r t  f o r  s u c h  a r e l a t i o n s h i p .  T he  

r e l a t i o n s h i p  h e l d  b o t h  f o r  t h e  r a t i o s  o f  s t r a i g h t f o r w a r d  

a d v e r t i s i n g  t o  s a l e s  and f o r  g . o o d w i l l  ( a n  e s t i m a t e  o f  t h e  

s t o c k  o f  a d v e r t i s i n g )  t o  s a l e s .

S i m i l a r l y  S u t t o n  ( 1 9 7 4 , 1 9 7 5 )  f i n d s  e v i d e n c e  o f  a 

q u a d r a t i c  r e l a t i o n s h i p  f o r  2 5  U . K .  c o n s u m e r  i n d u s t r i e s  i n  

1 9 6 3  a l t h o u g h  t h e  sam e m o d e l  was  n o t  s i g n i f i c a n t  f o r  p r o d u c e r  

i n d u s t r i e s .  S u t t o n  ( 1 9 7 4 )  u s e s  a f i v e  f i r m  c o n c e n t  r a t i o n  

r a t i o  t o  m e a s u r e  m a n u f a c t u r e r  c o n c e n t  r a t i o n  an d  f o u n d  t h a t  

t h e  p e a k  f o r  a d v e r t i s i n g  i n t e n s i t y  o c c u r e d  when  t h e  

c o n c e n t  r a t i o n  r a t i o  w as  6 3 . 5  p e r  c e n t .

as



TABLE 3 , 2 :  CONCENTRATION AND A D V E R T I S I N G  -  THE QUADRATIC
FOUND BY SUTTON ( 1 3 7 4 ) .

A / S  = —3 . 1 5  + 0 . 1 9 1 4  CR 5  -  0 . 0 0 1 5  CR 5  s q u a r e d .
( 1 . 3 4 )  ( 0 . 0 5 1 6 )  ( 0 . 0 0 0 4 )

R sq ua r e d  = . 3 9  
N = 2 5

N o t e s  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .

S u t t o n  < 1 9 7 4 ) .

C a b l e  and  S u t t o n ’ s r e s u l t s  ( C a b l e  1 9 7 3 ,  S u t t o n  1 9 7 4 )  a r e  

c o c Y i p a t i b l e  w i t h  e a r l i e r  w o r k  y e t  s t i l l  l e a v e  q u e s t i o n s  

u n a n s w e r e d .  I f  t h e  r e l a t i o n s h i p  i s  i n d e e d  a q u a d r a t i c  o n e  

t h e n  b o t h  l i n e a r  a n d  c u r v i —l i n e a r  t e s t s  May s t i l l  p r o v e

s i g n i f i c a n t  i f  t h e  s a m p l e  i n d u s t r i e s  a r e  n o t  h i g h l y  

c o n c e n t r a t e d  o n e s .  F u r t h e r m o r e  t h e  f a c t  t h a t  i t  i s  i n  t h e

a r e a *  o f  h i g h l y  a d v e r t i s e d  c o n v e n i e n c e  g o o d s  i n  t h e  1 9 6 0 ’ s 

t h a t  t h e  q u a d r a t i c  . r e l a t i o n s h i p  h a s  p r o v e d  s i g n i f i c a n t

p r o m o t e s  a new a r e a  o f  i n t e r e s t .  F o r  i t  p r o m p t s  t h e  q u e s t i o n  

o f  why i s  s a m p l e  s e l e c t i o n  a n d  t h e  d i v i d i n g  o f  g o o d s  b e t w e e n  

p r o d u c e r  a nd  c o n s u m e r  so  i m p o r t a n t .  A v e r y  p l a u s i b l e  a n s w e r  

i s  t h e  d i f f e r i n g  n a t u r e  o f  t h e  b u y e r s  ( b o t h  i n t e r m e d i a t e  a n d  

f i n a l )  and  t h e  p r o m o t i o n a l  m i x  t h a t  i s  r e q u i r e d  t o  a p p e a l  t o  

s u c h  b u y e r s .  I f  t h i s  i s  t h e  c a s e  t h e n  i t  w o u l d  seem t h a t  

b u y e r  v a r i a b l e s  w h i c h  c a n  be e x p e c t e d  t o  h a v e  a n  e f f e c t  on  

t h e  m a n u f a c t u r e r  p r o m o t i o n a l  m i x  e . g .  r e t a i l  c o n c e n t  r a t i o n  

and  own l a b e l  p e n e t r a t i o n ,  s h o u l d  be i n c l u d e d .  T h e  d i v i s i o n  

b e t w e e n  p r o d u c e r  a n d  c o n s u m e r  i n d u s t r i e s  w o u l d  t h e r e f o r e  

a p p e a r  t o  be  o n l y  t h e  v e r y  f i r s t  s t e p  t o w a r d s  a b e t t e r

s p e c i f i c a t i o n  o f  t h e  s t r u c t u r a l  i n f l u e n c e s  on m a n u f a c t u r e r  

a d v e r t  i s i n g .

T h o u g h  C a b l e  ( 1 3 7 3 )  a n d  S u t t o n  ( 1 9 7 4 )  a r e  p e r h a p s  t h e
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l e a d i n g  w o r k s  on t h e  p o s s i b i l i t y  o f  a r e l a t i o n s h i p  b e t w e e n  

c o n c e n t  r a t i o n  a n d  a d v e r t i s i n g  d u e  t o  t h e i r  t i g h t n e s s  o f

d e f i n i t i o n  t h i s  i s  n o t  t h e  o n l y  w o r k  s u p p o r t i n g  s u c h  a  

r e l a t  i  o n s h i  p.

R e e s  ( 1 9 7 5 )  f o u n d  e v i d e n c e  f o r  a l i n e a r  r e l a t i o n s h i p  a n d  

s u g g e s t s  t h a t  t h e  l i n e a r  r e l a t i o n s h i p  i s  t o  be p r e f e r r e d  o v e r  

t h e  q u a d r a t i c  s i n c e  t h e  r e l a t i o n s h i p  i s  ' ' s o m e w h a t  u n c l e a r  a t  

h i g h  l e v e l s  o f  c o n c e n t r a t i o n " .  H i s  b a s i s  f o r  s a y i n g  t h i s  was  

t h a t  i n  S u t t o n ’ s o r i g i n a l  s a m p l e  t h r e e  i n d u s t r i e s  w e r e  

d e l i b e r a t e l y  l e f t  o u t  s i n c e  t h e y  had h i g h  a d v e r t i s i n g

i n t e n s i t y .  S u t t o n  ( 1 9 7 5 )  h o w e v e r  r e f u t e s  t h i s  ( a s  m e n t i o n e d  

a b o v e )  and s u g g e s t s  t h a t  t h e  f i n d i n g s  o f  b o t h  R e e s  ( 1 9 7 5 )  and  

R e e k i e  ( 1 9 7 5 )  do n o t  i n v a l i d a t e  h i s  o r i g i n a l  f i n d i n g s

p r o v i d e d  t h a t  t h e  o r i g i n a l  r e s t r i c t i o n s  w e r e  o b s e r v e d .

R e e k i e ’ s s t u d y  ( R e e k i e  1 9 7 5 )  i s  s l i g h t l y  u n u s u a l  i n  t h a t  i t  

u s e s  a  s a m p l e  o f  S3  c o n s u m e r  g o o d s  b u t  u s e s  b r a n d  

c o n c e n t  r a t i o n  r a t h e r  t h a n  f i r m  c o n c e n t  r a t i o n .  He f o u n d  no  

e v i d e n c e  o f  e i t h e r  l i n e a r  o r  c u r v i l i n e a r  c o r r e l a t i o n .  One o f  

S u t t o n ’ s c o u n t e r  a r g u m e n t s  ( S u t t o n  1 3 7 5 )  t o  t h e s e  f i n d i n g s  i s  

t h a t  u s i n g  b r a n d  s h a r e  d a t a  i s  i n a p p r o p r i a t e  s i n c e  i t  i s  

u n l i k e l y  t h a t  b r a n d  m a n a g e r s  w i l l  n e c c e s s a r i l y  e n g a g e  i n  

a d v e r t i s i n g  t h a t  i s  d a m a g i n g  t o  t h e  f i r m ’ s o t h e r  b r a n d s .  T h i s  

s o u n d s  i n t u i t i v e l y  v e r y  p l a u s i b l e .

B r u s h  ( 1 9 7 S )  a l s o  f i n d s  e v i d e n c e  f o r  l i n e a r  a n d  q u a d r a t i c  

r e l a t i o n s h i p s  b u t  i n t e r e s t i n g l y  b o t h  l o s e  s i g n i f i c a n c e  when  

g r o w t h ,  s i z e  o f  m a r k e t  and p r o d u c t  c h a r a c t e r  ( d u r a b l e / n o n  

d u r a b l e )  a r e  i n c l u d e d .

S t r i c k l a n d  a nd  W e i s s  ( 1 9 7 6 )  i n  a n  o f t e n  q u o t e d  s t u d y  use  

a  s i m u l t a n e o u s  a p p r o a c h  t o  d e t e r m i n e  t h e  r e l a t i o n s h i p s  

b e t w e e n  a d v e r t i s i n g ,  c o n c e n t  r a t i o n  and p r o f i t a b i 1 i t y .  A m ongst



o t h e r  r e l a t i o n s h i p s  t h i s  s t u d y  p r o v i d e d  w o r e  e v i d e n c e  f o r  a 

q u a d r a t i c  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  an d  a d v e r t i s i n g .

B u x t o n  e t  a l  ( 1 9 3 4 )  i n  a n  i n t e r e s t i n g  v a r i a t i o n  on t h e

C a b l e  a n d  S u t t o n  a p p r o a c h  o f  c o n s t r a i n i n g  t h e  s a m p l e  t o  

c o n s u m e r  g o o d s  i n d u s t r i e s  h a v e  a w i d e  s a m p l e  w i t h  e s t i m a t e s  

o f  s a l e s  t o  c o n s u m e r s  and p r o d u c e r s  r a t h e r  t h a n  a d i v i s i o n  

i n t o  c o n s u m e r  a n d  p r o d u c e r  i n d u s t r i e s .  T h e i r  r e s u l t s  p r o v i d e  

e v i d e n c e  f o r  t h i s  " a l t e r n a t i v e "  q u a d r a t i c  w h i c h  s u g g e s t s  t h a t  

t h e  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  a n d  a d v e r t i s i n g  i n

r e s p e c t  t o  s a l e s  t o  c o n s u m e r s  i s  h i g h l y  s i g n i f i c a n t .

A l a r g e r  m o r e  r e c e n t  s t u d y  by U r i  ( 1 9 3 7 )  p r o v i d e s  m o r e  

e v i d e n c e  f o r  a q u a d r a t i c  r e l a t i o n s h i p  o f  t h e  B u x t o n  v a r i e t y  

u s i n g  3 0 1  U . S .  i n d u s t r i e s .

One a s p e c t  t h a t  c r o p s  up i n  a n u m b e r  o f  t h e  s t u d i e s  

m e n t i o n e d  a b o v e  i s  d i s a g r e e m e n t  o v e r  t h e  c o r r e c t  e c o n o m e t r i c  

m e t h o d  t o  u s e .  Some a u t h o r s  ( e . g . S c h m a 1 e n s e e  1 9 7 2 ,  G u p t a  

1 9 3 3 )  a r e  c r i t i c a l  o f  t h e  u s e  o f  t h e  o r d i n a r y  l e a s t  s q u a r e s  

m e t h o d  s i n c e  e s t i m a t e s  a r e  l i k e l y  t o  be o v e r - s t a t e d  i f  t h e r e  

a r e  s i m u l t a n e o u s  r e l a t i o n s .  W h i l s t  t h i s  i s  c o r r e c t ,  t h e

s t u d i e s  t h a t  h a v e  u s e d  b o t h  o r d i n a r y  l e a s t  s q u a r e s  and  

s i m u l t a n e o u s  a p p r o a c h s  i n  r e g a r d  t o  c o n c e n t  r a t i o n  and  

a d v e r t i s i n g  ( e . g .  G r e e r  1 9 7 1 ,  S t r i c k l a n d  and W e i s s  1 9 7 3 ,  and

B u x t o n  e t  a l .  1 9 3 4 )  h a v e  f o u n d  t h a t  t h e  m o d e l s  h a v e  p r o d u c e d  

s i m i l a r  r e s u l t s  and  t h a t  t h e  s i m u l t a n e o u s  e f f e c t s  h a v e  b e e n  

s m a l l .  T h i s  s u g g e s t s  t h a t  a n y  b i a s  i n  t h i s  s t u d y  f r o m  u s i n g  a 

s i n g l e  s t a g e  m o d e l  i n  r e l a t i o n  t o  m a n u f a c t u r e r  c o n c e n t  r a t i o n  

and  a d v e r t i s i n g  i s  l i k e l y  t o  be s m a l l .

A p o t e n t i a l  w e a k n e s s  o f  a l l  t h e  s t u d i e s  m e n t i o n e d  i s  

u n d e r  s p e c i f i c a t i o n  d u e  t o  t h e i r  f a i l u r e  t o  e x p l i c i t l y  t a k e  

i n t o  a c c o u n t  t h e  e f f e c t  o f  b u y e r  s t r u c t u r e .  T h e  o n e  m o d e l

. 'd  1



t h a t  h a s  d o n s  i s  L u s t g a r t e n  ( 1 9 7 5 )  w h i c h  f o u n d  b u y e r  

c o n c e n t  r a t i o n  t o  be s i g n i f i c a n t l y  a n d  n e g a t i v e l y  r e l a t e d  t o  

m a n u f a c t u r e r  a d v e r t i s i n g  w h i l s t  r e - e n f o r c i n g  t h e  r e l a t i o n s h i p  

b e t w e e n  m a n u f a c t u r e r  c o n c e n t  r a t i o n  a n d  a d v e r t i s i n g .  I t  s h o u l d  

be r e m e m b e r e d  h o w e v e r  t h a t  L u s t g a r t e n ’ s l a r g e  s a m p l e  was

l i m i t e d  t o  p r o d u c e r  i n d u s t r i e s  so t h e  a r e a  o f  c o n s u m e r  g o o d s  

and  c o n v e n i e n c e  g o o d s  i n  p a r t i c u l a r  s t i l l  n e e d s  t o  be  

e x p l  o r e d .

3 . 2 .  THE R E L A T I O N S H IP  BETWEEN P R O F I T A B I L I T Y  AMD A D V E R T I S I N G .

T h e r e  a r e  a  n u m b e r  o f  w a y s  t h a t  t h e  p r o f i t a b i l i t y  o f  a 

f i r m  m i g h t  be  e x p e c t e d  t o  i n f l u e n c e  t h e  l e v e l  o f  a d v e r t i s i n g .

A c t u a l  r e p o r t e d  p r o f i t  may be e x p e c t e d  t o  a f f e c t  t h e  

l e v e l  o f  a d v e r t i s i n g  a c c o r d i n g  t o  t h e  o b s e r v a t i o n  i n  t h e  

m a r k e t i n g  l i t e r a t u r e  t h a t  t h e  a d v e r t i s i n g  b u d g e t  may be 

d e t e r m i n e d  by a n  " a l l  we c a n  a f f o r d  a p p r o a c h "  ( S e l i g m a n

1 9 5 6 ) .

T h e  p o t e n t i a l  p r o f i t  o r  t h e  g e n e r a l  a f f l u e n c e  o f  t h e  f i r m  

may a l s o  be e x p e c t e d  t o  a f f e c t  t h e  d e g r e e  o f  a d v e r t i s i n g  

a c c o r d i n g  t o  t h e  m a n a g e r i a l  t h e o r i e s  o f  t h e  f i r m  e . g .  M a r r i s  

( 1 9 6 4 )  and  W i l l i a m s o n  ( 1 9 6 3 ) .

A c c o r d i n g  t o  b a s i c  m a r k e t i n g  t e x t s  t h e  s e t t i n g  o f  

a d v e r t i s i n g  b u d g e t s  on t h e  b a s i s  o f  a f f o r d a b i l i t y  i s ,  d e s p i t e  

a c o m p l e t e  m i s c o n c e p t i o n  o f  a d v e r t i s i n g ,  common ( K o t l e r  1 9 8 4 ,  

C a n n o n  1 9 6 6 ) .  I f  t h i s  i s  i n d e e d  t h e  c a s e  one  w o u l d  e x p e c t  a

p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  p r o f i t a b i l i t y  and  a d v e r t i s i n q .

T h e  m a n a g e r i a l  t h e o r i e s  o f  t h e  f i r m  c o v e r  a w i d e  r a n g e  o f  

t h e o r i e s  b u t  a r e  h e l d  t o g e t h e r  by t h e  c o n c e p t  t h a t  t h e  f i r m  

t r i e s  t o  m e e t  a m in im um  p e r f o r m a n c e  c o n s t r a i n t  r a t h e r  t h a n  

p r o f i t  m a x i m i z a t i o n  f o r  t h e  o w n e r s .  Any " p r o f i t "  o r  " s l a c k "



a b o v e  t h i s  c a n  be  s p e n t  by g r o u p s  w i t h i n  t h e  f i r m  i n  a r e a s  

t h a t  y i e l d  u t i l i t y  t o  t h e s e  g r o u p s  p r o v i d i n g  t h e y  h a v e  

s u f f i c i e n t  a p p r o v a l  f r o m  t h e  o t h e r  g r o u p s  i n  t h e  f i r m .

One s u c h  a r e a  o f  e x p e n d i t u r e  t h a t  w i l l  y i e l d  m a n a g e r i a l  

u t i l i t y  i s  a d v e r t i s i n g ,  a f a c t  r e c o g n i s e d  b u t  n o t  e m p h a s i s e d  

i n  t h e  p r e a m b l e  t o  M a r r i s 7 m o d e l  ( M a r r i s  1 9 6 3 )  and  i n  

W i l l i a m s o n  ( 1 9 6 9 )  b u t  i g n o r e d  b y  B a u m o l  ( 1 9 6 2 ) .  J u s t  a s  s a l e s  

y i e l d  m a n a g e r i a l  s a t i s f a c t i o n  so  w i l l  a d v e r t i s i n g  s i n c e  

m a n a g e r i a l  s t a t u s  w i l l  be e n h a n c e d .  T h u s  t h e  g r e a t e r  t h e  

s c o p e  f o r  m a n a g e r i a l  s l a c k  t h e  g r e a t e r  one  w o u l d  e x p e c t  t h e  

l e v e l  o f  a d v e r t i s i n g  t o  b e .  fin i n t e r e s t i n g  a r e a  o f  f u r t h e r  

r e s e a r c h  w o u l d  be t o  e x p l o r e  w h e t h e r  t h e  s c o p e  f o r  m a n a g e r i a l  

s l a c k  i s  r e l a t e d  t o  m a n u f a c t u r e r  c o n c e n t  r a t i o n .  fi p r i o r i  one  

m i g h t  e x p e c t  s l a c k  t o  be p o s i t i v e l y  r e l a t e d  t o  f i r m  s i z e .  

T h i s  i s  b e c a u s e  one m i g h t  e x p e c t  i t  t o  be  h a r d e r  t o  d i s g u i s e  

s l a c k  i n  a  s m a l l e r  f i r m  t h a n  i n  a  l a r g e r  o n e .

I n  t h e  s u b s e q u e n t  e m p i r i c a l  a n a l y s i s  i n  t h i s  t h e s i s  

p r o f i t a b i l i t y  i s  o m i t t e d  a s  a d e t e r m i n a n t  o f  t h e  a d v e r t i s i n g  

l e v e l  f o r  p r a c t i c a l  e x p e d i e n c y .  To t h e  e x t e n t  t h a t  

p r o f i t a b i l i t y  and  p o t e n t i a l  p r o f i t a b i 1 i t y  a r e  d e t e r m i n e d  by  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  a n d  s a l e s  t h e n  t h e  d e t r i m e n t a l  

e f f e c t  o f  t h i s  may be l i m i t e d .  T h e  e m p i r i c a l  e v i d e n c e  f o r  t h e  

r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  and p r o f i t a b i l i t y  i s  

c o n t r o v e r s i a l . C o m a n o r  and  W i l s o n  ( 1 9 6 7 )  p r o v i d e  t h e  m a i n  

e v i d e n c e  i n  s u p p o r t  o f  s u c h  a  r e l a t i o n s h i p  w i t h  W e i s s  ( 1 9 6 9 ) ,  

B l o c h  ( 1 9 7 4 )  a n d  f t y a n i a n  ( 1 9 7 6 )  s h o w i n g  c o n t  r a r y  f i n d i n g s .

T h e  h y p o t h e s i z e d  r e l a t i o n s h i p  b e t w e e n  p r o f i t  m a r g i n s  and  

t h e  a d v e r t i s i n g  s a l e s  r a t i o  h as  l i m i t e d  s u p p o r t  f r o m  t h e  

t h r e e  e q u a t i o n  m o d e l s  o f  S t r i c k l a n d  a n d  W e i s s  ( 1 9 7 6 )  ' and  

M a r t  i  n ( 1 9 7 9 ) .

93



3 . 3 .  THE R E L A T I O N S H I P  OF SALES AND A D V E R T I S I N G .

I t  may a p p e a r  s u r p r i s i n g  t o  h y p o t h e s i z e  a r e l a t i o n s h i p  

b e t w e e n  s a l e s  a n d  a d v e r t i s i n g  when t h e  c o n v e n t i o n a l  w is d o m  i s  

t h a t  a d v e r t i s i n g  r e s u l t s  i n  s a l e s  r a t h e r  t h a n  t h e  o t h e r  way  

a r o u n d  b u t  t h e r e  i s  e v i d e n c e  t o  s u g g e s t  a  tw o  way  

r e l a t i o n s h i p .  T h o u g h  m o st  m a r k e t i n g  t e x t b o o k s  ( e . g .  K o t l e r  

1 9 8 4 ,  P r i d e  and  F e r r e l l  1 9 8 7 )  s u g g e s t  t h a t  s e t t i n g  t h e  

a d v e r t i s i n g  b u d g e t  by a n  " o b j e c t i v e  a n d  t a s k  m e t h o d "  i s  t h e  

m o s t  l o g i c a l  m e t h o d  t o  a d o p t ,  a l l  r e f e r  t o  t h e  p e r c e n t a g e  o f  

s a l e s  m e t h o d  i n  t h e i r  d e s c r i p t i o n  o f  how b u d g e t s  a r e  s e t .  

I n d e e d  P r i d e  a n d  F e r r e l l  ( 1 9 8 7 )  s u g g e s t  t h a t  t h e  p e r c e n t a g e  

o f  s a l e s  a p p r o a c h  i s  a  m o r e  w i d e l y  u s e d  a p p r o a c h  t h a n  t h e  

o b j e c t i v e  a n d  t a s k  a p p r o a c h .

T h e  r e a s o n s  m a n a g e r s  m i g h t  g i v e  f o r  t h e  a p p e a l  o f  t h e  

p e r c e n t a g e  o f  s a l e s  a p p r o a c h  a r e  e a s e  o f  c a l c u l a t i o n  avid 

f i n a n c i a l  c o n s e r v a t i s m .

An e x p l a n a t i o n  o f  why f i r m s  m i g h t  s e t  a d v e r t i s i n g  b u d g e t s  

a s  a f u n c t i o n  o f  s a l e s  ( w h i c h  may o r  may n o t  be  a 

s t r a i g h t f o r w a r d  p e r c e n t a g e )  c a n  be f o u n d  i n  K a y ’ s w o r k  on 

r e s e a r c h  a n d  d e v e l o p m e n t  w i t h i n  t h e  f i r m  ( K a y  1 9 7 9 ) .  K ay  

( 1 9 7 9 )  d e v e l o p s  t h e  i d e a s  o f  C h a m b e r l a i n  ( 1 9 8 8 )  and  E m e r y  

( 1 9 6 9 )  who s u g g e s t  t h a t  a s t e a d y  s t a t e  ( o r  h a r m o n y )  i s  t h e  

o b j e c t i v e  o f  m a n a g e r i a l  a l l o c a t i o n  i n  a  c h a n g i n g  e n v i r o n m e n t .  

K ay  s u g g e s t s :

" S t a b l e  p a r a m e t e r s  (some p o s s i b l y  d e f i v i e d  i n  t e r m s  o f  
r a t e s  o f  c h a n g e )  a r e  o p e r a t i n g  i n  t h e  e n v i r o n m e n t  o f  t h e  f i r m  
a n d  r e q u i r e  t h e  f i r m  t o  a l l o c a t e  c e r t a i n  p r o p o r t i o n s  o f  f u n d s  
t o  v a r i o u s  s u b s y s t e m s  i f  s t e a d y  s t a t e  i s  t o  be a c h i e v e d . "

M a r k e t i n g  t h e o r i s t s  w o u l d  h o w e v e r  be a t  p a i n s  t o  p o i n t  

o u t  t h a t  s u c h  p r a c t i c e  i g n o r e s  t h e  f a c t  t h a t  a d v e r t i s i n g  c a n  

be u s e d  t o  i n c r e a s e  s a l e s  and  t h a t  t o  s e t  t h e  b u d g e t  on a



p e r c e n t a g e  o f  s a l e s  p r e c l u d e s  c o u n t e r - c y c l i c a l  a d v e r t i s i n g  

and  e x a c e r b a t e s  c y c l i c a l  f l u c t u a t i o n s .

I f  a d v e r t i s i n g  w e r e  s e t  a s  a f i x e d  p e r c e n t a g e '  o f  s a l e s  

t h i s  w o u l d  l e a d  t o  a  p o s i t i v e  l i n e a r  r e l a t i o n s h i p  b e t w e e n  

s a l e s  and  a d v e r t i s i n g ,  h o w e v e r  t h e  d e g r e e  o f  s u c h  a r u l e  an d  

t h e  r e s u l t i n g  r e l a t i o n s h i p  a r e  e s s e n t i a l l y  e m p i r i c a l

q u e s t  i o n s .

E l s e  ( 1 9 6 6 ) ,  D o y l e  ( 1 9 6 3 )  a n d  B r u s h  ( 1 9 7 6 )  a r e  t h r e e

s t u d i e s  t h a t  a l l  p r e d i c t  a n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  

s a l e s  a n d  t h e  a d v e r t i s i n g - s a l e s  r a t i o .  A l l  t h r e e  s u g g e s t  t h a t  

t h e  o c c u r e n c e  o f  e c o n o m i e s  o f  s c a l e  i n  a d v e r t i s i n g  w o u l d  l e a d  

o n e  t o  e x p e c t  s u c h  a r e l a t i o n s h i p .  B o t h  D o y l e  ( 1 9 6 8 )  and

B r u s h  ( 1 9 7 6 )  a l s o  a t t e m p t  t o  s u g g e s t  t h a t  t h e r e  w i l l  be a 

n e g a t i v e  r e l a t i o n s h i p  on t h e  g r o u n d s  t h a t  l a r g e  m a r k e t s  w i l l  

be c h a r a c t e r i z e d  by  f r e q u e n t l y  p u r c h a s e d  g o o d s  and  t h a t

f r e q u e n t l y  p u r c h a s e d  g o o d s  a r e  l e s s  s u s c e p t i b l e  t o  t h e  

i n f l u e n c e  o f  a d v e r t i s i n g .  T h i s  i s  a s l i g h t l y  d u b i o u s  a r g u m e n t  

on t w o  c o u n t s .  F i r s t ,  t h e  d e g r e e  t o  w h i c h  a l a r g e  m a r k e t  w i l l  

be i n d i c a t i v e  o f  f r e q u e n t l y  p u r c h a s e d  g o o d s  i s  r e l i a n t  on 

a s s u m i n g  p r i c e  v a r i a n c e  a n d  t h e  n u m b e r  o f  c u s t o m e r s  t o  be  

e i t h e r  c o n s t a n t  o r  a l l o w e d  f o r  i n  t h e  m o d e l .  A d m i t t e d l y  p r i c e  

v a r i a n c e  i s  a l l o w e d  f o r  i n  D o y l e ’ s m o d e l  b u t  n e i t h e r  s t u d i e s  

a l l o w  f o r  t h e  n u m b e r  o f  c u s t o m e r s  o r  make  e x p l i c i t  t h e i r  

a s s u m p t i o n  i n  r e g a r d  t o  i t .  S e c o n d ,  t o  m e a s u r e  t h e  e f f e c t s  o f  

t h e  n a t u r e  o f  a p r o d u c t  t h r o u g h  t h e  p r o x y  o f  m a r k e t  s i z e

w o u l d  a p p e a r  a t  b e s t  a l i t t l e  a m b i t i o u s .

T h e  r e l a t i o n s h i p  b e t w e e n  t h e  l e v e l  o f  a d v e r t i s i n g  and  

s a l e s  i s  n o t  o ne  t h a t  h a s  b e e n  s u b j e c t  t o  much e m p i r i c a l  

w o r k .  T h e  r e a s o n  f o r  t h i s  i s  t h a t  one  w o u l d  e x p e c t  t h e  

c a u s a l i t y  t o  be tw o  way and so i t  w o u l d  be d i f f i c u l t  t o



d e t e r m i n e  w h e t h e r  a d v e r t i s i n g  i s  h i g h  b e c a u s e  s a l e s  a r e  h i g h  

o r  v i c e  v e r s a .

E m p i r i c a l  s t u d i e s  ( a l l  f o r  t h e  U . K . )  t h a t  h a v e  i n c l u d e d  

s a l e s  a s  a p o s s i b l e  e x p l a n a t i o n  o f  t h e  a d v e r t i s i n g  s a l e s  

r a t i o  a r e  E l s e  ( 1 9 6 6 ) ,  D o y l e  ( 1 9 6 8 ) ,  C a b l e  ( 1 9 7 3 )  a n d  B r u s h  

( 1 9 7 6 ) .

E l s e  ( 1 9 6 6 )  on d a t a  f o r  1 9 5 1  a n d  1 9 5 8  f o u n d  t h a t  t h e  s i z e  

o f  t h e  m a r k e t  had a l a r g e  n e g a t i v e  i m p a c t  on t h e  d e g r e e  o f  

a d v e r t i s i n g  i n t e n s i t y  w i t h  a c u r v i - l i n e a r  r e l a t i o n s h i p  

y i e l d i n g  c o r r e l a t i o n  c o e f f i c i e n t s  o f  0 . 8 5  a n d  0 . 3 0  when  

i n c l u d e d  w i t h  t h e  n u m b e r  o f  a d v e r t i s e d  p r o d u c t s .  H o w e v e r  t h e  

r e s u l t s  a r e  o f  l i m i t e d  v a l u e  a s  t  t e s t s  and  F t e s t s  w e r e  n o t  

u n d e r t a k e n .

D o y l e  ( 1 9 6 3 )  f i n d s  s i m i l a r  r e s u l t s  when i n c l u d i n g  s a l e s

w i t h  p r i c e  a n d  a p r o d u c t  c h a r e c t e r  dummy v a r i a b l e .  T h e  R 

s q u a r e d  b e i n g  . 7 7  and t h e  s a l e s  v a r i a b l e  b e i n g  s i g n i f i c a n t  a t  

t h e  99% c o n f i d e n c e  l e v e l .

B r u s h  ( 1 9 7 6 )  i n c l u d e d  s a l e s  a l o n g  w i t h  t h e  v a r i a b l e s  o f

m a n u f a c t u r e r  c o n c e n t r a t i o n ,  g r o w t h  and p r o d u c t  c h a r a c t e r  

( d u r a b l e  /  n o n - d u r a b l e )  and  f o u n d  i t  t o  h a v e  a n e g a t i v e  

l i n e a r  r e l a t i o n s h i p  w i t h  t h e  d e g r e e  o f  a d v e r t i s i n g  f o r  a 1 9 5 8  

s a m p l e .

C a b l e  ( 1 9 7 3 )  who u s e s  t h e  most  r e c e n t  s a m p l e  h o w e v e r

f i n d s  no e v i d e n c e  o f  a  r e l a t i o n s h i p  b e t w e e n  s a l e s  a n d  t h e

a d v e r t i s i n g  s a l e s  r a t i o .

3 . 4 .  THE R E L A T IO N S H IP  BETWEEN GROWTH AND A D V E R T IS IN G .

An i m p o r t a n t  a s p e c t  t h a t  w i l l  a f f e c t  t h e  i n t e n s i t y  o f  

a d v e r t i s i n g  i s  t h e  a m o u n t  o f  m a r k e t / p r o d u c t  g r o w t h .  I t  i s  a 

common f e a t u r e  o f  t h e  m a r k e t  i n n  l i t e r a t u r e  t o  s u q q e s t  t h a t



m a r k e t i n g  and  p r o m o t i o n a l  s t r a t e g y  s h o u l d  c h a n g e  o v e r  t h e  

p r o d u c t  l i f e  c y c l e .  I n  t e r m s  o f  a d v e r t i s i n g  t w o  h y p o t h e s e s  

d e r i v e  f r  oiyi t h e  l i t e r a t u r e ,  t h a t  t h e  a d v e r t  i  s i n g  / s a l e s  r a t i o  

c a n  be  e x p e c t e d  t o  d e c l i n e  o v e r  t h e  p r o d u c t  l i f e  c y c l e  w h i l s t  

a d v e r t i s i n g  p e r  s e  c a n  be e x p e c t e d  t o  r i s e  a n d  t h e n  t a i l  o f f .  

T h e  r e a s o n s  f o r  t h e s e  e x p e c t a t i o n s  w i l l  now be e x p a n d e d  u p o n .

B u z z e l l  ( 1 9 6 6 )  s u g g e s t s  t h a t  p r o m o t i o n a l  e x p e n d i t u r e  a s  a  

p e r c e n t a g e  o f  s a l e s  w i l l  be h i g h e s t  a t  t h e  i n t r o d u c t o r y  s t a g e  

o f  t h e  p r o d u c t  l i f e  c y c l e :

" b e c a u s e  o f  t h e  n e e d  f o r  a h i g h  l e v e l  o f  p r o m o t i o n a l  
e f f o r t  t o  ( 1 )  i n f o r m  p o t e n t i a l  c u s t o m e r s  o f  t h e  new and
u n k n o w n  p r o d u c t ,  ( 2 )  i n d u c e  t r i a l  o f  t h e  p r o d u c t ,  a n d  ( 3 )
s e c u r e  d i s t r i b u t i o n  i n  r e t a i l  o u t l e t s . "

I n  a c c o r d a n c e  w i t h  t h i s  P r i d e  and F e r r e l l  ( 1 3 Q 7 , p 2 5 3 5  

o b s e r v e  t h a t  f o r  t h e  g r o w t h  s t a g e  a f a l l i n g  a d v e r t i s i n g ,  s a l e s  

r a t i o  s h o u l d  c o n t r i b u t e  s i g n i f i c a n t l y  t o  i n c r e a s e d  p r o f i t s . .

W h e t h e r  t h e  m a t u r i n g  s t a g e  o f  t h e  l i f e  c y c l e  w i l l  s e e  a n  

i n c r e a s e  i n  a d v e r t i s i n g  i s  d e b a t e a b l e ,  f o r  t h o u g h  c o n s u m e r  

l o y a l t y  w i l l  be i m p o r t a n t  f i r m s  w i l l  p r o b a b l y  t e n d  t o  r e l y  on 

t h e  s t o c k  o f  a d v e r t i s i n g  a l r e a d y  b u i l t  up .  I n  B o s t o n  Box  

t e r m s  ( B o s t o n  C o n s u l t i n g  G r o u p  1 9 7 0 )  f i r m s  w i l l  be t h i n k i n g

i n  t e r m s  o f  m i l k i n g  t h e s e  c a s h  cows a n d  w i l l  t e n d  t o  be  

u n w i l l i n g  t o  e n g a g e  i n  f u r t h e r  i n v e s t m e n t .

T h u s  t h e r e  a r e  g r o u n d s  f o r  e x p e c t i n g  t h e  a d v e r t i s i n g  

s a l e s  r a t i o  t o  be  h i g h  e a r l y  i n  t h e  l i f e  c y c l e  a n d  t h e n  t o  

g r a d u a l l y  d e c l i n e .  T h u s  i n  t e r m s  o f  a h y p o t h e s i s  o n e  w o u l d  

e x p e c t  t h e  c h a n g e  i n  s a l e s  t o  h a v e  a n e g a t i v e  i n f l u e n c e  on  

t h e  c h a n g e  i n  t h e  a d v e r t i s i n g  s a l e s  r a t i o .

I n  t h e  d e c l i n i n g  s t a g e  o f  t h e  l i f e  c y c l e ,  p r o m o t i o n  w i l l  

h a v e  v e r y  l i t t l e  i m p o r t a n c e  i n  t h e  m a r k e t i n g  m ix  w i t h  

e m p h a s i s  p l a c e d  on p r i c e  and d i s t r i b u t i o n .



j - IGURfc 3 .  5 .  s A D V E R T IS I N G  AMD THE PRODUCT L I F E - C Y C L E .

Sales

One o f  t h e  r e a s o n s  u n d e r l y i n g  s u c h  a h y p o t h e s i z e d  d e c l i n e

i n  t h e  a d v e r t i s i n g  s a l e s  r a t i o  i n  r e s p e c t  t o  g r o w t h  i s  t h e

v e r y  n a t u r e  o f  a d v e r t i s i n g  i t s e l f .  A d v e r t i s i n g  c r e a t e s  a

s t o c k  o f  i n f o r m a t i o n  w h i c h  a l t h o u g h  d e c a y i n g  e x i s t s  a c r o s s

t i m e  ( t h i s  i s  e x e m p l i f i e d  i n  t h e  m o d e l  o f  V i d a l e  a n a  W o l f e

1 9 5 7 ) .  T h u s  f o r  a p r o d u c t  t o  e n t e r  i n t o  t h e  c o n s c i o u s n e s s  o f

t h e  c o n s u m e r  i n t e n s i v e  ( a n d  r e p e t i t i v e )  a d v e r t i s i n g  i s  o f t e n

n e c c e s s a r y .  I n  t h e  m i l i t a r i s t i c  w o r d s  o f  D e a n  ( 1 9 5 1 ) i

" E a c h  a d v e r t i s i n g  a t t a c k  s t a r t s  f r o m  g r o u n d  t h a t  was  t a k e n  i n  
p r e v i o u s  f o r a y s ,  and w h e r e  no s i n g l e  o n s l a u g h t  c a n  o v e r c o m e  
t h e  i n e r t i a  o f  e x i s t i n g  s p e n d i n g  p a t t e r n s ,  t h e  h a m m e r i n g  o f  
r e p e t i t i o n  o f t e n  o v e r c o m e s  s k e p t i c i s m  by a t t r i t i o n " .

O v e r  t i m e  a s  o n e  p r o c e e d s  t h r o u g h  t h e  p r o d u c t  l i f e  c y c l e  

t h e  p r o f i t a b i l i t y  o f  a d v e r t i s i n g  d e c r e a s e s .  T h i s  i s  p a r t l y  

b e c a u s e  t h e r e  i s  a l r e a d y  a s t o c k  o f  a d v e r t i s i n g  a n d  p a r t l y  

b e c a u s e  a d v e r t i s i n g  h a s  l e s s  o f  a  m o n o p o l y  o v e r  t h e  

c o n s u m e r ’ s  i n f o r m a t i o n  s o u r c e .  f is m o r e  p e o p l e  t r y  a p r o d u c t ,  

f a c t o r s  s u c h  a s  p e e r  g r o u p  p r e s s u r e  and  p r o d u c t  q u a l i t y  i n  

d e t e r m i n i n g  t h e  l i k e l i h o o d  o f  a  r e —p u r c h a s e .

I t  i s  i m p o r t a n t  t o  r e m e m b e r  h o w e v e r  t h a t  p r o m o t i o n a l  

s t r a t e g y  w i l l  n o t  be d e t e r m i n e d  i n  i s o l a t i o n  f r o m  t h e  o t h e r  

c o m p o n e n t s  o f  t h e  m a r k e t i n g  m i x .  K o t l e r  ( 1 9 6 4 )  i d e n t i f i e s



f o u r  b r o a d  s t r a t e g i e s  t h a t  a  f i r m  m i g h t  a d o p t ,  a l l  o f  w h i c h  

h a v e  d i f f e r e n t  i m p l i c a t i o n s  f o r  t h e  m a r k e t i n g  m i x *  r a p i d  

s k i m m i n g ,  s l o w  s k i m m i n g ,  r a p i d  p e n e t r a t i o n  and  s l o w  

p e n e t r a t i o n .  F o r  c o n v e n i e n c e  g o o d s  h o w e v e r  i t  se e m s  l i k e l y  

t h a t  t h e  g a i n s  f r o m  a h i g h  p r o f i l e ,  a s s o c i a t e d  w i t h  a r a p i d  

s t r a t e g y ,  a r e  so i m p o r t a n t  t h a t  a s l o w  s t r a t e g y  w i l l  n o t  be  

f e a s i b l e  a n d  t h e  g e n e r a l  r e l a t i o n s h i p  o u t l i n e d  c a n  be  

e x p e c t e d .  S l o w  s t r a t e g i e s  b e i n g  d e f i n e d  by K o t l e r  a s  t h o s e  i n
i

w h i c h  p r o m o t i o n  i s  lo w  k e y .  An e l e m e n t  t h a t  w i l l  p l a y  a  p a r t  

i n  a f f e c t i n g  t h e  r e l a t i o n s h i p  i s  t h e  n a t u r e  o f  t h e  b u y e r  i . e .  

t h e  p l a c e  o r  d i s t r i b u t i o n  a s p e c t  o f  t h e  m a r k e t i n g  mix . .  F o r  i f  

t h e  r e t a i l  s e c t o r  i s  f a i r l y  c o n c e n t  r a t e d  t h e n  g a i n i n g  m a r k e t  

s h a r e  r a p i d l y  and  b e c o m i n g  a b r a n d  l e a d e r  e a r l y  w i l l  p r o b a b l y  

h a v e  a m a r k e d  e f f e c t  on t h e  l i f e  t i m e  p r o f i t a b i l i t y  o f  a  

p r o d u c t .  T h u s  one  w o u l d  e x p e c t  r e t a i l  c o n c e n t  r a t i o n  t o  r e 

e n f o r c e  t h e  p o s i t i v e  r e l a t i o n s h i p  w i t h  g r o w t h  p a r t i c u l a r l y  i f  

p r o d u c t s  i n  t h e  i n t r o d u c t o r y  s t a g e  a r e  e x c l u d e d .

P o s s i b l y  d u e  t o  t h e  e c o n o m i c  p r e - o c c u p a t i o n  w i t h  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  t h e  e m p i r i c a l  w o r k  t h a t  h a s  b e e n  

d o n e  on g r o w t h  a s  a d e t e r m i n a n t  o f  a d v e r t i s i n g  h a s  b e e n  

s t r i c t l y  l i m i t e d .  T h e  w o r k  t h a t  h a s  b e e n  d o n e  g i v e s  a m b i g u o u s  

e v i d e n c e  w i t h  G r e e r  ( 1 9 7 1 )  and  B r u s h  ( 1 9 7 6 )  p r o v i d i n g  

c o n t r a r y  f i n d i n g s .

G r e e r  ( 1 9 7 1 )  i n  a t h r e e  e q u a t i o n  m o d e l ,  a s  w e l l  a s  

f i n d i n g  m a n u f a c t u r e r  c o n c e n t  r a t i o n  h a v i n g  a  q u a d r a t i c  e f f e c t  

on t h e  a d v e r t i s i n g  s a l e s  r a t i o  f o u n d  g r o w t h  t o  h a v e  a 

' n e g a t i v e  l i n e a r  e f f e c t  on i t  a s  w e l l .

B r u s h  ( 1 9 7 6 )  f i n d s  e v i d e n c e  f o r  g r o w t h  h a v i n g  a p o s i t i v e  

l i n e a r  r e l a t i o n s h i p  w i t h  t h e  a d v e r t i s i n g  s a l e s  r a t i o  when  

i n c l u d e d  w i t h  m a r k e t  s i z e  and  p r o d u c t  c h a r e c t e r  b u t  n o t
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m a n u f a c t u r e r  c o n c e n t  r a t  i  on.

3 . 5 .  THE R E L A T IO N S H IP  BETWEEN V A R IE T Y  AND A D V E R T I S I N G .

As w as  sh o w n  i n  t h e  p r e c e s d i n g  s e c t i o n  a d v e r t i s i n g  w i l l

b e  g r e a t e s t  when  t h e r e  i s  a  h i g h  d e g r e e  o f  c o n s u m e r  i n e r t i a

t o  be  o v e r c o m e .  T h i s  i n e r t i a  o f  b u y i n g  b e h a v i o u r  w i l l  n o t

o n l y  b e  a f f e c t e d  by t h e  s t a g e  i n  t h e  p r o d u c t  l i f e  c y c l e  b u t

a l s o  by  t h e  a m o u n t  o f  p r o d u c t  v a r i e t y .  I f  t h e r e  a r e  a l r e a d y  a 

l a r g e  n u m b e r  o f  a d v e r t i s e d  p r o d u c t s  t h e n  o n e  m i g h t  e x p e c t  t h e  

a m o u n t  o f  a d v e r t i s i n g  n e e d e d  t o  be  s u c c e s s f u l  t o  i n c r e a s e .

A f o r c e  w o r k i n g  i n  t h e  o p p o s i t e  d i r e c t i o n  h o w e v e r  i s  t h e  

f a c t  t h a t  i n  a m a r k e t  w i t h  a l a r g e  n u m b e r  - o f  p r o d u c t s  

a d v e r t i s i n g  w i l l  be l e s s  s u c c e s s f u l  p e r  pound s p e n t  i n  t e r m s  

o f  g a i n i n g  s a l e s  t h a n  i n  a m a r k e t  w i t h  a  l e s s e r  n u m b e r  o f  

p r o d u c t s .  T h e  d e g r e e  t h a t  a d v e r t i s i n g  c a n  s w a y  t h e  c o n s u m e r  

w i l l  t h e r e f o r e  be  a n e g a t i v e  f u n c t i o n  o f  t h e  n u m b e r  o f  

p r o d u c t s  a n d  t h u s  a d v e r t i s i n g  w i l l  be l e s s  p r o f i t a b l e  f o r  

f i r m s  t h e  m o re  t h e  n u m b e r  o f  p r o d u c t s .  W h ic h  o n e  o f  t h e s e  tw o  

o p p o s i n g  f o r c e s  i s  l i k e l y  t o  d o m i n a t e  a p r i o r i  i s  d i f f i c u l t  

t o  j u d g e  a l t h o u g h  i t  i s  p o s s i b l e  t h a t  t h e  p r o f i t a b i l i t y  o f  

a d v e r t i s i n g  w i l l  be t h e  s t r o n g e r  i n f l u e n c e .  T h e  o n l y  w o r k  t o  

d a t e  t h a t  h a s  i n c l u d e d  a m e a s u r e  o f  v a r i e t y  i s  E l s e  ( 1 9 6 6 ) .  

H o w e v e r  t h i s  s t u d y  h a s  tw o  m a j o r  s h o r t c o m i n g s .  F i r s t ,  t h e  

m e a s u r e  o f  v a r i e t y  i s  l i a b l e  t o  be  i n a c c u r a t e .  G r o u n d s  f o r

s a y i n g  t h i s  a r e  t h e  f a c t  t h a t  i t  i s  c a l c u l a t e d  on t h e  n u m b e r

o f  b r a n d  n am es  a d v e r t i s e d  r a t h e r  t h a n  on a m e a s u r e  o f  t h e  

n u m b e r  o f  b r a n d s .  S e c o n d ,  a s  m e n t i o n e d  i n  t h e  p r e v i o u s

s e c t i o n  no F t e s t  o r  t  t e s t s  w e r e  c o n d u c t e d .  T h e s e  ( m a j o r )

s h o r t c o m i n g s  a s i d e  t h e  s t u d y  d o e s  show a p o s i t i v e  

r e l a t i o n s h i p  b e t w e e n  v a r i e t y  and  a d v e r t i s i n g  i n t e n s i t y .
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3 . 6 .  THE NATURE OF THE PRODUCT AND THE DEGREE OF A D V E R T I S I N G .

T h o u g h  e v e r y  good  o r  s e r v i c e  c a n  be p r o m o t e d ,  t h e  d e g r e e  

t h a t  a p r o d u c t  i s  i n t  r i n s i c a l  l y  " a d v e r t  i  s a b l e 11 m u s t  v a r y  i f  

t h e  c o n s u m e r  u s e s  a v a r i e t y  o f  d e c i s i o n  m a k i n g  p r o c e s s e s  o r  

i f  t h e  c o n s u m e r  a t t a t c h e s  d i f f e r i n g  w e i g h t s  t o  f a c t o r s  w i t h i n  

t h e  d e c i s i o n  m a k i n g  p r o c e s s  e . g .  p e e r  g r o u p  p r e s s u r e .

One o f  t h e  m o st  u s e f u l  a n d  e l e m e n t a r y  c l a s s i f i c a t i o n s  o f  

d e c i s i o n  m a k i n g  p r o c e s s e s  i s  t h e  d i v i s i o n  b e t w e e n  h i g h  

i n v o l v e m e n t  and  lo w  i n v o l v e m e n t  p r o c e s s e s .  I n v o l v e m e n t  i n  

t h i s  c a s e  b e i n g  t h e  d e g r e e  o f  i n v o 1v e m e n t  w i t h  t h e  c o n s c i o u s  

p a r t  o f  t h e  b r a i n .  K r u g m a n  ( 1 3 7 9 )  s u g g e s t s  t h a t  t h e r e  i s  

p e r s u a s i v e  e v i d e n c e  t h a t  t h e  " i n f o r m a t i o n "  u s e d  f o r  lo w  

i n v o 1 v e m e n t  d e c i s i o n s  i  s s t o  r e d  i n  t  he f o r m  o f  ho 1 i s t  i c  

i m a g e s  on t h e  r i g h t  s i d e  o f  t h e  b r a i n  w i t h o u t  b e i n g  s u b j e c t e d  

t o  t h e  c o n s c i o u s  t h o u g h t  p r o c e s s e s  o f  t h e  l e f t .  I g n o r i n g  t h e  

p h y s i o l o q i c a l  d e b a t e  t h e  e v i d e n c e  o f  a d e c i s i o n  m a k i n g  

p r o c e s s  t h a t  u s e s  l i t t l e  c o n s c i o u s  t h o u g h t  ( O l s h a v s k y  a n d  

G r a n b o  i s  1 9 7 9 )  h a s  i m p o r t a n t  c o n s e q u e n c e s  f o r  a d v e r t i s i n g .  

F o r  t h e  m o s t  i m p o r t a n t  p a r t  o f  t h e  lo w  i n v o l v e m e n t  p r o c e s s  i s  

f o r  t h e  p r o d u c t  t o  e n t e r  t h e  l o n g  t e r m  m emory  ( K r u g m a n  1 9 7 9 ) .  

T h e  a b i l i t y  f o r  a  b r a n d  t o  e n t e r  t h e  l o n g  t e r m  mem ory,  

a s s u m i n g  t h a t  b a s i c  n o n —c o m c e n s a t o r y  c r i t e r i a  a r e  m e t ,  i s  

p r i n c i p a l l y  d e t e r m i n e d  a c c o r d i n g  t o  E n g e l  a n d  B l a c k w e l l  

( 1 9 8 2 )  by  f o u r  f a c t o r s .  T h e s e  a r e  name r e g i s t r a t i o n ,  

m e m o r a b i l i t y ,  s o u r c e  c r e d i b i l i t y  and  r e p e t i t i o n .

As a d v e r t i s i n g  ( a n d  t e l e v i s i o n  a d v e r t i s i n g  i n  p a r t i c u l a r )  

i s  u s e f u l  f o r  t h e s e  f a c t o r s  c l e a r l y  o n e  m i g h t  e x p e c t  

a d v e r t i s i n g  t o  p l a y  m o r e  o f  a p a r t  i n  l o w  i n v o l v e m e n t  

d e c i s i o n s  t h a n  i n  h i g h  i n v o l v e m e n t  d e c i s i o n s .  I n  h i g h  

i n v o l v e m e n t  d e c i s i o n s  m o r e  " o b j e c t i v e "  i n f o r m a t i o n  w i l l  be
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s o u g h t  a n d  s o u r c e s  o t h e r  t h a n  m a n u f a c t u r e r  a d v e r t i s i n g  w i l l  

be u s e d .

I n  t h e  e m p i r i c a l  p a r t  o f  t h i s  t h e s i s  o n l y  l o w  i n v o l v e m e n t  

g o o d s  w i l l  be u s e d  t o  t r y  a n d  r e d u c e  t h e  a m o u n t  o f  v a r i e t y  i n  

t h e  a m o u n t  g o o d s  c a n  be a d v e r t i s e d .  H i g h  i n v o l v e m e n t  g o o d s  

w i l l  v a r y  a l o t  m o r e  a c r o s s  m a r k e t s  i n  t h e  e x t e n t  t h a t  t h e y  

c a n  b e  a d v e r t i s e d .

3 . 7 .  SUMMARY

T h i s  c h a p t e r  h a s  h i g h l i g h t e d  t h e  i n f l u e n c e s  on  

a d v e r t i s i n g  a s i d e  f r o m  t h e  r e t a i l  v a r i a b l e s  w h i c h  w i l l  be  

d e r i v e d  i n  c h a p t e r  f i v e .  T h e  p u r p o s e  o f  t h i s  i s  t o  h i g h l i g h t  

t h e  v a r i a b l e s  t h a t  s h o u l d  be i n c l u d e d  a l o n g  w i t h  t h e  r e t a i l  

v a r i a b l e s  i n  t h e  e m p i r i c a l  a n a l y s i s  o f  c h a p t e r  s e v e n .  T h i s  

s h o u l d  a l l o w  a b e t t e r  s p e c i f i c a t i o n  o f  t h e  m o d e l  o f  t h e  

s t r u c t u r a l  d e t e r m i n a n t s  o f  a d v e r t i s i n g  a nd  w i l l  show t h e  

i m p o r t a n c e  o f  i n c l u d i n g  r e t a i l  v a r i a b l e s  i n  f u t u r e  w o r k  on 

a d v e r t  i s i n g .
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4 . 0 .  O B J E C T IV E S .

T h e  o b j e c t i v e  o f  t h i s  c h a p t e r  i s  t o  r e v i e w  t h e  e x i s t i n g  

t h e o r y  a n d  e v i d e n c e  o f  t h e  d e t e r m i n a n t s  o f  t h e  l e v e l  o f  

p r o d u c t  v a r i e t y  i n  o r d e r  t o  s e t  t h e  s c e n e  f o r  t h e  t h e o r e t i c a l  

a n d  e m p i r i c a l  a n a l y s i s  o f  t h e  e f f e c t  o f  r e t a i l  v a r i a b l e s  on  

p r o d u c t  v a r i e t y .  T h e  s t r u c t u r a l  d e t e n Y i  i n a n t s  o f  p r o d u c t  

v a r i e t y  w h i c h  a r e  i d e n t i f i e d  a nd  r e v i e w e d  i n  t h i s  c h a p t e r  a r e  

m a n u f a c t u r e r  s t r u c t u r e ,  m a r k e t  s i z e ,  m a r k e t  g r o w t h  a n d  t h e  

n a t u r e  o f  t h e  p r o d u c t .

4 .  1.  THE R E L A T I O N S H I P  BETWEEN MANUFACTURER STRUCTURE AND 
PRODUCT V A R I E T Y .

T h e  q u e s t i o n  o f  w h i c h  m a r k e t  s t r u c t u r e  p r o d u c e s  t h e  

o p t i m u m  l e v e l  o f  p r o d u c t  v a r i e t y  i s  o n e  t o  w h i c h  e c o n o m i s t s  

h a v e  d e v o t e d  c o n s i d e r a b l e  t i m e  a n d  a t t e n t i o n  t o  i n  t h e  l a s t  

t w o  d e c a d e s .

T h e  s t a n d a r d  a p p r o a c h  h a s  b e e n  t o  c o m p a r e  m o n o p o l i s t i c  

c o m p e t i t i o n  w i t h  m o n o p o l y .  T h i s  ha s  b e e n  d o n e  b o t h  t h r o u g h  

e q u i l i b r i u m  a n a l y s i s  o f  t h e  w e l f a r e  i m p l i c a t i o n s  ( e . g .  S p e n c e  

1 9 7 0 ,  D i x i t  a n d  S t i g l i t z  1 9 7 7  and S c h e r e r  1 9 7 9 , 1 9 8 0 )  and  by  

e x a m i n a t i o n  o f  t h e  d y n a m i c s  o f  c o m p e t i t i o n  i n  p r o d u c t  v a r i e t y  

( e . g .  L e r n e r  a n d  S i n g e r  1 9 3 7  and B r a n d e r  and E a t o n  1 9 8 4 ) .  T h e
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c o n c l u s i o n  t h a t  i s  n o r m a l l y  d r a w n  f r o m  s u c h  c o m p a r i s o n s  i s  

" t h a t  a  g r e a t e r  v a r i e t y  o f  s u b s t i t u t e  p r o d u c t s  i s  l i k e l y  t o  

a p p e a r  u n d e r  m o n o p o l i s t i c  c o m p e t i t i o n  w i t h  e n t r y  o p e n  t h a n  

u n d e r  m o n o p o l y  w i t h  c l o s e d  e n t r y "  ( S c h e r e r  1 9 3 0 ) .  S u c h  a 

c o n c l u s i o n  i s  h o w e v e r  d e p e n d e n t  on v a r i o u s  a s s u m p t i o n s  made  

t o w a r d s  b e h a v i o u r  and c o s t  s t r u c t u r e .  T h e  f o l l o w i n g  t h r e e  

s u b - s e c t i o n s  e x a m i n e  s u c h  a s s u m p t i o n s  i n  o r d e r  t o  d e r i v e  

p o s s i b l e  h y p o t h e s e s  b e t w e e n  c o n c e n t  r a t i o n  a n d  t h e  l e v e l  o f  

v a r i e t y .

4 . 1 . 1 .  BEHAVIOURAL ASSUM PTIO NS:  KNOWLEDGE AND SEQUENCE OF
ENTRY.

S c h e r e r 7 s m o d a l  ( S c h e r e r  1 9 7 9 ,  1 9 3 0 )  a r r i v e s  a t  t h e

a b o v e  c o n c l u s i o n  by u s i n g  an  a n a l y s i s  o f  p r o d u c t  s p a c e  

a n a l o g o u s  t o  H o t e l l i n g 7 s c l a s s i c  a n a l y s i s  o f  s p a t i a l  

c o m p e t i t i o n  ( H o t e l l i n g  1 9 2 9 ) .  A s u m m a ry  o f  S c h e r e r 7 s 

e x p o s i t i o n  f o l l o w s  w h i c h  i s  a i d e d  by f i g u r e  4 .  1.

F IG U R E  4 . 1 :  PRODUCT LO C A TIO N .

Sa

A c 9

S c h e r e r  ( 1 9 7 9 ) .
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I n  F i g u r e  4 .  i  t h e r e  a r e  tw o  p r o d u c t s  on t h e  Market, ft and  

B, w a d e  by o n e  ( p r o f i t  m a x i m i z i n g )  c o m p a n y .  F o r

s i m p l i f i c a t i o n  t h e  h o r i z o n t a l  a x i s  r e p r e s e n t s  a one

d i m e n s i o n a l  p r o d u c t  a t t r i b u t e  ( o r  p e r c i e v e d  a t t r i b u t e ) .  

C o n s u m e r s  p r e f e r e n c e s  a r e  a s s u m e d  t o  be  s p r e a d  e v e n l y  a c r o s s  

t h i s  a t t r i b u t e .

T h e  v e r t i c a l  a x i s  r e p r e s e n t s  t h e  i n t e g r a l  u n d e r  t h e  

i n v e r s e  dem and f u n c t i o n  f o r  a l l  c o n s u m e r s  w i t h  t h e  p r i c e  o f  

t h e  , g o o d s  a n d  s u b s t i t u t e s  b e i n g  f i x e d .  T h e  d o t t e d  l i n e

r e p r e s e n t s  t h e  p r o d u c e r  s u r p l u s .

I f  a new g oo d  w e r e  t o  be i n t r o d u c e d  u n d e r  t h e s e  

a s s u m p t i o n s  i t  w o u l d  be i n t r o d u c e d  a t  t h e  m i d - p o i n t  b e t w e e n  ft 

a n d  B a s s u m i n g  t h a t  v a r i a b l e  and  d i s t r i b u t i o n  c o s t s  w e r e  t h e  

sam e f o r  a l l  t h r e e  g o o d s .

W i t h  t h e  i n t r o d u c t i o n  o f  t h e  new p r o d u c t ,  C, t h e  p r o d u c e r  

g a i n s  s u r p l u s -  X a n d  Y r e g a r d l e s s  o f  w h e t h e r  he i s  t h e

p r o d u c e r  o f  ft and  B a s  w e l l .  I f  t h e  p r o d u c e r  o f  C i s  n o t  t h e  

p r o d u c e r  o f  ft and  B t h e n  t h e  p r o d u c t  w i l l  be i n t r o d u c e d  i f  Sift 

+ SB + X + Y e x c e e d  t h e  c o s t .  Sift an d  SB a r e  t h e  s u r p l u s  t h a t  

h a s  b e e n  g a i n e d  f r o m  p r o d u c t s  ft an d  B. T h e  m o n o p o l i s t  on t h e  

o t h e r  h a n d  a l r e a d y  p r o d u c i n g  ft and  B w i l l  o n l y  be g a i n i n g  X -*• 

Y w h i c h  m i g h t  n o t  c o v e r  c o s t s .

I t  s h o u l d  be c l e a r  f r o m  F i g u r e  4 .  1 t h a t  a  b i g  i n f l u e n c e

on t h e  a m o u n t  o f  v a r i e t y  w i l l  be t h e  s l o p s  o f  t h e  s u r p l u s  

f u n c t i o n  w h i c h  i s  d e t e r m i n e d  by t h e  d e g r e e  o f

s u b s t i t u t a b i l i t y  b e t w e e n  p r o d u c t s .  T h i s  c a v e a t

n o t w i t h s t a n d i n g  o n e  m i g h t  ( w r o n g l y )  be t e m p t e d  t o  c o n c l u d e  

t h a t  i f  m a n u f a c t u r i n g  c o n c e n t r a t i o n  i n c r e a s e d  t h e  a m o u n t  o f  

p r o d u c t  v a r i e t y  w o u l d  d e c r e a s e .  H o w e v e r  t h e  m o d e l  a b o v e  i s  

d e p e n d e n t  on i t s  s p e c i f i c  a s s u m p t i o n s  p a r t i c u l a r l y  i n  r e g a r d
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t o  e n t r y .

F o r  i f  i n  t h e  c a s e  o f  m o n o p o l y  ( o n e  p r o d u c e r )  e n t r y  i s  

b l o c k a d e d  t h e n  t h e  o n l y  c o n s i d e r a t i o n  w i l l  be  i f  X a n d  Y ( t h e  

f l o w  o f  r e n t )  e x c e e d  t h e  c o s t  o f  i n t r o d u c t i o n .  I f  h o w e v e r  

e n t r y  i s  o p e n  t h e n  t h e  m o n o p o l i s t  may i n t r o d u c e  p r o d u c t  C t o  

p r e - e m p t  e n t r y  by a n e w c o m e r  s i n c e  e n t r y  w o u l d  e n t a i l  a  l o s s  

o f  Sfl +  SB t o  t h e  ( f o r m e r )  m o n o p o l i s t .

O t h e r  a u t h o r s  show how t h e  a m o u n t  o f  v a r i e t y  i s  a l s o  

d e p e n d e n t  on t h e  a s s u m p t i o n s  r e g a r d i n g  k n o w l e d g e  and s e q u e n c e  

o f  e n t r y  g i v i n g  r i s e  t o  a n u m b e r  o f  p r e d i c t i o n s  w h i c h  a r e  

o n l y  i n d i r e c t l y  r e l a t e d  t o  c o n c e n t  r a t i o n .  M o s t  o f  s u c h  

a u t h o r s  u s e  d u o p o l y  a s  t h e  b a s i c  m o d e l  f o l l o w i n g  f r o m  

H o t e l l i n g ’ s ( 1 9 2 9 )  s e m i n a l  w o r k .

H o t e l l i n g  ( 1 9 2 9 )  had s u g g e s t e d  t h a t  i f  a t h i r d  f i r m  

l o c a t e d  i n  t h e  m a r k e t  i t  w o u l d  n o t  l o c a t e  b e t w e e n  t h e  f i r s t  

t w o  b u t  c l o s e  t o  ft o r  B i n  a n  o p e n  s e g m e n t  o f  t h e  m a r k e t .  

C h a m b e r l i n  ( 1 9 3 3 )  h o w e v e r  p o i n t e d  o u t  t h a t  t h i s  w o u l d  mean  

t h a t  t h e r e  w o u l d  be a n  i n c e n t i v e  t o  l e a p f r o g  t o  t h e  o u t s i d e  

u n t i l  e q u i l i b r i u m  was r e a c h e d  w i t h  t w o  f i r m s  a t  o n e  q u a r t i l e  

a n d  o ne  a t  t h e  o t h e r .  L e r n e r  a n d  S i n g e r  ( 1 9 3 7 )  e x t e n d e d  t h i s  

b y  i n t r o d u c i n g  a f o u r t h  f i r m  w h i c h  t h e y  s u g g e s t e d  w o u l d  j o i n  

t h e  s i n g l e  f i r m .

T h e  p r o c e s s  o f  l e a p f r o g g i n g  h o w e v e r  h a s  b e e n  shown t o  

o c c u r  o n l y  u n d e r  v e r y  l i m i t i n g  a s s u m p t i o n s  m o st  n o t a b l y  a 

s m a l l  n u m b e r  o f  f i r m s  ( E a t o n  a n d  L i p s e y  1 9 7 5 ,  3 r a i t s o n  i 9 Q 2 ) .

H ay  ( 1 9 7 6 )  s u g g e s t s  t h a t  b e c a u s e  t h e  c o s t s  o f  r e l o c a t i n g  

c a n  b e  a s s u m e d  t o  be p r o h i b i t i v e l y  h i g h  l e a p f r o g g i n g  w o u l d  be  

u n e c o n o m i c .  T h i s  he  d e m o n s t r a t e s  w o u l d  l e a d  t o  an  e v e n  s p r e a d  

o f  f i r m s  u n d e r  c o n d i t i o n s  o f  s e q u e n t i a l  e n t r y  a n d  e v e n l y  

s p r e a d  d em an d .  M o r e  i m p o r t a n t l y  f o r  t h e  p u r p o s e s  o f  t h i s
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s t u d y  he  d e m o n s t r a t e s  t h a t  s e q u e n t i a l  e n t r y  w o u l d  l e a d  t o  

s p a c i n g  g r e a t e r  t  h an  t  he  m in im u m  m a r k e t . I t  i s  r e a s o n a b l e  bo 

a s s u m e  t h a t  t h e  m in im u m  m a r k e t  s o l u t i o n  w o u l d  o c c u r  i f  a  

l a r g e  n u m b e r  o f  f i r m s  e n t e r e d  t h e  m a r k e t  s i m u l t a n e o u s l y .  I f  

o n e  w e r e  l i a b l e  t o  g e t  a h i g h e r  i n c i d e n c e  o f  s i m u l t a n e o u s  

e n t r y  i n  l e s s  c o n c e n t r a t e d  i n d u s t r i e s  ( i n  t e r m s  o f  n u m b e r  a n d  

s i z e  o f  f i r m s )  t h a n  i n  c o n c e n t r a t e d  i n d u s t r i e s  t h e n  t h i s  

m i g h t  s u g g e s t  a  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  c o n c e n t r a t i o n  

a n d  p r o d u c t  v a r i e t y .  T h e  m a i n  r e a s o n  f o r  s u s p e c t i n g  t h a t  

s i m u l t a n e o u s  e n t r y  i s  m o r e  l i k e l y  i n  l e s s  c o n c e n t r a t e d  

i n d u s t r i e s  i s  t h a t  i t  i s  m o r e  l i k e l y  t h a t  c o s t s  and t i m e  o f  

e n t  r y  a r e  g r e a t  e r  t h e  l a  r  g e r  t h e  l e v e l  o f  i n i t  i  a  1 

c o n c e n t  r a t  i o n .

ft s t a t i c  m o d e l  o f  m u l t i —p r o d u c t  f i r m s  t h a t  h a s  m ors  

e x p l i c i t  i n f e r e n c e s  f o r  t h e  r e l a t i o n s h i p  b e t w e e n  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  and v a r i e t y  i s  t h a t  o f  R a u b i t s c h e k  ( 1 9 3 7 ) .  T h i s  

i s  a m o d e l  o f  p r o d u c t  p r o 1 i f e r a t i o n  w i t h  m u l t i - p r o d u c t  f i r m s  

i n  w h i c h  t h e r e  i s  c o n s t a n t  e l a s t i c i t y  o f  s u b s t i t u t i o n  and  no 

e n t r y .  T h e r e  a r e  tw o  -k e y  b e h a v i o u r a l  a s s u m p t i o n s  t h a t  a r e  

made i n  t h i s  m o d a l .

F i r s t ,  b r a n d  m a n a g e r s  b e h a v e  a s  m o n o p o l i s t i c  c o m p e t i t o r s  

a n d  do n o t  t a k e  a c c o u n t  o f  t h e  f a c t  t h a t  g a i n s  f o r  t h e i r  

b r a n d  may be a t  t h e  e x p e n s e  o f  t h e  f i r m s  o t h e r  b r a n d s .

S e c o n d ,  new p r o d u c t  i n t r o d u c t i o n  m a n a g e r s  p l a y  a  C o u r n o t  

game i n  p r o d u c t s  -  t h a t  i s  t o  s a y  t h e y  a s s u m e  i n  t e r m s  o f  

p r o d u c t  o f f e r i n g  t h e  o t h e r  f i r m s  w i l l  n o t  r e p o s i t i o n  e x i s t i n g  

p r o d u c t s  o r  o f f e r  new o n e s  a s  a r e s u l t  o f  e n t r y .

T h e  r e s u l t  o f  t h i s  m o d e l  i s  t h a t  t h e  n u m b e r  o f  b r a n d s  

e a c h  f i r m  has  i n  e q u i l i b r i u m  i s  i n v e r s e l y  r e l a t e d  t o  the? c o s t  

o f  i n t r o d u c i n g  a new b r a n d  and t o  t h e  n u m b e r  o f  f i r m s  i n  t h e
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m a r k e t .  M o r e  i m p o r t a n t l y  t h e  m o d e l  c o n c l u d e s  t h a t  t h e  g r e a t e r  

t h e  n u m b e r  o f  f i r m s  t h e  h i g h e r  t h e  t o t a l  n u m b e r  o f  p r o d u c t s  

i n  t h e  m a r k e t .  D e s p i t e  t h i s  p o s i t i v e  c o n c l u s i o n  t h e  m o d e l  may 

b e  o f  l i m i t e d  g e n e r a l i t y  b e c a u s e  o f  t h e  h e r o i c  a s s u m p t i o n s  

r e g a r d i n g  b r a n d  m a n a g e r s ,  c o n s t a n t  e l a s t i c i t y  o f  s u b s t i t u t i o n  

and  t h e  l a c k  o f  e n t r y  d e t e r r i n g  b e h a v i o u r .

O t h e r  m o d e l s  t h a t  e x p l o r e  s e q u e n t i a l  e n t r y  a s s u m p t i o n s  

, c o n t r a r y  t o  R a u b i t s c h e k  ( 1 9 8 7 ) ,  do n o t  s u g g e s t  t h e r e  i s  a 

r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  a n d  t h e  l e v e l  o f  v a r i e t y  

( e x c e p t  t h r o u g h  t h e  c o s t  s t r u c t u r e ) .

B r a n d e r  and  E a t o n  ( 1 9 8 4 )  ( w h i l s t  a c k n o w l e d g i n g  t h e  p a r t  

p l a y e d  by c o s t s )  s t a t e  " O u r  b a s i c  m e s s a g e  i s  t h a t  r e c o g n i s i n g  

t h e  s e q u e n t i a l  n a t u r e  o f  d e c i s i o n  m a k i n g  i s  i m p o r t a n t  i n  

u n d e r s t a n d i n g  p r o d u c t  l i n e  r i v a l r y " .  T h e y  d e m o n s t r a t e  how 

s e g m e n t i n g  t h e  m a r k e t  a m o n g s t  f i r m s  i s  n o t  a l w a y s  t h e  m ost  

r a t i o n a l  s t r a t e g y  s i n c e  a p o t e n t i a l  e n t r a n t  m i g h t  be d e t e r r e d  

f r o m  e n t r y  i n  an  i n t e r l a c e d  m a r k e t  w hen i t  w o u l d  e n t e r  a  

s e g m e n t e d  m a r k e t .  To d e m o n s t r a t e  t h i s  t h e y  u s e  a m o d e l  o f  

t h r e e  s t a g e  d u o p o l y  i n  w h i c h  t h e r e  a r e  tw o  f i r m s  e a c h  w i t h  

t w o  p r o d u c t s .  T h e  m o d e l  s h o w s  t h a t  when  s c o p e  (how many  

p r o d u c t s  t o  p r o d u c e ) ,  l i n e  ( w h i c h  p r o d u c t s  t o  p r o d u c e )  and  

o u t p u t  d e c i s i o n s  a r e  made s e q u e n t i a l l y  t h e n  t h e  i n c u m b e n t s  

may r e c o g n i s e  t h a t  a n o n - c o o p e r a t i v e  l i n e  d e c i s i o n  may

p r e v e n t  e n t r y  by o u t s i d e r s  b u t  a t  t h e  same t i m e  a v o i d  p r i c e

c o m p e t  i t  i  on .

S u c h  a  mode o f  b e h a v i o u r  i s  a t  t h e  h e a r t  o f  an  e a r l i e r  

s t u d y  by  S c h m a l e n s e e  ( 1 9 7 8 )  i n t o  t h e  r e a d y  t o  e a t  c e r e a l s  

m a r k e t .  B o t h  i m p l y  t h a t  b e c a u s e  o l i g o p o l i s t i c  f i r m s  h a v e  a n  

i n c e n t i v e  t o  f i l l  p r o d u c t  s p a c e  t h a t  v a r i e t y  may be

i n d e p e n d e n t  o f  c o n c e n t  r a t i o n .
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E a t o n  a nd  L i p s e y  ( 1 9 7 5 )  s u g g e s t  t h a t  d e s p i t e  t h e  r i g o r o u s  

m o d e l s  i f  o n e  i n c r e a s e s  t h e  n u m b e r  o f  f i r m s  and  u s e  a  w i d e  

r a n g e  o f  b o u n d e d  and  u n b o u n d e d  l i n e a r  a n d  t w o  d i m e n s i o n a l  

m a r k e t s  t h e n  o n e  c a n n o t  g e n e r a l i z e  a b o u t  t h e  l o c a t i o n  o f  

f i r m s !  e a c h  r e s u l t  d e p e n d s  c r i t i c a l l y  on t h e  d e t a i l e d  

s p e c i f i c a t i o n  o f  f i r m s 7 b e h a v i o u r ,  t h e  n a t u r e  o f  t h e  m a r k e t  

s p a c e  a n d  t h e  d i s t r i b u t i o n  o f  c o n s u m e r s .  T h i s  i s  s u p p o r t e d  by  

A r c h i b a l d  a n d  R o s e n b l u t h  ( 1 9 7 5 )  who s i m i l a r l y  d e m o n s t r a t e  

t h a t  when  u s i n g  L a n c a s t r i a n  m o d e l s  ( i . e .  b a s e d  on 

c h a r e c t e r i s t i c s  r a t h e r  t h a n  a t t r i b u t e s )  w i t h  f o u r  o r  m o re  

c h a r e c t e r i s t i c s  t h e  a v e r a g e  b r a n d  m i g h t  h a v e  a l a r g e  n u m b e r  

o f  c o m p e t i t o r s .  S i m i l a r l y ,  i n  h e r  r e v i e w  o f  s p a t i a l  

c o m p e t i t i o n  a l a  H o t e l l i n g ,  G r a i t s o n  ( 1 9 8 2 )  s u g g e s t s  t h a t  i n  

man y c a s e s ,  c o n t r a r y  t o  H o t e l  l i n g ’ s m o d e l ,  t h e r e  i s  s t  rong  

e x p e c t a t i o n  f o r  f i r m s  t o  f i l l  p r o d u c t  s p a c e  w h en  t h e y  c a n .  

T h u s  o n e  h a s  t o  c o n c l u d e  t h a t  i n  t e r m s  o f  demand c o n d i t i o n s  

p r o d u c t  v a r i e t y  w i l l  be i n d e p e n d e n t  o f  c o n c e n t  r a t i o n .  T h e  

o n l y  r e a l  r e a s o n  f o r  d o u b t i n g  t h i s  p r e d i c t i o n  w o u l d  be i f  

t h e r e  i s  w i d e r  s p a c i n g  u n d e r  a h i g h e r  d e g r e e  o f  c o n c e n t  r a t i o n  

c a u s e d  by  a  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  a n d  t h e  

p r o p e n s i t y  f o r  s e q u e n t i a l  e n t r y  a s  o p p o s e d  t o  s i m u l t a n e o u s  

e n t  r y .

4 . 1 . 2 .  ECONOMIES OF SCALE /  SCOPE.

As w e l l  a s  t h e  w o r k  m e n t i o n e d  a b o v e  t h a t  l o o k s  a t  t h e  

demand ( i n c e n t i v e )  s i d e  o f  v a r i e t y ,  a  l a r g e  n u m b e r  o f  s t u d i e s  

h a v e  i n v e s t i g a t e d  t h e  s u p p l y  ( a b i l i t y )  s i d e  r e l a t i o n s h i p  

b e t w e e n  e c o n o m i e s  o f  s c a l e  and  v a r i e t y .  T h i s  s i d e  o f  t h e  

r e l a t i o n s h i p  g i v e s  a much c l e a r e r  p r e d i c t i o n  o f  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  h a v i n g  an  i m p a c t  on v a r i e t y .  T h e  i n t e r a c t i o n  o f
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e c o n o m i e s  o f  s c a l e  avid t h e  p r o d u c t  l i f e  c y c l e  w i l l  be

d i s c u s s e d  i n  s e c t i o n  4 . 2 .

R o s e n  ( 1 9 7 4 )  and  V i s s c h e r  ( 1 9 7 5 )  sh ow t h a t  i n  p e r f e c t  

m a r k e t s  w hen  e c o n o m i e s  o f  s c a l e  a r e  u n i m p o r t a n t  p r o d u c t  s p a c e  

i s  f i l l e d  by a  c o m p l e t e  s p e c t r u m  o f  p r o d u c t  v a r i e t i e s  t o  

s a t i s f y  e a c h  c o n s u m e r .  When e c o n o m i e s  o f  s c a l e  do e x i s t

h o w e v e r  t h e r e  i s  a  r e q u i r e m e n t  t o  l i m i t  v a r i e t y  t o  m ake  f u l l

u s e  o f  t h e s e  e c o n o m i e s ,  n o t  t o  do so i n c u r s  a c o s t  ( D i x i t  and  

S t i g l i t z  1 9 7 7 ) .  T h i s  i s  a l s o  d e m o n s t r a t e d  by M e a d e  ( 1 9 7 4 )  who 

g o e s  on t o  show how c o s t  c o n s i d e r a t i o n s  w i l l  h a v e  m o r e  w e i g h t  

t h a n  t h e  d e g r e e  o f  s u b s t i t u t a b i l i t y .

ft p o i n t  n o t  d i s c u s s e d  i n  t h e s e  two  w o r k s  i s  t h e  f a c t  t h a t  

e c o n o m i e s  o f  s c a l e  may be t o  soma e x t e n t  t r a n s f e r a b l e  t o

r e l a t e d  p r o d u c t s .  F o r  e x a m p l e  i n  t h e  r e a d y  t o  e a t  c e r e a l  

m a r k e t  i t  w o u l d  be p l a u s i b l e  t o  a s s u m e  t h a t  c o s t  e c o n o m i e s  i n  

t h e  p r o d u c t i o n  o f  " B r a n  F l a k e s "  w o u l d  e n a b l e  c o s t  r e d u c t i o n s  

i n  t h e  p r o d u c t  i o n  o f  " B r a n  F l a k e s  w i t h  R a i s i n s " .  F u r t h e r m o r e  

a s  B a i l e y  and F r i e d  l a n d e r  ( 1 9 8 2 )  o b s e r v e  i n  a n  e x t e n s i o n  o f  

P a n z a r  avid W i l l i g  ( 1 9 7 5 , 1 9 8 1 )  e c o n o m i e s  o f  s c o p e  may p l a y  an  

i m p o r t a n t  r o l e  o f  e x t e n d i n g  t h e  m o d e l s  o f  m u l t i - p r o d u c t  

f i r m s .  E c o n o m i e s  o f  s c o p e  e x i s t  w h e r e ,  a s  i n  t h e  e x a m p l e  

a b o v e ,  a s i n g l e  f i r m  c a n  p r o d u c e  a g i v e n  l e v e l  o f  o u t p u t  o f  

e a c h  p r o d u c t  l i n e  m o r e  c h e a p l y  t h a n  a c o m b i n a t i o n  o f  s e p a r a t e  

f i r m s ,  e a c h  p r o d u c i n g  a s i n g l e  p r o d u c t  a t  t h e  g i v e n  o u t p u t  

l e v e l .

T h u s  t h o u g h  v a r i e t y  avid e c o n o m i e s  o f  s c a l e  m u st  be  

r e g a r d e d  a s  a t r a d e - o f f  t h i s  r e l a t i o n s h i p  w i l l  be weakev id by 

t h e  p r e s e n c e  o f  e c o n o m i e s  o f  s c o p e .  T h e  e x t e n t  t o  w h i c h  

e c o n o m i e s  o f  s c a l e  /' s c o p e  a r e  r e l a t e d  t o  c o n c e n t  r a t  i  on w i l l  

t  hus  be  a p r  i  me f a c t  o r  i  n d e t  e rim i  n i  ng a n y  r e  1 a t  i  o n sh  i  p
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b e t w e e n  c o n c e n t  r a t i o n  and  v a r i e t y .

4 . 1 . 3 .  E V ID E N C E  OF A R E L A T I O N S H IP  BETWEEN MANUFACTURER 
CONCENTRATION AND V A R I E T Y .

T h e  f e w  s t u d i e s  t h a t  g i v e  e v i d e n c e  o f  a  l i n k  b e t w e e n  

c o n c e n t  r a t  i  on and p r o d u c t  v a r i e t y  h a v e  a p p r o a c h e d  t h e  p r o b l e m  

b y  e x a m i n i n g  b e h a v i o u r  i n  s p e c i f i c  m a r k e t s ,  o f t e n  a s  p a r t  o f  

( o r  a r i s i n g  f r o m )  g o v e r n m e n t  i n v e s t i g a t i o n s  i n t o  m o n o p o l i s t i c  

p r a c t  i c e s .

S u c h  s t u d i e s  h a v e  b e e n  p r o m p t e d  by t h e  t h e o r e t i c a l  m o d e l s  

an d  h a v e  a d d r e s s e d  t h e  q u e s t i o n  o f  w h e t h e r  o l i g o p o l y  r e s u l t s  

i n  " p r o d u c t  p r o 1 i f e r a t i o n "  o r  " c o m p e t i t i v e  l e a p f r a g g i n g " .  I f  

" p r o d u c t  p r o  1 i f e r a t i o n "  and " c o m p e t i t i v e  l e a p f r o g g i n g "  a r e  

i n c o m p a t i b l e  ( w h i c h  i s  p r o b a b l e  i n  r e a l i t y  b u t  n o t  a  

n e c e s s a r y  l o g i c a l  c o n d i t i o n )  t h e n  s t u d i e s  o f  t h i s  s o r t  g i v e  

a n  i n s i g h t  i n t o  t h e  s p e c i f i c a t i o n  o f  t h e  r e l a t i o n s h i p  b e t w e e n  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  a n d  p r o d u c t  v a r i e t y .

F o r  i f  t h e r e  i s  " b r a n d  p r o  1 i f e r a t i o n "  by o l i g o p o l i s t s  

t h i s  i m p l i e s  t h e r e  i s  m o r e  v a r i e t y  t h a n  o n e  w o u l d  e x p e c t  f o r  

t h a t  a m o u n t  o f  c o n c e n t  r a t i o n .  T h e  u s e  o f  t h e  w o rd  

" p r o l i f e r a t e "  means t h a t  t h e  u s e r s  o f  t h e  w o rd  ( e . g .  

S c h m a l e n s e e  197Q ,  S c h e r e r  1 9 7 9 )  p e r c i e v e  t h a t  s u c h  

o l i g o p o l i s t s  a r e  o f f e r i n g  m o r e  b r a n d s  t h a n  t h e y  w o u l d  

o t h e r w i s e  e x p e c t  o r  d e f i n e  a s  d e s i r a b l e .  How many b r a n d s  

w o u l d  " n o r m a l l y "  be e x p e c t e d  i s  n o t  s p e l t  o u t  i n  s u c h  s t u d i e s  

b u t  t h e  i m p l i c a t i o n  i s  t h a t  i f  a n  " o l i g o p o l i s t i c "  f i r m  h as  

m o r e  b r a n d s  t h a n  a " c o m p e t i t i v e "  e q u i v i l e n t  t h e n  t h i s  a c t s  a s  

a n  e n t r y  b a r r i e r  a nd  p r o t e c t s  p r o f i t s .  I f  p r o l i f e r a t e d  

o l i q o p o l y  i s  n o t  w i d e s p r e a d  t h e n  one  w o u l d  e x p e c t  a  n e g a t i v e  

r e l a t i o n s h i p  b e t w e e n  p r o d u c t  v a r i e t y  a n d  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  on t h e  b a s i s  t h a t  f e w e r  f i r m s  w i l l  mean f e w e r
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b r a n d s .

On t h e  o t h e r  hand e v i d e n c e  o f  " p r o l i f e r a t e d "  o l i g o p o l y  

w o u l d  s u g g e s t  t h a t  a n y  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  

c o n c e n t  r a t i o n  a n d  v a r i e t y  i s  l i k e l y  t o  be much w e a k e r .

P r i m e  e x a m p l e s  o f  s t u d i e s  o f  v a r i e t y  t h a t  h a v e  b e e n  s p i n 

o f f s  o f  G o v e r n m e n t  i n v e s t i g a t i o n s  a r e  S c h m a l e n s e e  ( 1 9 7 8 )  a n d  

S c h e r e r  ( 1 9 7 9 ) .  T h e s e  s t u d i e s  i n v e s t i g a t e d  t h e  U . S .  R e a d y  To  

E a t  C e r e a l s  i n d u s t r y  a s  a  d i r e c t  r e s u l t  o f  t h e  F e d e r a l  T r a d e  

C o m m i s s i  o n ’ s a c t i o n  a g a i n s t  t h e  f o u r  l a r g e s t  U . S .  

m a n u f a c t u r e r s  o f  RTE c e r e a l s  (FTC v K e l l o g g  e t  a l ,  d o c k e t  no .  

8 8 8 3 ) .  T h e  a c t i o n  c e n t e r e d  on t h e  c h a r g e  t h a t  t h e  " p r a c t i c e s  

o f  p r o  1 i f e r a t i n g  b r a n d s ,  d i f f e r e n t i a t i n g  s i m i l a r  p r o d u c t s  and  

p r o m o t i n g  s i m i l a r  t r a d e m a r k s  t h r o u g h  i n t e n s i v e  a d v e r t i s i n g  

r e s u l t  i n  h i g h  b a r r i e r s  t o  e n t r y  i n t o  t h e  RTE c e r e a l  m a r k e t " .

S c h m a l e n s e e  (who p r o v i d e d  e v i d e n c e  f o r  t h e  FTC)  a r g u e s  

( S c h m a l e n s e e  1 9 7 8 )  t h a t  i n  o l i g o p o l i s t i c  m a r k e t s ,  e x c e p t '  i n  

p e r i o d s  o f  u n f o r e c a s t  o r  r a p i d  g r o w t h ,  t h e  i n c u m b e n t  f i r m s  

w i l l  e n g a g e  i n  t h e  a b o v e  b e h a v i o u r  t o  p r e v e n t  f u r t h e r  e n t r y .

I f  S c h m a l e n s e e 1 s g e n e r a l i z a t i o n  w h e r e  t r u e  t h e n  a 

h y p o t h e s i z e d  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  c o n c e n t  r a t i o n  and  

v a r i e t y  w i l l  o n l y  be t r u e  t o  t h e  e x t e n t  t h a t  p r o d u c t  s p a c i n g  

i s  w i d e r  t h e  h i g h e r  t h e  d e g r e e  o f  c o n c e n t  r a t i o n  and t o  t h e  

e x t e n t  t h a t  a  m o n o p o l y  d o e s  n o t  p r o l i f e r a t e  p r o d u c t s  t o  t h e  

same d e g r e e  a s  a n  o l i g o p o l y .

C e n t  r a 1 t o  S c h m a 1 e n s e e ’ s a r g u m e n t  i s  t  he p r e m i s e  t h a t  

" e s t a b l i s h e d  f i r m s  c r o w d  e c o n o m i c  s p a c e  w i t h  b r a n d s  b e f o r e  

t h e  t h r e a t  o f  e n t r y  a p p e a r s " .  T h i s  i s  b e c a u s e  p r o d u c t  

p r o l i f e r a t i o n  i s  s i n k i n g  a  c o s t  o f  f i g h t i n g  e n t r a n t s  b e f o r e  

t h e y  a p p e a r  w h i c h  r e m o v e s  a n y  d o u b t  i n  a p o t e n t i a l  e n t r a n t 7 s 

m in d  o v e r  w h e t h e r  i n c u m b e n t s  w i l l  r e a c t  t o  e n t r y .  T h e  c o n c e p t



o f  s i n k i n g  c o s t s  t o  w a r n  p o t e n t i a l  e n t r a n t s  t h a t  i n c u m b e n t s  

w i l l  r e s i s t  a t t e m p t s  a t  e n t r y  i s  a  m o r e  c r e d i b l e  t h r e a t  t h a n  

a n y  e x p r e s s e d  t h r e a t  o f  ex  p o s t  a c t i o n  a n d  i s  w e l l  d e v e l o p e d  

i n  t h e  t h e o r y  ( e . g .  B u c h a n a n  1 9 4 2 ,  Yam ev ( 1 9 7 2 )  and  M c l e o d  

( 1 9 8 7 ) .  S c h m a l e n s e e  ( 1 9 7 8 )  i s  h o w e v e r  t h e  f i r s t  t o  r e l a t e  

t h i s  c o n c e p t  t o  p r o d u c t  v a r i e t y .  S c h m a l e n s e e  a l s o  p o i n t s  o u t  

t h a t  s u c h  a  b r a n d  p r o  1 i f e r a t i o n  s t r a t e g y  a p p e a r s  t o  be a  

p l a u s i b l e  a nd  e f f e c t i v e  d e t e r r e n t  a g a i n s t  own l a b e l  e n t r y  as  

w e l l  a s  " b r a n d e d ' *  e n t r y .  H i s  r e a s o n i n g  b e i n g  t h a t  s i n c e  t h e r e  

a r e  i n c r e a s i n g  r e t u r n s  a t  s m a l l  l e v e l s  o f  o u t p u t  f o r  

i n d i v i d u a l  b r a n d s ,  own b r a n d  e n t  r y  i s  m o s t  a t t r a c t : !  v e  when  

t h e r e  a r e  a f e w  l a r g e  b r a n d s  t h a t  c a n  be i m i t a t e d  s i n c e  i t  i s  

m o r s  l i k e l y  t h a t  p r o d u c t i o n  e f f i c i e n c y  w i l l  be a t t a i n e d .

G i v e n  s u c h  an  a r g u m e n t  i t  w i l l  be p a r t i c u l a r l y  i m p o r t a n t  

t h a t  g r o w t h  i s  t a k e n  i n t o  a c c o u n t  a s  w e l l  . a s  m a r k e t  

c o n c e n t  r a t i o n  i n  t h e  e m p i r i c a l  a n a l y s i s  o f  t h e  w o r k .  

F u r t h e r m o r e  a s  w i l l  be  d i s c u s s e d  i n  c h a p t e r  f i v e  t h e  d e g r e e  

o f  r e t a i l  c o n c e n t  r a t i o n  w i l l  p l a y  an  i m p o r t a n t  p a r t  i n  

d e t e r m i n i n g  w h e t h e r  " S c h m a l e n s e s ’ s  s t r a t e g y "  o f  p r o d u c t  

p r o l i f e r a t i o n  i s  a  v i a b l e  o n e  t o  a m a n u f a c t u r e r  i n  a 

u n c o n c e n t  r a t e d  e n v i  r o n m e n t .

S c h e r e r  ( 1 9 7 9 )  t h o u g h  m o r e  c o n c e r n e d  w i t h  t h e  c o n s u m e r  

w e l f a r e  c o n s i d e r a t i o n s  o f  p r o d u c t  v a r i e t y  and  w i t h  

d e m o n s t r a t i n g  t h a t  t h e r e  i s  t o o  much v a r i e t y  i n  t h e  RTE 

c e r e a l s  m a r k e t  a l s o  s u p p o r t s  t h e  v i e w  t h a t  h i g h  c o n c e n t  r a t i o n  

h a s  e n a b l e d  s u c h  " p r o l i f e r a t i o n "  t o  come a b o u t .

I n  o ne  o f  t h e  f e w  c a s e  s t u d i e s  t o  e x a m i n e  w h e t h e r  

o l i g o p o l y  r e s u l t s  i n  c l u s t e r i n g  o r  p r o l i f e r a t i o n  Shaw ( 1 9 8 3 )  

e x a m i n e s  t h e  U . K .  f e r t i l i z e r  i n d u s t r y  and  s u g g e s t s  t h a t  t h e  

c o m p e t i t i o n  f o r  m a r k e t  s h a r e  r e s u l t e d  i n  p r o d u c t



p r o  1 i  f e r a t  i  on r a t h e r  t h a n  i n  t h e  c o m p e t i t i v e  .1 e a p f  r o g q  i n g  

b e h a v i o u r  p r e d  1c t e d  i n  t  he m o r e  r e s t  r  i  c t  i  v e  m o d e i s .

T h o u g h  f e w  w o r k s  h a v e  e x a m i n e d  e x p r e s s l y  p r o d u c t  v a r i e t y  

and  c o n c e n t  r a t i o n ,  a  l a r g e  n u m b e r  o f  s t r a t e g y  o r i e n t a t e d  c a s e  

s t u d i e s  c o n t a i n  some u s e f u l  i n s i g h t s  i n t c t  t h e t  red; a t  i o n s h i p >

S e v a n  ( 1974.)  t r a c e s :  t  h e  Li. K. p o t a t  o- c  r  i  sp> i n d u s t r y

b e t w e e n  t 9 S &  and  1 9 7 2  a n d  sh o w s  how t h e  v i r t u a l  m o n o p o l y  o f

S m i t h s  c r i s p s  c o l l a p s e d .  H i s  m a i n  s u g g e s t - !  o n e  f o r  c o l l a p s e  

a r e  m y o p i a  a n d  l a c k  o f  i n v e s t m e n t  i n  a g r o w t h  m a r k e t .  

I n t e r e s t i n g l y  he  d o e s  n o t  a d d r e s s  t h e  c o n c e p t  o f  v a r i e t y  b u t  

i f  o n e  e x a m i n e s  t h e  m a r k e t  h i s t o r y  a s  B e v a n  d o e s  i t  i s

i n t e r e s t i n g  t h a t  S m i t h s  f a l l  and b i g g e s t  c h a n g e  i n  m a r k e t

c o n c e n t  r a t i o n  o c c u r s  b e f o r e  t h e  i n t e r e s t  i n  p r o d u c t  

p r o  1 i f e r a t i o n  ( f l a v o u r s ) .  f t f t e r  t h e  boom i n  p r o d u c t  n u m b e r s  

1 9 6 6 - 6 9  c o n c e n t  r a t i o n  r e m a i n s  f a i r l y  s t a t  i c .  T h i s  s u g g e s t s  a  

n u m b e r ' o f  u s e f u l  h y p o t h e s e s  f o r  f u r t h e r  s t u d y .

F i r s t  o f  a l l  i t  s u g g e s t s  t h a t  t h e  s t r a t e g i c  v a r i a b l e  o f  

p r o d u c t  v a r i e t y  i s  n e c c e s s a r y  t o  m a i n t a i n  h i g h  m a r k e t  s h a r e  

i n  t h e  a b s e n c e  o f  o t h e r  e n t r y  b a r r i e r s  b u t  t h a t  i t  i s  n o t  

n e c c e s s a r y  t o  o b t a i n  i t  i n  t h e  f i r s t  p l a c e .  T h i s  m ean s  one  

w o u l d  e x p e c t  m a r k e t  c o n c e n t  r a t i o n ,  g r o w t h  and v a r i e t y  t o  be  

l i n k e d  o v e r  t i m e .

T h e  e f f e c t  o f  s a l e s  g r o w t h  w i l l  be d i s c u s s e d  m o r e  f u l l y  

i n  t h e  n e x t  s e c t i o n .

F u r t h e r m o r e  t h e  s t u d y  s u g g e s t s  t h a t  m a r k e t  l e a d e r s  and  

f o l l o w e r s  may p u r s u e  d i f f e r i n g  s t r a t e g i e s  i n  r e g a r d  t o  t h e  

e x t e n t '  o f  b r a n d  v a r i e t y ,  w h i c h  i s  d i s c u s s e d  i n  s e c t i o n  4 . 3 .

T h e  f a c t o r  t h a t  a l l  o f  t h e  a b o v e  s t u d i e s  h a v e  n o t  

a d d r e s s e d  i s  t h e  i n f l u e n c e  o f  t h e  r e t a i l e r  on t h e  

e f f e c t  i v e n e s s  o f  b r a n d  p r o 1 i f e r a t i o n  a s  a b a r r i e r  t o  e n t r y
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w h i c h  way  a l t e r  e x p e c t a t i o n s  o v e r  t h e s e  r e l a t i o n s h i p s .  T h i s  

w i l l  b e  d i s c u s s e d  i n  t h e  n e x t  c h a p t e r .

4 . 2 .  MARKET S I Z E  AND THE R E L A T IO N S H I P  W IT H  PRODUCT V A R I E T Y .

T h e r e  a r e  t w o  a s p e c t s  o f  M a r k e t  s i z e  t h a t  c a n  be e x p e c t e d  * 

t o  h a v e  a n  e f f e c t  on t h e  l e v e l  o f  v a r i e t y ,  t h e  a c t u a l  s i z e  

o f  t h e  M a r k e t  and  t h e  d e g r e e  t o  w h i c h  i t  i s  e x p a n d i n g  o r  

c o n t r a c t i n g .  T h e s e  a r e  e x a m i n e d  i n  t u r n .

4 . 2 . 1 .  ACTUAL S I Z E .

One r e l a t i o n s h i p  t h a t  M i g h t  be e x p e c t e d  t o  be  d o m i n a n t  i n  

d e t e r m i n i n g  t h e  a m o u n t  o f  p r o d u c t  v a r i e t y  i s  t h e  r e l a t i o n s h i o  

b e t w e e n  s a l e s  a n d  v a r i e t y .  One m i g h t  e x p e c t  m o r e  v a r i e t y  i n  a 

l a r g e  m a r k e t  s i m p l y  b e c a u s e ,  e v e n  i f  c o n s u m e r  p r e f e r e n c e s  a r e  

s p r e a d  i n  t h e  same d i s t r i b u t i o n  a s  t h e y  a r e  i n  a s m a l l  

m a r k e t ,  e a c h  p o t e n t i a l  n i c h e  w i l l  y i e l d  m o r e  r e v e n u e .  

F u r t h e r m o r e ,  i t  m aybe  r e a s o n a b l e  t o  e x p e c t  c o n s u m e r  

p r e f e r e n c e s  t o  be s p r e a d  w i d e r  t h e  l a r g e r  t h e  m a r k e t ,  i n  

w h i c h  c a s e  i t  w o u l d  a c c e n t u a t e  t h e  t r e n d  f o r  m o r e  v a r i e t y  i n  

a l a r g e r  ma r k e t .

4 . 2 . 2 .  SALES GROWTH.

T h o u g h  t h i s  r e l a t i o n s h i p  b e t w e e n  m a r k e t  s i z e  a n d  v a r i e t y  

may be a s t r o n g  g e n e r a l  r e l a t i o n s h i p  i t  i s  i m p o r t a n t  t o  n o t e ,  

a s  was t o u c h e d  u p o n  i n  t h e  a b o v e  d i s c u s s i o n  o f  S c h m a l e n s e e  

( 1 9 7 S )  a nd  S e v a n  ( 1 9 7 2 ) ,  t h e  a m o u n t  o f  g r o w t h  avid t h e  s t a g e  

i n  t h e  p r o d u c t  l i f e - c y c l e  i s  c r u c i a l  t o  t h e  a m o u n t  o f  p r o d u c t  

v a r i e t y  one  m i g h t  e x p e c t .

As S p e n c e  ( 1 9 7 9 )  n o t e s  c o n s t r a i n t s  on g r o w t h  avid t h e  

t  i m i n g  o f  e n t  r v  p u t  f  i  rms i n  an  asyminet  r  i c a  I  p o s i t i o n  w i t h  

r e s p e c t  t o  i n v e s t m e n t .  S p e n c e  d o e s  n o t  s p e c i f i c a l l y  a d d r e s s
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t h e  i s s u e  o f  v a r i e t y  b u t  s u g g e s t s  ( S p e n c e  1 9 7 7 , 1 9 7 9 )  t h a t  

c a p a c i t y  a c t s  a s  a d e t e r r e n t  t o  m a ke  t h e  m a r k e t  l o o k  

u n a t t r a c t i v e  t o  t h e  p o t e n t i a l  e n t r a n t .  I n  o t h e r  w o r d s  t h e  

s o o n e r  a  m a r k e t  i s  s t o p p e d  f r o m  l o o k i n g  l i k e  a new o r  

e x p a n d i n g  m a r k e t  t h e  l e s s  e n t r y  i s  l i k e l y .  J u s t i f i c a t i o n  f o r  

t h i s  c a n  be s e e n  f r o m  t h e  h i g h  p r o f i l e  t h a t  t h e  " B o s t o n  B ox"  

r e c i e v e s  i n  t h e  m a r k e t i n g  l i t e r a t u r e ,  i n  w h i c h  a n  i n d u s t r y ’ s 

a t t r a c t i v e n e s s  i s  m e a s u r e d  by t h e  p e r c i e v e d  g r o w t h  r a t e  and  

b y  t h e  p e r c i e v e d  m a r k e t  s h a r e  t h a t  c a n  be  o b t a i n e d .  T h i s  

s u g g e s t s  t h a t  p r o d u c t  p r o  1 i f e r a t i o n  by f i r m s  e a r l y  i n  a 

m a r k e t ’ s  l i f e  w i l l  make t h e  m a r k e t  u n a t t r a c t i v e  f o r  l a t t e r  

p o t e n t i a l  e n t r a n t s .  As t h e  m a r k e t  e n t e r s  a p e r i o d  o f  m a t u r i t y  

t h e n  p r o d u c t s  w i l l  be  f a l l i n g  i n t o  t h e  c a t e g o r i e s  o f  " c a s h  

c o w s "  o r  " d o g s " .  T h e  l a t t e r  c a t e g o r y  w o u l d  n o r m a l l y  mean

d i v e s t i n g  w h i c h  w o u l d  l e a v e  p r o d u c t  v a r i e t y  t h e  sam e o r  w o u l d  

s e e  a  f a l l  i n  n u m b e r s .

An i n t e r e s t i n g  d i g r e s s i o n  t o  t h i s  a r g u m e n t  and  a p a r a d o x  

f o r  t h e  " B o s t o n  B ox"  w o u l d  be w h e t h e r  " d o g s "  c a n  be a u s e f u l  

c o m p e t i t i v e  w e a p o n  by s t o p p i n g  o t h e r  f i r m s  a c h i e v i n g  c a s h  

c o w s .  An e x a m p l e  i n  t h i s  c a t e g o r y  w o u l d  be an  o l i g o p o l y ’ s

l o s s  l e a d e r .  C l e a r l y  i t  i s  p a r t l y  a  q u e s t i o n  o f  " S t r a t e g i c  

B u s i n e s s  U n i t "  d e f i n i t i o n  and  p a r t l y  an  i l l u s t r a t i o n  t h a t  t h e  

B o s t o n  Box i g n o r e s  o t h e r  b u s i n e s s e s .

T h o u g h  i t  may be s t r a t e g i c a l l v  a d v a n t a g e o u s  f o r  f i r m s  t o

p r o l i f e r a t e  e a r l y  t h e r e  a r e  l i m i t s  t o  how e a r l y  v a r i e t y  c a n

s t a r t .  F o r  t h o u g h  f i r m s  may i n v e s t  h e a v i l y  i n  m a r k e t  and  

p r o d u c t  r e s e a r c h  t h e  f i r m  s t i l l  h a s  t o  f o r s e e  how t h e  m a r k e t  

i s  q o i n g  t o  d e v e l o p  i f  money i n v e s t e d  i n  l a u n c h i n g  a  new 

p r o d u c t  i s  n o t  g o i n g  t o  be w a s t e d .  T h u s  i n  t e r m s  o f  t h e  

p r o d u c t  l i f e  c y c l e  ( f i g u r e  4 . 2 )  one  m i g h t  e x p e c t  t h e  n u m b e r
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o f  p r o d u c t s  t o  be g r e a t e s t  in nuiYiber a t  the f a s t e s t  r a t e  o f  

g r o w t h  r a t h e r  t h a n  a t  t h e  h i g h e s t  l e v e l  o f  s a l e s .

FIGURE 4 . 2 :  MARKET L I F E  CYCLE AND PRODUCT VARIETY.

F o r  i t  i s  a t  t h i s  s t a g e  t h a t  i n c u m b e n t s  m o s t  n e e d  t o

p r o l i f e r a t e  i n  o r d e r  t o  f o r s t a l l  e n t  r y  and  a t  t h i s  s t a g e  t h a t  

( p e r c i e v e d )  p r o d u c t  s p a c e  i s  o p e n i n g  up and  o f f e r i n g  f i r m s  

( i n c u m b e n t s  an d  e n t  r a n t s )  new a ppa r t  un i  t  i  e s  f o r  l a u n c h i  ng

11 s t a r  p r o d u c t s " .

T h a t  t h e  l e v e l  o f  v a r i e t y  i s  g o i n g  t o  be r e l a t e d  t o  t h e  

" a r e a "  o r  " v o l u m e "  o f  p r o d u c t  s p a c e  i s  s u p p o r t e d  by t h e  

l i t e r a t u r e  on t i m i n g  o f  e n t r y .  B a i n  ( 1 9 5 9 ,  p 2 5 S )  f i r s t

o b s e r v e d  " t h a t  t h e  a d v a n t a g e  t o  e s t a b l i s h e d  s e l l e r s  a c c r u i n g  

f r o m  b u y e r s  p r e f e r e n c e s  f o r  t h e i r  p r o d u c t s  a s  o p p o s e d  t o  

p o t e n t i a l  e n t r a n t  p r o d u c t s  i s  on a v e r a g e  l a r g e r  a n d  m o r e  

f r e q u e n t  i n  o c c u r e n c e  a t  l a r g e  v a l u e s  t h a n  a n y  o t h e r  b a r r i e r  

t o  e n t r y " .  B a i n  d o e s  n o t  e x a c t l y  s p e l l  o u t  why t h e r e  s h o u l d

be a l o y a l t y  t o  t h e  f i r s t  b r a n d  b u t  d o e s  s u g g e s t  i t  i s  n o t

b e c a u s e  o f  a d v e r t i s i n g .

S c h m a l e n s e e  ( 1 9 8 2 )  h o w e v e r  p i c k s  up B a i n 7 s o b s e r v a t i o n s
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a n d  d e v e l o p s  a m o d e l  t o  g i v e  some i n s i g h t s  i n t o  why t h i s  

s h o u l d  be t h e  c a s e .

- A t  t h e  c e n t r e  o f  t h i s  m o d e l  o f  e x p e r i e n c e  g o o d s  i s  t h e  

n o t i o n  t h a t  q u a l i t y  u n c e r t a i n t y  i s  t h e  d o m i n a n t  f e a t u r e  i n  

t  Fie p u r c F i a s e  d e c i s i o n  a n d  t F i a t  "wFien c o n s u m e r s  b ecom e  

c o n v i n c e d  t h a t  tF ie  f i r s t  b r a n d  i n  a n y  p r o d u c t  c l a s s  p e r f o r m s  

s a t i s f a c t o r i l y ,  t h a t  b r a n d  b e c o m e s  t h e  s t a n d a r d  a g a i n s t  w h i c h  

s u b s e q u e n t  e n t r a n t s  a r e  r a t i o n a l l y  j u d g e d " .  I n  o t h e r  w o r d s  

t h e  d e c i s i o n  m a k i n g  p r o c e s s  i s  a lo w  i n v o l v e m e n t  o n e  i n  w h i c h  

o n c e  . t F i e  q u a l i t y  t F i r e s F i o l d  Fias b e e n  r e a c h e d  t h e r e  i s  l i t t l e  

s e a r c F i  o r  t e s t i n g  o f  a l t e r n a t i v e s .  T h i s  he s u g g e s t s  m eans  

t F i a t  t h e  s e c o n d  b r a n d  may n o t  be a b l e  t o  d i s l o d g e  t h e  f i r s t  

b r a n d 7 s p o s i t i o n  p a r t i c u l a r l y  i f  i t  i s  a  "Me T o o "  p r o d u c t .  A 

"Me Too p r o d u c t "  he d e f i n e s  a s  b e i n g  a p r o d u c t  o f f e r i n g  t h e  

sa m e  a t t r i b u t e s  b u t  a t  a l o w e r  p r i c e .  He a l s o  s u g g e s t s  t h a t  

e c o n o m i e s  o f  s c a l e  (a n d  p r e s u m a b l y  l e a r n i n g  c u r v e  e c o n o m i e s )  

w i l l  a c c e n t u a t e  t h e  a d v a n t a g e  o f  t h e  f i r s t  f i r m .

S c h m a l e n s e e  ( 1 9 Q 2 )  c F i a r a c t e  r i  z e s  s u c c e s s f u l  e n t r a n t s  

( i . e .  n o t  bhe f i r s t  f i r m )  a s  g e n e r a l l y  h a v i n g  d i f f e r e n t i a t e d  

t F i e m s e l v e s  s u f f i c i e n t l y  f r o m  t h e i r  p r e d e c e s s o r s  a s  t o  a p p e a r  

" p i o n e e r i n g "  t o  a t  l e a s t  a s i z e a b l e  s e g m e n t  o f  b u y e r s .

I f  S c h m a l e n s e e  i s  c o r r e c t  i n  h i s  g e n e r a l  h y p o t h e s i s ,  avid 

i t  i s  e s s e n t i a l l y . a v i  e m p i r i c a l  q u e s t i o n  t o  a s s e s s  w h e t h e r  he  

i s ,  t h e n  t h e  l o g i c a l  c o n c l u s i o n  i s  t h a t  t h e  f i r s t  i n t o  a  

m a r k e t  n i c h e  ( w h e t h e r  t h e  f i r s t  i n t o  t h e  m a r k e t  a s  a w h o l e  o r  

n o t )  i s  l i k e l y  t o  be s u c c e s s f u l .  T h e  i m p l i c a t i o n s  f o r  v a r i e t y  

a n d  g r o w t h  b e i n g  t h a t  v a r i e t y  i s  l i k e l y  t o  p e a k  e a r l y  i n  t h e  

g r o w t h  s t a q e  when- p e r c e p t i o n s  o f  t h e  e v o l v i n g  m a r k e t  a r e  

c e r t a i n  e n o u g h  f o r  a f i r m  t o  g a m b l e  on i n v e s t m e n t  i n  a 

p r o d u c t  ( o r  e x t r a  p r o d u c t )  b u t  u n c e r t a i n  e n o u g h  t h a t  a
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p r o p o r t i o n  o f  t h e s e  p r o d u c t s  w i l l  n o t  s u r v i v e  when  t h e  m a r k e t  

m a t u r e s .  I n  t h e  m a t u r i t y  s t a g e  o f  t h e  m a r k e t  p e r c e p t i o n s  a r e  

l i k e l y  t o  be  m o r e  a c c u r a t e  a n d  w e l l  g r o u n d e d  w i t h  t h e  

i n c i d e n c e  o f  new b r a n d s  b e i n g  o u t w e i g h e d  by t h e  i n c i d e n c e  o f  

e a r l i e r  b r a n d s  who m i s - r e a d  t h e  m a r k e t .  T h o u g h  o n e  w o u l d  

e x p e c t  b r a n d  e x i t  t o  b e  h i g h e r  t h a n  b r a n d  e n t r y  i t  s h o u l d  be  

n o t e d  t h a t  b r a n d  e n t r y  may s t i l l  be c o n t e m p l a t e d  by  f i r m s  

t r y i n g  t o  p r o l o n g  o r  r e j e u v e n a t e  t h e  m a r k e t  w i t h  new b r a n d s  

( p a r t i c u l a r l y  s p i n - o f f s  o r  d e v e l o p m e n t s  o f  m a r k e t  l e a d e r s  e . g  

d i e t  c o k e ,  b a k e d  b e a n s  w i t h  b a c o n b u r g e r s  e t c ) .

4 . 2 . 3 .  E X I S T I N G  E V ID E N C E .

T h e r e  i s  s c a n t  e v i d e n c e  on t h e  a m o u n t  o f  v a r i e t y  and  i t s  

r e l a t i o n s h i p  w i t h  m a r k e t  s i z e  and  g r o w t h  a t  a  m a r k e t  l e v e l  

a n d  no s y s t e m a t i c  s t u d y  o f  t h e  s u b j e c t .  fl n u m b e r  o f  c a s e  

s t u d i e s  h o w e v e r  show how t h e r e  a r e  a d v a n t a g e s  o f  b e i n g  t h e  

f i r s t  e s t a b l i s h e d  f i r m  and  show t h e  s u c c e s s  o f  p r o l i f e r a t i n g  

h e a v i l y  a d v e r t i s e d  b r a n d s  e a r l y  i n  t h e  m a r k e t  l i f e  c y c l e .  

T h e s e  s t u d i e s  i n d i r e c t l y  s u g g e s t  t h a t  b r a n d  v a r i e t y  i s  l i k e l y  

t o  be h i g h  i n  t h e  e a r l y  s t a g e s  o f  g r o w t h  a s  f i r m s  a t t e m p t  t o  

g a i n  t h e  a i l  so i m p o r t a n t  e a r l y  a d v a n t a g e .

I n  t h e  u n i q u e  a r e a  o f  p r e s c r i p t i v e  d r u g  m a r k e t s ,  Bond and  

L e a n  ( 1 9 7 7 )  and  Go r e c k i  ( 1 9 8 6 )  show e v i d e n c e  o f  "a  

s u b s t a n t i a l  a n d  e n d u r i n g  s a l e s  a d v a n t a g e "  t o  t h e  f i r s t  

e s t a b l i s h e d  f i r m .  Bond and L e a n ’ s s t u d y  a l s o  g a v e  an

o b s e r v a t i o n  t h a t  " t h e  t r a d e m a r k  p r o t e c t i o n  o f  b r a n d  nam es  

a p p e a r s  t o  b a r  t h e  s u c c e s s  o f  lo w  p r i c e d  s u b s t i t u t e  b r a n d s  

an d  w i t h i n  t h e  f r a m e w o r k  o f  t h e  p r e s e n t  d r u g  d i s t r i b u t i o n  

s y s t e m ,  t h a t  b a r r i e r  a p p e a r s  t o  be f a r  m o r e  p o w e r f u l  t h a n  

p a t e n t  p r o t e c t i o n " .
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W h i t t e n  ( 1 9 7 9 )  i n  a l o n g  t e r m  h i s t o r i c a l  s t u d y  o f  t h e  

U . S .  c i g a r e t t e  i n d u s t r y  s u g g e s t s  t h a t  a d v a n t a g e s  seem  t o  

a c c r u e  t o  f i r s t  e n t r a n t s .

Shaw a n d  Shaw ( 1 9 S 2 )  s i m i l a r l y  f i n d  i n  a  s t u d y  o f  t h e  

W e s t e r n  E u r o p e  s y n t h e t i c  f i b r e s  i n d u s t r y  t h a t  e a r l y  e n t r a n t s  

who e s t a b l i s h e d  m a r k e t  l e a d e r s h i p  r e l a t i v e l y  e a r l y  i n  t h e  

g r o w t h  s t a g e  m a i n t a i n e d  t h e i r  l e a d  n e a r l y  t w e n t y  y e a r s  l a t e r .

F o r t u n e  ( 2 3 ,  F e b r u a r y  1 9 Q 1 )  t  r a c e s  how P r o c t e r  a n d  G a m b le  

s u r v i v e  a s  m a r k e t  l e a d e r  i n  t h e  w a s h i n g  p o w d e r  m a r k e t  t h r o u g h  

t h e i r  s t r a t e g y  o f  p r o d u c t  p ro  1 i  f e r a t  i  on avid i n t e n s i v e  

a d v e r t  i s  i n g .

B e v a n  ( 1 9 7 4 )  i s  an  i n t e r e s t i n g  c o n t r a s t  t o  t h e  m o n o p o l y

o r i e n t a t e d  s t u d i e s  i n  t h a t  t h e  m a r k e t  l e a d e r  ( S m i t h s )

c r a s h e s .  One p l a u s i b l e  e x p l a n a t i o n  o f  t h i s  c r a s h  w h i c h  i s  n o t  

r e f u t e d  by  t h e  e v i d e v i c e  i s  t h a t  S m i t h s  c r a s h e d  b e c a u s e  o f  

t h e i r  f a i l u r e  t o  p r o l i f e r a t e  -  t h e  f i r s t  f i r m  t o  do so  

b e c a m e  t h e  m a r k e t  l e a d e r .  S u c h  an e x p l a n a t i o n  i s  c l e a r l y  

o v e r s i m p ! i s t i c  i n  t h a t  i t  i g n o r e s  S m i t h s  m o r e  g e n e r a l  f a i l u r e  

t o  f o r e c a s t  avid i n v e s t  b u t  i t  d o e s  s u g g e s t  t h a t  m a r k e t

v a r i e t y  a n d  g r o w t h  w i l l  f o l l o w  a s i m i l a r  t r e n d  e v e n  i f  t h e

m a r k e t  l e a d e r  i s  s l o w  i n  i n t r o d u c i n g  v a r i e t i e s .

T h u s  i n  t o t a l  t h e r e  i s  a  good d e a l  o f  c a s e  s t u d y  e v i  dev ice  

i n  s u p p o r t  o f  t h e  a d v a n t a g e  a c c r u i n g  t o  t h e  f i r s t  e s t a b l i s h e d  

f i r m  i n  t h e  m a r k e t  w h i c h  may be a i d e d  by  p r o d u c t

p r o  1 i f e r a t i o n  and  a d v e r t i s i n g .  S u c h  e v i d e n c e  i s  c o n s i s t e n t  

w i t h  t h e  h y p o t h e s i s  o f  a  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n

v a r i e t y  avid g r o w t h  on w h i c h  t h e r e  h a s  b e e n  no d i r e c t

e m p i r i c a l  w o r k .
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4 . 3 .  PRODUCT CHARACTERISTICS AND PRODUCT VARIETY.

I t  c o u l d  be a r g u e d  t h a t  t h e  d e g r e e  o f  v a r i e t y  i s  n o t  j u s t  

a  f u n c t i o n  o f  m a r k e t ,  s t r u c t u r e  ( b e  i t  s i z e ,  g r o w t h ,  

c o n c e n t  r a t i o n  o r  w h a t e v e r )  o r  o f  m a r k e t  s t r a t e g y  b u t  w i l l  

d e p e n d  on t h e  p a r t i c u l a r  m a r k e t  u n d e r  c o n s i d e r a t i o n  s i n c e  t h e  

p o s s i b l e  c h a r e c t e r i s t i c s  o r  a t t r i b u t e s  o f  p r o d u c t s  w i l l  v a r y .  

T h e o r e t i c a l l y  t h e  n u m b e r  o f  d i f f e r e n t  c h a r e c t e r i s t i c s  o r  

a t t r i b u t e s  a p r o d u c t  c a n  h a v e  p r o b a b l y  t e n d s  t o w a r d s  i n f i n i t y  

b u t  a s i d e  f r o m  o u r  m a r k e t  s t r u c t u r e  and  s t r a t e g y  v a r i a b l e s  

t h i s  w i l l  be l i m i t e d  by t w o  f a c t o r s  -  m a r k e t  d e f i n i t i o n  and  

c o n s u m e r  t a s t e .

By a d o p t i n g  a n a r r o w  m a r k e t  d e f i n i t i o n  i t  w o u l d  seem  

r e a s o n a b l e  t o  a s s u m e  t h a t  t h e r e  i s  l e s s  room f o r  v a r i e t y  t h a n  

a l a r g e r  d e f i n i t i o n .  F o r  e x a m p l e  t h e r e  i s  l e s s  p o s s i b i l i t y  o f  

v a r i e t y  i n  t h e  s a l t  m a r k e t  t h a n  i n  t h e  s e a s o n i n g  m a r k e t .

C o n s u m e r  demand m i g h t  be m o r e  w i d e l y  r e g a r d e d  a s  a b i g g e r  

l i m i t  t o  v a r i e t y  and i t  c o u l d  be a r g u e d  t h a t  f o r  so .-fie 

p r o d u c t s  t h e r e  i s  a g r e a t e r  r a n g e  o f  a c c e p t a b l e  v a r i e t i e s  

e . g .  t h e  f l a v o u r s  o f  t h e  c r i s p  o r  p r e s e r v e  m a r k e t  c o m p a r e d  t o  

t h e  s a u s a g e  m a r k e t .  T h o u g h  t h e  n u m b e r  o f  v a r i e t i e s  o f  a n y  

p r o d u c t  i s  i n  t h e o r y  a l m o s t  u n l i m i t e d  c o n s u m e r  demand w i l l  

l i m i t  t h e  r a n g e  i f  t h e r e  a r e  i d e n t i f i a b l e  p r o d u c t  c l u s t e r s  

i . e .  demand f o r  c h a r a c t e r i s t i c s  i s  n o t  e v e n l y  d i s t r i b u t e d  

o v e r  t h e  w h o l e  p o s s i b l e  r a n g e .  S u c h  c l u s t e r i n g  o f  demand c a n  

b e  m a p p e d ,  f o r  e x a m p l e  J o h n s o n  ( 1 9 7 1 )  sh o w s how p r e f e r e n c e  

d e n s i t y  c a n  be mapped  i n  t h e  c a s e  o f  t h e  U . S .  b e e r  m a r k e t  on  

s u c h  v a r i a b l e s  a s  b i t t e r n e s s  and  s t r e n g t h .

J u s t  how much d i v e r s i t y  o f  v a r i e t y  i s  d u e  t o  i n h e r e n t  

d i f f e r e n c e s  i n  demand i s  d i f f i c u l t  t o  a s s e s s  a n d  a c c o r d i n g l y  

i n  o r d e r  t o  a s s e s s  t h e  i m p a c t  o f  s t r u c t u r a l  v a r i a b l e s  i t  i s
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n e c c e s s a r y  t o  s t a n d a r d i z e  t h e  t y p e  o f  m a r k e t  u n d e r  

c o n s i d e r a t i o n .  T h u s  t h e  m a r k e t s  o n e  w o u l d  u s e  i n  a n y  

e m p i r i c a l  s t u d y  m u st  n o t  be  w i d e l y  d i f f e r e n t  i n  t e r m s  o f

v a l u e  o r  i n  t e r m s  o f  b u y e r .

4 . 4 .  A F I R M ’ S MARKET SHARE AND PRODUCT V A R I E T Y .

An a r e a  o f  i n t e r e s t  t h a t  a r i s e s  f r o m  t h e  t h e o r y  and  

e v i d e n c e  d i s c u s s e d  i n  s e c t i o n  4 . 2 .  i s  w h e t h e r  t h e r e  w i l l  be  

d i f f e r e n c e s  i n  p o l i c y  o f  t h e  m a r k e t  l e a d e r  a s  c o m p a r e d  t o  

f i r m s  w i t h  s m a l l e r  m a r k e t  s h a r e s .  As h a s  a l r e a d y  b e e n  

i d e n t i f i e d  t h e r e  i s  e v i d e n c e  o f  t h e  h i g h  r a t e  o f  s u c c e s s  o f  

t h e  f i r s t  f i r m  t o  e n t e r  t h e  m a r k e t  r e m a i n i n g  t h e  m a r k e t

l e a d e r ,  p a r t i c u l a r l y  when  t h e  f i r m  p r o d u c e s  a r a n g e  o f  

p r o d u c t s  e a r l y  i n  t h e  g r o w t h  c y c l e .

T h e  i n t e r e s t i n g  q u e s t i o n  t h a t  t h e n  a r i s e s  i s :  t h o u g h

t h e r e  i s  p l e n t y  o f  e v i d e n c e  t o  show t h a t  f i r m s  w i t h  t h e

h i g h e s t  m a r k e t  s h a r e  h a v e  a  r a n g e  o f  p r o d u c t s ,  do f i r m s  w i t h  

a s m a l l e r  m a r k e t  s h a r e  c o m p e t e  a g a i n s t  t h e  w h o l e  r a n g e  o r  do  

t h e y  a i m  f o r  s e l e c t e d  m a r k e t s  ? A p r i o r i ,  one  w o u l d  e x p e c t  

t h e  a n s w e r  t o  t h i s  q u e s t i o n  t o  be a f f e c t e d  by t h e  r e t a i l

s t r u c t u r e  t h a t  m a n u f a c t u r e r s  f a c e .  F o r ,  a s  w i l l  be d i s c u s s e d  

i n  t h e  n e x t  c h a p t e r ,  h i g h  r e t a i l  c o n c e n t  r a t i o n  may r e - e n f o r c e  

t h e  s e c u r i t y  o f  a  m a n u f a c t u r e r s  m a r k e t  s h a r e  f r o m  h o r i z o n t a l  

b r a n d  c o m p e t i t i o n  a nd  r e - e n f o r c e  t h e  m a n u f a c t u r e r s ’ d e s i r e  

f o r  m a r k e t  s e g m e n t a t i o n .

T h e  c o n v e n i e n c e  s e c t o r  d o e s  n o t  e a s i l y  l e n d  i t s e l f  t o  t h e  

p r o d u c t  s p a c i n g  t y p e  o f  a n a l y s i s  d o n e  by Shaw ( 1 9 8 1 )  on t h e  

f e r t i l i z e r  i n d u s t r y  ( i n  w h i c h  t h e r e  i s  e v i d e n c e  o f  

c l u s t e r i n g ) ,  b u t  t h e  b r a n d  p o l i c y  o f  d i f f e r e n t  r a n k i n g  

m a n u f a c t u r e r s  c a n  be o b s e r v e d  by n u m b e r  o f  p r o d u c t s .  T h i s



( s i m p l e )  t y p e  o f  a n a l y s i s  i s  t o  my k n o w l e d g e  new a n d  w i l l  

s h e d  some l i g h t  on t h e  g e n e r a l  e f f e c t  o f  r e t a i l  s t r u c t u r e  on 

b r a n d  r a n g e s  o f  c o n v e n i e n c e  g o od  m a n u f a c t u r e r s .

4 .  5 .  SUMMARY.

T h e  b u l k  o f  t h e  e c o n o m i c  l i t e r a t u r e  on p r o d u c t  v a r i e t y  i s  

n o t  c o n c e r n e d  w i t h  w h a t  d e t e r m i n e s  i t  b u t  i s  m o r e  c o n c e r n e d  

w i t h  t h e  s p e c i f i c  a r e a  o f  o l i g o p o l y  b e h a v i o u r  and  p r o d u c t  

v a r i e t y .  T h e  b u l k  o f  t h e  m a r k e t i n g  l i t e r a t u r e  on b r a n d s  on 

t h e  o t h e r  h an d  i s  a i m e d  a t  b r a n d  m a n a g e m e n t  a n d  p o r t f o l i o  

a n a l y s i s .  T h i s  c h a p t e r  h a s  r e v i e w e d  t h i s  l i t e r a t u r e  i n  t h e  

w i d e r  c o n t e x t  o f  s t r u c t u r a l  d e t e r m i n a n t s  o f  p r o d u c t  v a r i e t y .  

M a n u f a c t u r e r ,  c o n c e n t  r a t  i  on a n d  m a r k e t  s i z e  w o u l d  on t h e  b a s i s  

o f  t h e  e x i s t i n g  w o r k  seem  t o  be t h e  m o st  l i k e l y  c h i e f  

i n f l u e n c e s .  I n  t h e  e m p i r i c a l  w o r k  l a t e r  i n  t h i s  t h e s i s  

h y p o t h e s e s  c o n c e r n i n g  t h e s e  v a r i a b l e s  w i l l  be  t e s t e d .  T h e  

c e n t r a l  f o c u s  o f  t h i s  t h e s i s  i s  h o w e v e r  t h e  e f f e c t s  o f  r e t a i l  

c o n c e n t  r a t  i  on avid owvi l a b e l  p e n e t r a t i o n  avid a s  w i l l  be shown  

i n  t h e  n e x t  c h a p t e r  t h i s  c a n  be e x p e c t e d  t o  m a n i f e s t l y  a l t e r  

m a n u f a c t u r e r  s t r a t e g y  i n  r e g a r d  t o  v a r i e t y  and  a d v e r t  i s i v i g .
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5 . 0 .  O B J E C T IV E S .

T h e  o b j e c t i v e  o f  t h i s  c h a p t e r  i s  t o  d e v e l o p  t e s t a b l e  

h y p o t h e s e s  o f  how r e t a i l  s t r u c t u r e  a f f e c t s  t h e  l e v e l  o f  

a d v e r t i s i n g  i n t e n s i t y  a n d  t h e  d e g r e e  o f  p r o d u c t  v a r i e t y .

S u c h  h y p o t h e s e s  h a v e  t o  be c o n s i d e r e d  i n  c o n j u n c t i o n  w i t h  

t h e  o t h e r  v a r i a b l e s  t h a t  m i g h t  i n f l u e n c e  a d v e r t i s i n g  

i n t e n s i t y  and  p r o d u c t  v a r i e t y .  T h e s e  w e r e  c o n s i d e r e d  i n  

c h a p t e r s  t h r e e  and  f o u r  and a r e  b r i e f l y  s u m m a r i z e d  i n
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s e c t i o n s  5 . 1 .  and 5 . 2 .  b e lo w .

S e c t i o n s  5 . 3 .  t o  5 . 6 .  d e v e l o p  t h e  r e t a i l  h y p o t h e s e s  f r o m  

t h e  m a r k e t  p e r s p e c t i v e  w h e r e a s  s e c t i o n s  5 . 7 .  a n d  5 . 3 .  f o r m  

h y p o t h e s e s  f o r  t h e  f i r m  p e r s p e c t i v e .  T h e  l a t t e r  i s  e x a m i n e d  

d u e  t o  t h e  d i f f e r i n g  e f f e c t s  o n e  m i g h t  e x p e c t  on f i r m s  o f  

d i f f e r e n t  s i z e ,  m a r k e t  s h a r e  o r  s a l e s  r a n k i n g .

5 . 1 .  A D V E R T IS I N G  -  A B R I E F  R E C A P IT U L A T IO N .

I n  c h a p t e r  t h r e e  t h e  e x i s t i n g  l i t e r a t u r e  on t h e  

d e t e r m i n a n t s  o f  a d v e r t i s i n g  i n t e n s i t y  was r e v i e w e d .  I t  i s  

w o r t h w h i l e  j u s t  r e c a p i t u l a t i n g  t h i s  l i t e r a t u r e  t o  i d e n t i f y  

some o f  t h e  v a r i a b l e s  t h a t  s h o u l d  be i n c l u d e d  i n  t h i s  s t u d y .

T h e  m a i n  t h r u s t  o f  t h e  l i t e r a t u r e  was c o n c e r n e d  w i t h  

e s t a b l i s h i n g  w h e t h e r  o r  n o t  t h e r e  was  a l i n k  b e t w e e n  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  a n d  a d v e r t i s i n g .  As was n o t e d  t h e  

c o n t r o v e r s y  o v e r  s u c h  a l i n k  r a g e s  a s  s t r o n g l y  a s  a n y  o t h e r  

w i t h i n  e c o n o m i c  l i t e r a t u r e .  T h e r e  a r e  t h r e e  m a i n  (and  

d i v e r s e )  s t a n d p o i n t s  i n t o  w h i c h  inost  a u t h o r s  f a l l .

F i r s t ,  t h e r e  a r e  t h o s e  who r e f u t e  a n y  s u c h  r e l a t i o n s h i p .  

T h e  m a i n  s t u d y  s u p p o r t i n g  t h i s  v i e w p o i n t  i s  by R e e k i e  ( 1 9 7 5 ) .

S e c o n d ,  t h e r e  a r e  t h o s e  who s u p p o r t  a p o s i t i v e  l i n e a r  

r e l  a t  i  o n s h i  p.  R e e s  ( 1 9 7 5 ) ,  B r u s h  ( 1 9 7 6 )  and  Q m s t s i n  ( 1 0 7 6 )  

p r o v i d e  s u p p o r t i n g  e v i d e n c e .

T h i r d ,  t h e r e  a r e  t h o s e  who f i n d  e v i d e n c e  f o r  n o n - l i n e a r  

r e l a t i o n s h i p s .  T h e  m a j o r i t y  o f  t h e s e  s t u d i e s  f i n d  e v i d e n c e  

f o r  a  n o n - l i n e a r  r e l a t i o n s h i p  i n  t h e  q u a d r a t i c  o r  i n v e r t e d  

" u "  f o r m  r a t h e r  t h a n  t h e  m o r e  e l e m e n t a r y  c u r v i l i n e a r  

r e l a t i o n s h i p s .  S u p p o r t  f o r  a q u a d r a t i c  r e l a t i o n s h i p  com es  

f r o m  b o t h  s i n g l e  e q u a t i o n  m o d e l s  e . g .  C a b l e  ( 1 9 7 3 )  and  S u t t o n  

( 1 9 7 4 )  and  f r o m  t h e  m u l t i - e q u a t i o n  m o d e l s  e . g .  S t r i c k l a n d  and



W e i s s  ( 1 9 7 6 )  a n d  B u x t o n  e t  a l  ( 1 9 8 4 ) ,

M a n u f a c t u r e r  c o n c e n t  r a t i o n  h a s  b e e n  r e g a r d e d  a s  o n e  o f  

t h e  p o s s i b l e  d e t e r m i n a n t s  o f  t h e  d e g r e e  o f  a d v e r t i s i n g  

i n t e n s i t y .  G i v e n  t h e  d i s a g r e e m e n t  o v e r  t h e  f o r m  o f  i t s  

r e l a t i o n s h i p  b o t h  i n  t h e o r y  a n d  i n  e m p i r i c a l  w o r k  t e s t s  f o r  

l i n e a r ,  l o g l i n e a r  a n d  q u a d r a t i c  r e l a t i o n s h i p s  w i l l  be  

u n d e r t a k e n .  As was sho w n  i n  c h a p t e r  t h r e e  i t  i s  o n l y  o n e  o f  

a n u m b e r  o f  f a c t o r s  t h a t  may i n f l u e n c e  t h e  d e g r e e  o f  

a d v e r t i s i n g  i n t e n s i t y .  T h e  e x t e n t  o f  o t h e r  b a r r i e r s  t o  e n t r y  

i s  c l e a r l y  o n e  f a c t o r  t h a t  c o u l d  a f f e c t  t h e  a m o u n t  o f  

a d v e r t i s i n g  ( F e r g u s o n  1 9 7 4 ) .  F o r  i f  t h e r e  a r e  h i g h  b a r r i e r s  

e . g .  s c a l e  e c o n o m i e s  o r  a h a r d  t o  c o p y  p r o d u c t ,  t h e n  t h e  n e e d  

t o  a d v e r t i s e  t o  p r o t e c t  o r  i n c r e a s e  m a r k e t  s h a r e  w i l l  be  

r e d u c e d .

A n o t h e r  p o s s i b l e  d e t e r m i n a n t  t h a t  h a s  b e e n  t e s t e d  i s  t h a t  

o f  p r o f i t a b i l i t y  ( S t r i c k l a n d  avid W e i s s  1 9 7 6 ) .  T h i s  has  

w i d e s p r e a d  a p p e a l  d u e  t o  i t s  c o m p a t i b i l i t y  w i t h  some o f  t h e  

r u l e s  o f  t h u m b  t h a t  m a n a g e r s  u s e  i n  s e t t i n g  a d v e r t i s i n g  

b u d g e t s  e . g .  " t h e  a l l  y o u  c a n  a f f o r d  a p p r o a c h " .  I t  i s  a l s o  

c o n s i s t e n t  w i t h  t h e  m a n a g e r i a l  /  s a t i s f i c i n g  t h e o r i e s  o f  t h e  

f i r m  t h a t  s u g g e s t  t h a t  m a n a g e r s  w i l l  g a i n  u t i l i t y  f r o m  l a r g e  

a m o u n t s  o f  a d v e r t i s i n g  ( e . g .  C y e r t  and  M a r c h  1 9 6 3  and  

W i l l i a m s o n  1 9 6 9 ) .  A l t h o u g h  t h e  v a r i a b l e  o f  p r o f i t a b i l i t y  i s  

a p p e a l i n g ,  i t  i s  n o t  t e s t e d  i n  t h i s  s t u d y  d u e  t o  t h e  

d i f f i c u l t y  o f  i t s  m e a s u r e m e n t .  T h e  d i f f i c u l t y  a r i s e s  f r o m  t h e  

c o n c e p t u a l  d i f f e r e n c e  o f  r e p o r t e d  p r o f i t  and  a m o re  n e b u l o u s  

m e a s u r e  o f  r e a l  w e l l  b e i n g .  T h e  l a t t e r  w o u l d  i n  a n  i d e a l  

w o r l d  be t h e  a p p r o p r i a t e  m e a s u r e  and w o u l d  t a k e  a c c o u n t  o f  

t h e  d e g r e e  o f  m a n a g e r i a l  s l a c k  and  f i n a n c i a l  r e s o u r c e s .  N o t  

o n l y  w o u l d  u s i n g  a m e a s u r e  o f  r e p o r t e d  p r o f i t  be a p o o r
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a p p r o x i m a t i o n  o f  " r e a l  p r o f i t "  b u t  d a t a  c o l l e c t i o n  a t  s e c t o r  

l e v e l  w o u l d  be  a t a s k  a p p r o a c h i n g  t h e  h e r c u l e a n .

ft v a r i a b l e  t h a t  o n e  w o u l d  e x p e c t  t o  y i e l d  a h i g h  

c o r r e l a t i o n  w i t h  t h e  a d v e r t i s i n g  l e v e l  i s  t h a t  o f  s a l e s .  

S a l e s  w i l l  t h u s  b e  i n c l u d e d  i n  p r e l i m i n a r y  t e s t s  on t h e  

i n d u s t r y  l e v e l  o f  a d v e r t i s i n g  a s  a n  i n d e p e n d e n t  v a r i a b l e .  

A s ,  h o w e v e r ,  t h e  m a i n  o b j e c t i v e  o f  t h i s  w o r k  i s  t o  u n d e r s t a n d  

t h e  f a c t o r s  a f f e c t i n g  t h e  i n t e n s i t y  o f  a d v e r t i s i n g  r a t h e r  

t h a n  t h e  a b s o l u t e  l e v e l  o f  a d v e r t i s i n g ,  s a l e s  w i l l  be  

i n c o r p o r a t e d  t h r o u g h  t h e  d e p e n d e n t  v a r i a b l e  i n  t h e  

a d v e r t i s i n g  s a l e s  r a t i o  f o r  t h e  s u b s e q u e n t  m a r k e t  t e s t s .

5 . 2 .  V A R IE T Y  -  A B R I E F  R E C A P IT U L A T IO N .

C h a p t e r  f o u r  r e v i e w e d  t h e  e x i s t i n g  l i t e r a t u r e  on p r o d u c t  

v a r i e t y  avid i d e n t i f i e d  some o f  t h e  m a i n  d e t e r m i n a n t s  o f  

v a r i e t y .

An i m p o r t a n t  o b s e r v a t i o n  i n  t h e  c h a p t e r  was  t h a t  t h e  

n a t u r e  o f  t h e  p r o d u c t  avid t h e  c o n s u m e r  b u y i n g  p r o c e s s  w e r e  

l i k e l y  t o  h a v e  a  v e r y  s t r o n g  i n f l u e n c e  on t h e  l e v e l s  o f  

v a r i e t y  a c r o s s  i n d u s t r i e s .  I n  o r d e r  t o  a v o i d  s u c h - -  a - d e 

s t a b i l i z i n g  e f f e c t  on t e s t i n g  f o r  o t h e r  p o s s i b l e  d e t e r m i n a n t s  

o f  t h e  l e v e l  o f  v a r i e t y  t h e  s a m p l e  was l i m i t e d  t o  c o n v e n i e n c e  

g o o d s  w h e r e  t h e  b u y i n g  p r o c e s s  i s  m o re  h o m o g e n e o u s .

S a l e s  w e r e  a l s o  i d e n t i f i e d  a s  l i k e l y  t o  be a s t r o n g

i n f l u e n c e  on t h e  d e g r e e  o f  v a r i e t y .  S a l e s  w o u l d  be  an

i m p o r t a n t  i n f l u e n c e  b o t h  i n  t e r m s  o f  a b s o l u t e  s i z e  o f  t h e

m a r k e t  avid i n  t e r m s  o f  t h e  s t a g e  o f  g r o w t h  o f  t h e  m a r k e t .

T h e  m a i n  t h r u s t  o f  t h e  l i t e r a t u r e  was h o w e v e r  t h e  r o l e  o f  

m a n u f a c t  u r e  r  s t  r  u c t  u r e  w h i c h  i s  ex  am i  vied ma i  n 1 y t  h r o u g  h 

m o d e l s  t h a t  a r e  d e v e l o p e d  w i t h o u t  r e g a r d  t o  t h e  m a r k e t i n g
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c h a n n e l  a s  a  w h o l e .  Due t o  t h e  p r o b l e m s  o f  v a r i a t i o n s  i n  

p r o d u c t  c h a r a c t e r i s t i c s  and  b u y i n g  p r o c e s s e s  no e c o n o m e t r i c  

s t u d i e s  o f  p r o d u c t  v a r i e t y  h a v e  b e e n  u n d e r t a k e n  a n d  a s  was  

shown t h e  “ e v i d e n c e "  o f  i n f l u e n c e s  on p r o d u c t  v a r i e t y  h a s  t o  

d a t e  come f r o m  c a s e  s t u d y  a p p r o a c h e s  o f  d i f f e r e n t  m a r k e t s .

5 . 3 .  THE D I R E C T  EFFECTS OF R E T A I L  STRUCTURE ON A D V E R T I S IN G  
AT MARKET L EVEL.

R e t a i l  s t r u c t u r e  may a f f e c t  t h e  a m o u n t  o f  a d v e r t i s i n g  and  

b r a n d  v a r i e t y  i n  a n u m b e r  o f  w a y s  e i t h e r  d i r e c t l y  o r  

i n d i r e c t l y .  T h e  d i r e c t  e f f e c t s  a r e  t h e  i n f l u e n c e  o f  r e t a i l  

s t r u c t u r e  on t h e  s t r a t e g y  o f  m a n u f a c t u r e r s  w h i l s t  t h e  

i n d i r e c t  e f f e c t s  a r e  t h e  i n f l u e n c e  on o t h e r  v a r i a b l e s  t h a t  i n  

t u r n  may a f f e c t  m a n u f a c t u r e r  s t r a t e g y .  I n  t h i s  s e c t i o n  t h e  

d i r e c t  e f f e c t s  o f  r e t a i l  s t r u c t u r e  on a d v e r t i s i n g  w i l l  be  

e x a m i n e d .  T h e  tw o  " m e a s u r e s "  o f  r e t a i l  s t r u c t u r e  t h a t  w i l l  be  

u s e d  a r e  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n .  I t  

may be a r g u e d  t h a t  own l a b e l  p e n e t r a t i o n  i s  i n d e e d  n o t  a 

s t r u c t u r a l  v a r i a b l e  a t  a l l  b u t  a  r e t a i l  p e r f o r m a n c e  v a r i a b l e .  

T h e  i m p o r t a n c e  o f  s u c h  a d i s t i n c t i o n  w i l l  be r e l e v a n t  t o  

e m p i r i c a l  a n a l y s i s ,  f o r  i f  t h e r e  i s  a  r e l a t i o n s h i p  b e t w e e n  

r e t a i l  c o n c e n t r a t i o n  and  own l a b e l  p e n e t r a t i o n  t h e n  p r o b l e m s  

o f  m u l t i c o l l i n e a r i t y  may r e s u l t .  F o r  t h e  t i m e  b e i n g  h o w e v e r  

s u c h  a d i s t i n c t i o n  w i l l  be i g n o r e d  a l t h o u g h  t h e  r e l a t i o n s h i p  

b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  and  own l a b e l  p e n e t r a t i o n  i s  

f u l l y  d i s c u s s e d  i n  a p p e n d i x  B.

5 . 3 . 1 .  THE D IR E C T  EFFEC TS OF R E T A IL  CONCENTRATION ON 
MANUFACTURER A D VE R T IS IN G S

T h e  m a i n  e f f e c t  o f  an  i n c r e a s e  i n  r e t a i l  c o n c e n t r a t i o n  

w i l l  be t o  r e d u c e  t h e  p o t e n c y  o f  m a n u f a c t u r e r  a d v e r t i s i n g .  

This is because advertising to consumers w i l l  become less

128



i m p o r t a n t  r e l a t i v e  t o  o t h e r  a s p e c t s  o f  t h e  p r o m o t i o n a l  m ix  

l i k e  t r a d e  m a r k e t i n g .  T h e  r e a s o n  i s  s i m p l y  t h a t  g a i n i n g  

s h e l f - s p a c e  w i t h  l a r g e  r e t a i l e r s  w i l l  be  m o r e  i m p o r t a n t  t h a n  

p r o m o t i n g  c o n s u m e r  a w a r e n e s s  f o r  c o n v e n i e n c e  p r o d u c t s .  

U n d e r p i n n i n g  s u c h  an  a s s u m p t i o n  i s  t h a t  f o r  m o s t  c o n v e n i e n c e  

p r o d u c t s  t h e  e a s e  o f  p u r c h a s e  h a s  b eco m e m o re  i m p o r t a n t  t h a n  

i n d i v i d u a l  b r a n d  s e l e c t i o n .  S u c h  a n  a s s e r t i o n  f o r  g r o c e r y  

p r o d u c t s  a t  l e a s t ,  d a t e s  b a c k  t o  t h e  o b s e r v a t i o n  by N a d e n  and  

J a c k s o n  ( 1 9 5 3 )  t h a t  p e o p l e  a r e  p r i m a r i l y  i n t e r e s t e d  i n  

p u r c h a s i n g  a.,  b a s k e t  o f  g r o c e r y  p r o d u c t s  a n d  t h a t  b r a n d  

d e c i s i o n s  a r e  s u b s e r v i e n t  t o  t h e  i n i t i a l  d e c i s i o n  o f  s t o r e  

c h o i c e  f o r  t h e  b a s k e t  a s  a w h o l e .  T h e  s o c i a l  and  e c o n o m i c  

c h a n g e  t h a t  h a s  s e e n  a g r o w t h  i n  s u c h  a d e c i s i o n  m a k i n g  

p r o c e s s  was shown i n  c h a p t e r  o n e .  T h u s  a s  c o n c e n t  r a t i o n  g r o w s  

t h e  i m p o r t a n c e  o f  r e t a i l e r  r e l a t i o n s  w i l l  a c c o r d i n g l y  g r o w  

f o r  t h e  m a n u f a c t u r e r .

T h e  p o t e n c y  o f  m a n u f a c t u r e r  a d v e r t i s i n g  may a l s o  h a v e  

b e e n  a f f e c t e d  by t h e  g r o w t h  o f  p r o m o t i o n  a c t i v i t y  by  

r e t a i l e r s  w h i c h  h a s  b e e n  f a c i l i t a t e d  by  t h e  g r o w t h  i n  r e t a i l  

c o n c e n t  r a t i o n .  L a r g e  r e t a i l  c h a i n s  may h a v e  b e e n  a b l e  t o  t a k e  

a d v a n t a g e  o f  e c o n o m i e s  o f  s c a l e  i n  p r o m o t i o n .  T h e  p r e ^ e n c s  o f  

s u c h  e c o n o m i e s  o f  s c a l e  a r e  w i d e l y  q u o t e d  by  i n  t h e  r e t a i l  

f i e l d .  e . g .  M c C l e l l a n d  ( 1 9 6 6 ) ,  Daw son and Shaw ( 1 9 Q 7 ) ,  and

c a n  a r i s e  i n  t h r e e  w a y s .  F i r s t ,  i n  t e r m s  o f  m e d i a  s e l e c t i o n ,

l a r g e  s c a l e  a d v e r t i s i n g  c a n  l e a d  t o  m o r e  e f f i c i e n t  m eans o f  

a d v e r t i s i n g  b e c o m i n g  v i a b l e  e . g .  t e l e v i s i o n  ( P o r t e r  1 9 7 6 b ) .

S e c o n d ,  a  l a r g e r  s c a l e  o f  o p e r a t i o n s  c a n  l e a d  t o

s p e c i a l i z a t i o n  i n  t h e  l a b o u r  f o r c e .  T h e  l a r g e r  c o m p a n i e s  c a n  

e m p l o y  s p e c i a l i s t s  i n  a r e a s  s u c h  a s  m e r c h a n d i s i n g  and  

p r o m o t i o n .  T h i r d ,  s c r a m b l e d  m e r c h a n d i s i n g  w h i c h  h a s  b e e n
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a s s o c i a t e d  w i t h  U . K .  r e t a i l  c h a n g e  (D a w s o n  and Shaw ( 1 3 Q 7 )  

w e a n s  t h a t  t h e  c o s t s  o f  c o r p o r a t e  o r  s t o r e  p r o m o t i o n  a r e  

s p r e a d  o v e r  a l a r g e r  t u r n o v e r .  T h e  r e s u l t  o f  i n c r e a s e d  r e t a i l  

p r o m o t i o n ,  f o r  c o n v e n i e n c e  g o o d s  a t  l e a s t ,  i s  t o  r e —e n f o r c e  

t h e  g e n e r a l  e f f e c t  on t h e  c o n s u m e r  d e c i s i o n  m a k i n g  p r o c e s s  o f  

m a k i n g  s t o r e  c h o i c e  f o r  a  s e l e c t i o n  o f  g o o d s  a h i g h e r  

p r i o r i t y  t h a n  t h e  c h o i c e  o f  i n d i v i d u a l  b r a n d s .  I t  may e v e n  be  

p o s s i b l e  t o  m ake  t h e  g e n e r a l i z a t i o n  t h a t  w i t h  t h e  i n c r e a s e  i n  

i n c o m e  m o r e  p r o d u c t s  a r e  t h o u g h t  o f  a s  c o n v e n i e n c e  g o o d s .

T h e  g r o w t h  o f  s u c h  p r o c e s s e s  l e a d s  t o  a d e c r e a s e  i n  t h e  

p o t e n c y  o f  m a n u f a c t u r e r  a d v e r t i s i n g  w h i c h  c a n  be e x p e c t e d  t o  

h a v e  a n  e f f e c t  on t h e  d e g r e e  o f  m a n u f a c t u r e r  a d v e r t i s i n g .  I t  

m e a n s  t h a t  t h e  a m o u n t  o f  a d v e r t i s i n g  n e e d e d  by m a n u f a c t u r e r s  

t o  h a v e  t h e  sam e e f f e c t  a s  p r e v i o u s l y  w i l l  i n c r e a s e .  T h i s  

w i l l  i n c r e a s e  t h e  r a t e  o f  s u b s t i t u t i o n  o f  a d v e r t i s i n g  f o r  

o t h e r  c o m p o n e n t s  o f  t h e  p r o m o t i o n a l  m i x .  T h u s  s u c h  a c t i v i t i e s  

a s  t r a d e  m a r k e t i n g  and i n  s t o r e  p r o m o t i o n  c a n  be  e x p e c t e d  t o  

i n c r e a s e .

A p r i o r i  t h e r e f o r e ,  o v e r a l l  e x p e c t a t i o n s  a r e  f o r  a 

p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  and  

m a n u f a c t  u r e r  a d v e r t  i s i n g .

5 . 3 . 2 .  THE D IR E C T  EFFECTS OF OWN LABELS ON MANUFACTURER 
A D V E R T IS I N G .

An o f t e n  q u o t e d  r e a s o n  f o r  t h e  d e c l i n e  i n  m a n u f a c t u r e r  

a d v e r t i s i n g ,  p a r t i c u l a r l y  by t h e  m a n u f a c t u r e r s  t h e m s e l v e s  i s  

t h e  g r o w t h  i n  own l a b e l .  T h e  d e g r e e  o f  own l a b e l  p e n e t r a t i o n  

may d i r e c t l y  a f f e c t  m a n u f a c t u r e r  a d v e r t i s i n g  i n  b o t h  a 

p o s i t i v e  a nd  a n e g a t i v e  m a n n e r .  T h e  f o r c e s  t h a t  e n c o u r a g e  

i p i Q r e a s e d  e x p e n d i t u r e  a r i s e  f r o m  t h e  n e e d  t o  m a i n t a i n  a 

p e r c i e v e d  q u a l i t y  d i f f e r e n c e  t o  m a i n t a i n  t h e  p r i c e
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d i f f e r e n t i a l  b e t w e e n  m a n u f a c t u r e r  a n d  r e t a i l e r  b r a n d s .  T h e

g r e a t e r  own l a b e l  p e n e t r a t i o n  b e c o m e s  t h e  m o r e  i m p o r t a n t  i t

i s  t o  h a v e  a h i g h e r  q u a l i t y  i m a g e .  To be  p e r c i e v e d  a s  t h e  

sam e q u a l i t y  a s  a n  own b r a n d  i s  c a t a s t r o p h i c  f o r  a  

m a n u f a c t u r e r  b r a n d  b e c a u s e  own b r a n d s  h a v e  i n h e r e n t  p r i c e  

a d v a n t a g e s  ( m a i n l y  d e r i v i n g  f r o m  p r o m o t i o n a l  a d v a n t a g e s ) .  T h e  

m o r e  own l a b e l  p e n e t r a t i o n  i n c r e a s e s  h o w e v e r  t h e  m o r e  d o u b t s  

a b o u t  own l a b e l  q u a l i t y  a r e  e r a s e d .  T h i s  w i l l  be t r u e  b o t h  

w i t h i n  a s e c t o r  an d a c r o s s  a l l  s e c t o r s .  T h e r e f o r e  t h e r e  i s  a  

f c r c e  a c t i n g  on t h e  m a n u f a c t u r e r  t o  i n c r e a s e  d i f f e r e n t i a t i o n  

o f  t h e i r  p r o d u c t s  a s  own l a b e l  p e n e t r a t i o n  i n c r e a s e s .  One  

m e an s  o f  d o i n g  t h i s  i s  t o  i n c r e a s e  a d v e r t i s i n g  e x p e n d i t u r e .  

I f  t h e r e  w e r e  no o t h e r  f o r c e s  o n e  w o u l d  t h u s  e x p e c t  a 

p o s i t i v e  l i n e a r  r e l a t i o n s h i p  b e t w e e n  own l a b e l  p e n e t r a t i o n

a n d  a d v e  r t  i  s i  n g .

One c o u n t e r —a c t i n g  f o r c e  t h a t  may d i s t o r t  s u c h  a

r e l a t i o n s h i p  i s  t h a t  a t  lo w  l e v e l s  o f  p e n e t r a t i o n  h e a v y  

a d v e r t i s i n g  may be  u s e d  t o  d e t e r  e n t r y ,  t h e  i n c e n t i v e  f o r  

w h i c h  w i l l  d i m i n i s h  a s  own l a b e l  s h a r e  i n c r e a s e s .

F u r t h e r m o r e  t h e  i n c r e a s e  i n  own l a b e l  p e n e t r a t i o n  _ a l o n g  

w i t h  t h e  i n c r e a s e  i n  r e t a i l  c o n c e n t  r a t i o n  i s  l i k e l y  t o  r e d u c e  

t h e  a m o u n t  o f  v a r i e t y  and  r e d u c e  t h e  n u m b e r  o f  f i r m s  i n  a 

m a r k e t .  B o t h  o f  t h e s e  e f f e c t s  w o u l d  be l i k e l y  t o  l e a d  t o  a 

d e c r e a s e  i n  m a n u f a c t u r e r  a d v e r t i s i n g .  T h e  m e c h a n i s m s  o f  t h e s e  

i n d i r e c t  e f f e c t s  w i l l  be  d i s c u s s e d  i n  s e c t i o n  5 . 5 .

5 . 4 .  THE D IR E C T  EFFECTS OF R E T A IL  STRUCTURE ON PRODUCT 
V A R I E T Y  AT MARKET LEVEL.

T h e  v a r i e t y  o f  p r o d u c t s  o f f e r e d  by m a n u f a c t u r e r s  c a n ,  

l i k e  m a n u f a c t u r e r  a d v e r t i s i n g ,  be e x p e c t e d  t o  be a f f e c t e d  by

r e t a i l  c o n c e n t  r a t i o n  and own l a b e l ,
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5 . 4 . 1 .  THE D IR E C T  EFFECTS OF R E T A I L  CONCENTRATION ON PRODUCT 
V A R I E T Y .

T h e  d i r e c t  e f f e c t  o f  r e t a i l  c o n c e n t  r a t i o n  on b r a n d  

v a r i e t y  s h o u l d  be n e g a t i v e  p o s s i b l y  i n  a  l o g  l i n e a r  f a s h i o n .  

T h e  j u s t i f i c a t i o n  f o r  s u c h  a h y p o t h e s i s  i s  t h a t  b e c a u s e  o f  

e c o n o m i e s  i n  s u p p l y  and p r o m o t i o n  ( e . g .  l o w e r  t r a n s a c t i o n  

c o s t s  a nd  e c o n o m i e s  o f  d i s p l a y )  l a r g e  r e t a i l e r s  w i l l  p r e f e r  

t o  s t o c k  o n l y  a f e w  l e a d i n g  b r a n d s  i n  a s e c t o r .  F r o m  a 

r e t a i l e r s  p o i n t  o f  v i e w  p r o d u c t  v a r i e t y  i s  c o s t l y  i f  t h e  

t o t a l  m a r k e t  d o e s  n o t  i n c r e a s e  a s  a r e s u l t .  U n d e r p i n n i n g  s u c h  

a n  a s s u m p t i o n  i s  t h a t  by n o t  o f f e r i n g  a w i d e  p r o d u c t  r a n g e  

t h e r e  i s  no d e t r i m e n t a l  c o m p e t i t i v e  e f f e c t  i n  r e l a t i o n  t o  

o t h e r  l e a d i n g  r e t a i l e r s .  T h e  e v i d e n c e  o f  t h e  p e r i o d  1 9 7 0  -

1 9 3 1  i n  t h e  U . K .  i s  t h a t  p r o d u c t  r a n g e  w i t h i n  s e c t o r s  was n o t  

u s e d  a s  a  c o m p e t i t i v e  w e a p o n  by r e t a i l e r s  a nd  i t ,  i s  o n l y  

s i n c e  1 9 3 1  a s  c o m p e t i t i o n  b e t w e e n  l a r g e  r e t a i l e r s  h a s  g o t  

m o r e  i n t e n s e  t h a t  a t t e n t i o n  h a s  b e e n  p a i d  t o  v a r i e t y  a s  a 

c o m p e t i t i v e  w e a p o n .  R e t a i l  c o m p e t i t i o n  b e t w e e n  t h e  l a r g e r  

p l a y e r s  h a s  b eco m e m o r e  i n t e n s e  a s  o b t a i n i n g  m a r k e t  s h a r e  h a s  

be co m e m o r e  d i f f i c u l t .  L a r g e  g a i n s  f r o m  t h e  i n d e p e n d e n t s  a r e  

a t  an  end an d  o p p o r t u n i t i e s  a r e  d i m i n i s h i n g  f o r  l o c a l  o u t  o f  

t o w n  m o n o p o l i e s  en d w i t h  t h e  a d v e n t  o f  r e t a i l  s a t u r a t i o n .

T h a t  l a r g e  m u l t i p l e  r e t a i l e r s  d u r i n g  t h e  p e r i o d  w e r e  n o t  

i n t e r e s t e d  i n  w i d e n i n g  p r o d u c t  r a n g e  o n l y  l e a d s  t o  t h e  

h y p o t h e s e d  r e l a t i o n s h i p  i f  , t h e r e  h as  n o t  b e e n  a 

c o u n t e r v a i 1 i n g  boom i n  t h e  p r o d u c t  r a n g e  o f  o t h e r  s u r v i v i n g  

r e t a i l e r s .  Due  t o  t h e  h i g h  r a t e  o f  e x i t  o f  s m a l l e r  r e t a i l e r s  

i t  w o u l d  seem t h a t  a n y  g r o w t h  i n  p r o d u c t  r a n g e  a m o n g s t  s m a l l  

r e t a i l e r s  i s  u n l i k e l y  t o  o u t w e i g h  t h e  d e c l i n e  i n  h e t r o g e n i e t y  

o f  p r o d u c t s  l i k e l y  t o  be f o u n d  w i t h  a m o re  a t o m i s t i c  r e t a i l



s t  r u c t  u r e .

T h o u g h  o n e  inay e x p e c t  a  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  

r e t a i l  c o n c e n t  r a t i o n  a nd  b r a n d  v a r i e t y  f o r  t h e  r e a s o n s  s t a t e d  

a b o v e  t h e r e  i s  a  f o r c e  o p e r a t i n g  i n  t h e  o p p o s i t e  d i r e c t i o n .  

F o r  i n  soiYie m a r k e t s  a t  l e a s t  " f o l l o w i n g "  f i r m s  w i l l  h a v e  t o  

o f f e r  t h e  same v a r i e t y  a s  m a r k e t  l e a d e r s  i n  o r d e r  t o  o f f e r  a 

v i a b l e  a l t e r n a t i v e  t o  t h e  r e t a i l e r .  F o r  l e a d i n g  m a n u f a c t u r e r s  

a n  i n c r e a s e  i n  b r a n d  v a r i e t y  may o f f e r  a c h a n c e  t o  i n c r e a s e  

b a r g a i n i n g  p o w e r  o v e r  t h e  r e t a i l e r  a s  was  m e n t i o n e d  i n  

c h a p t e r  t w o .  I f  l e a d i n g  m a n u f a c t u r e r s  w e r e  a b l e  t o  a d o p t  t h i s  

s t r a t e g y  t h e n  i t  i s  p o s s i b l e  t h a t  f o l l o w e r s  w o u l d  i m i t a t e  

t h e m  i f  a i m i n g  a t  t h e  same m a r k e t .  S u c h  p o t e n t i a l  b e h a v i o u r  

b e t w e e n  m a n u f a c t u r e r s  o f  d i f f e r i n g  m a r k e t  p o s i t i o n  i s  

e x a m i n e d  i n  s e c t i o n  5 . 3 . 1 .  a l t h o u g h  w i t h o u t  t h e  e m p i r i c a l  

a n a l y s i s  o f  c h a p t e r  e i g h t  p r e d i c t i o n s  i n  t h i s  a r e a  a r e  l i k e l y  

t o  be  i n c o n c l u s i v e .

5 . 4 . 2 .  THE D IR E C T  EFFECTS GF OWN LABEL PEN ETRATION ON PRODUCT 
V A R I E T Y .

One w o u l d  e x p e c t  t h e  d e g r e e  o f  own l a b e l  p e n e t r a t i o n  t o  

h a v e  a m a r k e d  n e g a t i v e  e f f e c t  on t h e  n u m b e r  o f  m a n u f a c t u r e r  

b r a n d s  a v a i l a b l e .  T h i s  i s  b e c a u s e  own l a b e l s  w h e r e  o f f e r e d ,  

i n  p a r t i c u l a r  t h o s e  b e l o n g i n g  t o  m u l t i p l e  r e t a i l e r s ,  h a v e  

b e e n  t a r q e t e d  ( d u r i n g  t h e  p e r i o d  u n d e r  r e v i e w )  a t  t h e  low  

p r i c e  e n d  o f  t h e  m a r k e t .  T h e  r e d u c t i o n  i n  o p p o r t u n i t y  f o r  lo w  

p r i c e  b r a n d s  w i l l  h a v e  l e d  t o  a n u m b e r  b e i n g  w i t h d r a w n .  Due  

t o  t h e i r  i n h e r e n t  p r o m o t i o n a l  a d v a n t a g e s  own l a b e l s  h a v e  a l s o  

b e e n  a b l e  t o  o f f e r  i n  many c a s e s .  Q u a l i t y  c o m p a r a b l e  t o  much  

h i a h e r  p r i c e d  b r a n d s  m a k i n g  t h e  c o m p e t i t i v e  e n v i r o n m e n t  f o r  

many m a n u f a c t u r e r  b r a n d s  much h a r d e r .  M a n u f a c t u r e r s  may  

r e t a l i a t e  t o  s u c h  a t h r e a t  by i n c r e a s i n g  p r o d u c t  d e v e l o p m e n t

1 j  o



so  t h a t  t h e y  o f f e r  s o m e t h i n g  t h a t  own l a b e l  b r a n d s  do n o t  b u t  

i t  m u s t  be  r e m e m b e r e d  t h a t  i n  m o st  c a s e s  t h e  p a y - b a c k  t i m e  

w i l l  be  s h o r t e n e d  b e c a u s e  i f  t h e y  a r e  s u c c e s s f u l  t h e y  w i l l  

a t t r a c t  own l a b e l  i m i t a t i o n .

T h e  s p e c i f i c a t i o n  o f  t h e  r e l a t i o n s h i p  i s  l i k e l y  t o  be  

n o n —l i n e a r  on t h e  g r o u n d s  t h a t  m o st  l o w  p r i c e d  o r  l o w  i m a g e  

b r a n d s  w i l l  be e l i m i n a t e d  a f t e r  a  c e r t a i n  t h r e s h o l d  o f  own

l a b e l  p e n e t r a t i o n  h as  b e e n  r e a c h e d  a n d  t h a t  b r a n d  l e a d e r s  a r e  

u n l i k e l y  t o  f a c e  e l i m i n a t i o n  i n  t h e  f a c e  o f  own l a b e l

c o m p e t  i t  i  on .

5 . 5 .  THE IN D I R E C T  EFFECTS OF R E T A I L  STRUCTURE ON A D V E R T I S IN G .

As w e l l  a s  i d e n t i f y i n g  t h e  d i r e c t  e f f e c t s  t h a t  r e t a i l

c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n  h a v e  on a d v e r t i s i n g  

i t  i s  w o r t h  c o n s i d e r i n g  some o f  t h e  i n d i r e c t  e f f e c t s  t h a t  may 

be p r e s e n t .  I n d i r e c t  e f f e c t s  a r e  t h e  e f f e c t s  on v a r i a b l e s

t h a t  may i n  t u r n  d e t e r m i n e  t h e  d e g r e e  o f  a d v e r t i s i n g .  When i t  

c o m e s  t o  t e s t i n g  f o r  s u c h  e f f e c t s  u s i n g  o r d i n a r y  l e a s t  

s q u a r e s  r e g r e s s i o n  one  h a s  t o  be c a r e f u l  t o  i d e n t i f y  

m u l t i c o l 1 i n e a r i t y  s i n c e  s t r o n g  i n d i r e c t  e f f e c t s  may u p s e t  

m u l t i p l e  v a r i a b l e  t e s t i n g .  An e x a m p l e  o f  t h i s  w o u l d  b e  i f  o ne  

w e r e  h y p o t h e s i z i n g  a s t r o n g  r e l a t i o n s h i p  b e t w e e n  r e t a i l  

c o n c e n t  r a t i o n  and  m a n u f a c t u r e r  c o n c e n t  r a t i o n  t h e n  t h e  

i n c l u s i o n  o f  b o t h  r e t a i l  and  m a n u f a c t u r e r  c o n c e n t r a t i o n  i n  

e x p l a i n i n g  v a r i a t i o n  i n  a d v e r t i s i n g  w o u l d ,  a p r i o r i ,  be 

l i k e l y  t o  l e a d  t o  m u l t i - c o 1 1 i n e a r i t y .  T e s t s  o f  t h i s  n a t u r e  

h o w e v e r  a r e  s t i l l  o f  b e n e f i t  b e c a u s e  t h e y  h e l p  t o  i d e n t i f y  

t h e  e f f e c t s  t h a t  a r e  p r e s e n t  e v e n  i f  t h e  e x t e n t  o f  t h e m  w o u l d  

r e q u i r e  f u r t h e r  a n a l y s i s .
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5 . 3 . 1 .  MANUFACTURER CONCENTRATION.

I t  m i g h t  be e x p e c t e d  t h a t  a n  i n c r e a s e  i n  r e t a i l  

c o n c e n t  r a t i o n  an d  t h e  r e d u c t i o n  o f  b u y i n g  p o i n t s  t h a t  i t  

e n t a i l s  w o u l d  l e a d  t o  a n  i n c r e a s e  i n  t h e  c o n c e n t  r a t i o n  o f  

b r a n d  m a n u f a c t u r e r s .  F e w e r  b u y i n g  p o i n t s  and  t h e  g r e a t e r  

s t a n d a r d i z a t i o n  o f  s u c h  b u y i n g  p o i n t s  ( i n  t e r m s  o f  

r e q u i r e m e n t s )  mean t h a t  f e w e r  m a n u f a c t u r e r s  w i l l  be  

s u c c e s s f u l  i n  n e g o t i a t i o n .  F e w e r  m a n u f a c t u r e r s  w i l l  be a b l e  

t o  m e e t  t h e  r e q u i r e m e n t s  o f  t h e s e  now a l l  i m p o r t a n t  b u y e r s  

f o r  a v a r i e t y  o f  r e a s o n s  i n c l u d i n g  c o s t s  o f  p r o v i d i n g  f o r  

t h e s e  b u y e r s  a n d  t h e  f a c t  t h a t  b u y e r s  may o n l y  be  i n t e r e s t e d  

i n  b r a n d  l e a d e r s .

T h e  a d v e n t  o f  own l a b e l s  i n  t h e  c o n v e n i e n c e  s e c t o r  h a s  

u n d o u b t e d l y  g i v e n  some o f  t h e  s m a l l e r  m a n u f a c t u r e r s  a c h a n c e  

t o  e x p a n d .  T h i s  h o w e v e r  w i l l  n o t  be r e f l e c t e d  i n  t h e  

c o n c e n t  r a t i o n  o f  b r a n d e d  m a n u f a c t u r e r s ,  i n d e e d  t o  t h e  e x t e n t  

t h a t  i t  e n c o u r a g e s  s m a l l  b r a n d e d  m a n u f a c t u r e r s  t o  a b a n d o n  

b r a n d e d  g o o d s  c o m p l e t e l y  t h e  e f f e c t  o f  own l a b e l s  w i l l  be  t o  

i n c r e a s e  c o n c e n t  r a t i o n .

I t  w o u l d  a p p e a r  t h a t  m a n u f a c t u r e r  c o n c e n t  r a t i o n  ( w h e t h e r  

b r a n d e d  o r  t o t a l  m a r k e t )  h a s  i n c r e a s e d  d u e  t o  t h e  d e c l i n e  i n  

t h e  n u m b e r s  o f  s m a l l  f i r m s .  T h e r e  a r e  g r o u n d s  f o r  s u s p e c t i n g  

t h a t  t h e  d e c l i n e  i n  t h e  f i r m  p o p u l a t i o n  i s  a  d i r e c t  r e s u l t  o f  

r e t a i l  c h a n g e  g i v e n  t h e  c e n t r a l i z e d  s o u r c i n g  p o l i c y  o f  t h e  

m u l t i p l e s .  T h e r e  m i g h t  be a c a s e  f o r  e x p e c t i n g  a n o n - l i n e a r  

r e l a t i o n s h i p  b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  and m a n u f a c t u r e r  

c o n c e n t  r a t i o n  on t h e  b a s i s  t h a t  o v e r  a c e r t a i n  t h r e s h o l d  

v a r i e t y  w i l l  p l a y  a  p a r t  i n  i n t e r - m u l t i p i e  c o m p e t i t i o n ,  

w h e r e a s  b e l o w  s u c h  a t h r e s h o l d  m u l t i p l e  g c i i n s  come i*rom t h e  

s m a l l  i n d e p e n d e n t s  and a r e  l a r g e l y  i n d e p e n d e n t  o f  b r a n d  o r
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f i r m  v a r i e t y .

I f  r e t a i l  c o n c e n t  r a t i o n  i s  p o s i t i v e l y  a s s o c i a t e d  w i t h  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  t h e  p r o b l e m  o f  i d e n t i f y i n g  t h e  e n d  

r e s u l t  ovi m a n u f a c t u r e r  a d v e r t i s i n g  s t i l l  r e m a i n s .  F o r  a s  was  

s h o w n  i n  c h a p t e r  3  t h e  r e l a t i o n s h i p  b e t w e e n  m a n u f a c t u r e r  

c o n c e n t  r a t  i  on avid a d v e r t i s i n g  i s  d i s p u t e d .  I n  c h a p t e r  8 

t h e r e f o r e  i t  i s  p r o p o s e d  t o  t e s t  w h e t h e r  t h e r e  i s ,  f i r s t ,  a  

r e l a t i o n s h i p  b e t w e e n  r e t a i l  c o n c e n t  r a t  i o n  avid m a n u f a c t u r e r  

c o n c e n t  r a t  i  on avid s e c o n d l y  w h e t h e r  t h e  l a t t e r  i s  c o r r e l a t e d  

w i t h  a d v e r t  i s i v i g  i n t e n s i t y .

■ T h u s  t h o u g h  a p o s i t i v e  r e l a t i o n s h i p  m i g h t  be e x p e c t e d  

b e t w e e n  r e t a i l e r  avid m a n u f a c t u r e r  c o n c e n t  r a t  i  on t h e  e x p e c t e d  

e f f e c t  on a d v e r t i s i n g  i s  d e p e n d e n t  on w h i c h  m o d e l  one  

p r e f e r s .

5 . 5 . 2 .  P R O F I T A B I L I T Y .

□vie way t h a t  r e t a i l  c o n c e n t  r a t  i  on m i g h t  a f f e c t  

a d v e r t i s i n g  l e v e l s  i s  by a f f e c t  ivig m a n u f a c t u r e r  

p r o f i t a b i l i t y .  As was  e v i d e n t  i n  c h a p t e r  t w o  a g r o w t h  i n  

r e t a i l  c o n c e n t  r a t i o n  l e a d s  t o  a  r e d u c t i o n  i n  b a r g a i n i n g  p o w e r  

f o r  t h e  maviuf  a c t  u r e r .  I n  U . K .  i  v iv e s t  i g a t  i  ovis, i n i t i a t e d  by  

t h e  g o v e r n m e n t  i n t o  d i s c o u n t s  t o  l a r g e  r e t a i l e r s  i t  was  f o u n d  

t h a t  m a n u f a c t u r e r s  m a r g i n s  had s u f f e r e d  ( M o n o p o l i e s  and  

M e r g e r s  C o m m i s s i o n  1 981  and t h e  O f f i c e  o f  F a i r  T r a d i n g  1 9 3 5 ) .  

No a c t  i o n  was re com m ended  by t h e s e  r e p o r t s  on t h e  b a s i s  t h a t  

t h e  s a v i n q s  w e r e  b e i n g  p a s s e d  t o  t h e  c o n s u m e r .  T h o u g h  t h e s e  

r e p o r t s  g i v e  a n e c d o t a l  e v i d e n c e  o f  i n c r e a s i n g  r e t a i l  

co vicevit r a t  i  o vi h a v i n g  an  a d v e r s e  a f f e c t  ovi m a n u f a c t u r e r  

p r o f i t a b i l i t y  t h e r e  i s  no e m p i r i c a l  e v i d e n c e  o f  a w i d e s p r e a d  

f a l l  i n  p r o f i t s .
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T h e  f a c t  t h a t  t h e r e  h a s  b e e n  a  d e c r e a s e  i n  m a n u f a c t u r e r  

b a r g a i n i n g  p o w e r  i s  b e y o n d  d i s p u t e  b u t  t h i s  d o e s  n o t  

n e c e s s a i r i l y  mean t h a t  one  w o u l d  e x p e c t  a  f a l l  i n  r e p o r t e d  

p r o f i t s .  T h e  r e a s o n  f o r  t h i s  i s  t w o f o l d .  F i r s t  , t h e  d e c r e a s e  

i n  b a r g a i n i n g  p o w e r  m i g h t  n o t  a f f e c t  r e p o r t e d  p r o f i t s  b u t  

m i g h t  a f f e c t  t h e  l o n g  t e r m  p r o f i t a b i l i t y  o f  t h e  f i r m  i f  t h e  

p r e s s u r e  i s  a b s o r b e d  by m a n a g e r i a l  s l a c k .  T h i s  m a n a g e r i a l  o r  

o r g a n i s a t i o n a l  s l a c k  ( C y e r t  and M a r c h  1 9 6 3 )  i s  t h e  d e g r e e  t o  

w h i c h  m a n a g e m e n t  h a s  d i s c r e t i o n a r y  p o w e r  t o  f o l l o w  o b j e c t i v e s  

o t h e r  t h a n  c o r p o r a t e  p r o f i t .  S e c o n d l y ,  i f  p r o f i t  i s  

d e t e r m i n e d  by f a c t o r s  o t h e r  t h a n  b a r g a i n i n g  p o w e r  t h e n  

c h a n g e s  i n  b a r g a i n i n g  p o w e r  may n o t  p l a y  a s i g n i f i c a n t  r o l e .  

I n  t e r m s  o f  o u r  a n a l y s i s  i n  c h a p t e r  t w o  s u c h  a c o n s i d e r a t i o n  

may seem s u p r i s i n g  b u t  i t  i s  i m p o r t a n t  t o  r e a l i s e  t h a t  t h e  

s t r u c t u r a l  d e t e r m i n a n t s  o f  b a r g a i n i n g  p o w e r  a r e  d e t e r m i n a n t s  

o f  p o t e n t i a l  p o w e r  r a t h e r  t h a n  a c t u a l  ( o r  e n a c t e d )  p o w e r .  

T h u s  t o  t h e  e x t e n t  t h a t  e n a c t e d  b a r g a i n i n g  p o w e r  d o e s  n o t  

r e f l e c t  p o t e n t i a l  p o w e r  p r o f i t a b i l i t y  w i l l  be u n a f f e c t e d .  I f  

p r o f i t a b i l i t y  ( w h e t h e r  r e p o r t e d  p r o f i t  o r  g e n e r a l  w e l l  b e i n g )  

i s  a f f e c t e d  t h e n  one  may g e t  an  e f f e c t  on a d v e r t i s i n g  

i n t e n s i t y .  T h e  r e a s o n i n g  b e h i n d  a l i n k  b e t w e e n  a d v e r t i s i n g

a n d  p r o f i t  p r i n c i p a l l y  d e r i v e s  f r o m  o b s e r v a t i o n  t h a t  many  

m a n a q e r s  and e x e c u t i v e s  seem t o  f o r m  ( o r  a m en d )  an  

a d v e r t i s i n g  b u d g e t  on a " w h a t  c a n  we a f f o r d  b a s i s " .  E m p i r i c a l  

e v i d e n c e  on a r e l a t i o n s h i p  b e t w e e n  p r o f i t a o i l i t y  and  

a d v e r t i s i n g  i s  p r e d i c t a b l y  a m b i g u o u s .  C o m a n o r  and  W i l s o n  

( 1 9 6 7 )  p r o v i d e  t h e  m a i n  e v i d e n c e  i n  s u p p o r t  o f  a p o s i t i v e  

r e l a t i o n s h i p  w i t h  W e i s s  ( 1 9 6 9 ) ,  B l o c h  ( 1 9 / 4 )  and  f i y a n i a n  

( 1 9 7 6 )  f i n d i n g  no e v i d e n c e  o f  a  r e l a t i o n s h i p .
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5 . 5 . bALES.

On© p o s s i b l e  e f f e c t  o f  i n c r e a s i n g  r e t a i l  c o n c e n t  r a t i o n  i n  

t h e o r y  a t  l e a s t  i s  a n  i n c r e a s e  i n  d e m a n d .  G i v e n  t h a t  t h e r e  

a r e  e c o n o m i e s  o f  s c a l e  i n  m ass  m e r c h a n d i s i n g  m e t h o d s  i t  se em s  

f a i r  t o  a s s u m e  t h a t  w i t h  i n c r e a s e d  r e t a i l  c o n c e n t  r a t i o n  one  

w i l l  g e t  i n c r e a s e d  r e t a i l  p r o m o t i o n  a t  l e a s t  up t o  a c e r t a i n  

t h r e s h o l d .  I f  t h i s  i s  t h e  c a s e  t h e n  t o t a l  dem and  s h o u l d  r i s e  

s u b j e c t  t o  t h e  d e m o g r a p h i c  c o n s t r a i n t  i d e n t i f i e d  i n  c h a p t e r  

o n e .  P r o m o t i o n  i s  e f f e c t i v e  a s  i t  seem s i n c o n c i e v a b l e  t h a t  

a l l  g a i n s  f r o m  p r o m o t i o n  come a t  t h e  c o s t  o f  o t h e r  r e t a i l e r s  

i n  t h e  sam e s e c t o r .

A c o u n t e r  a r g u m e n t  t o  t h e  a s s e r t i o n  t h a t  t h e  i n c r e a s e  i n

r e t a i l  c o n c e n t  r a t i o n  h a s  l e d  t o  a n  i n c r e a s e  i n  r e t a i l

p r o m o t i o n  i s  t h a t  t h e  l i n e  o f  c a u s a l i t y  r u n s  t h e  o t h e r  way .

T h a t  i s  t o  s a y  t h a t  i t  i s  i n c r e a s e d  p r o m o t i o n  ' ( p a r t i c u l a r l y  

a d v e r t i s i n g )  t h a t  b e g e t s  h i g h  c o n c e n t  r a t i o n  and n o t  t h e  o t h e r  

w ay  a r o u n d .  T h i s  i m p o r t a n t  p o i n t  i s  w e l l  d i s c u s s e d  i n  F u l o p  

( 1 9 6 4 )  who a r g u e s  t h a t  i v  i s  t h e  s t r u c t u r a l  f e a t u r e s  i n

r e t a i l i n g  w h i c h  h a v e  b e e n  t h e  c h i e f  d e t e r m i n a n t s  o f  a n  

i n c r e a s e  i n  a d v e r t i s i n g .  F u l o p  ( 1 9 6 4 )  s u g g e s t s  t h a t  r e t a i l  

a d v e r t i s i n g  i s  n o t  a v i a b l e  b a r r i e r  t o  e n t r y  g i v e n  t h e  m u l t i -  

c a u s a l  f a c t o r s  o f  g r o w t h  s u c h  a s  " i n n o v a t i v e  f o r m s  o f

r e t a i l i n g  an d r e t a i l  t e c h n i q u e ;  e n t r e p r e n s u r i a l  s k i l l s ;  m o r e  

c o n v e n i e n t  l o c a t i o n s ;  i m m e d i a t e  a v a i l a b i l i t y  o f  m e r c h a n d i s e ;  

w i d e r  c h o i c e ,  e i t h e r  f r o m  l a r g e r  s h o p s  o r  s p e c i a l i z a t i o n ;

l o w e r  p r i c e s ;  l o n g e r  o p e n i n g  h o u r s " .

I t  w o u l d  t h e r e f o r e  seem  t h a t  r e t a i l  c o n c e n t  r a t i o n  h a s  a n

e f f e c t  on r e t a i l  p r o m o t i o n  w h i c h  i n  t u r n  i n c r e a s e s  s a l e s

w h i c h  i n  t u r n  i s  o ne  f a c t o r  p o s i t i v e l y  a f f e c t i n g  t h e  l e v e l  o f  

m a n u f a c t u r e r  a d v e r t i s i n g .  T h e  e x t e n t  o f  s u c h  an  e f f e c t
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t h r o u g h  s u c h  a c h a i n  i s  l i k e l y  t o  be l i m i t e d  a n d  i s  l i k e l y  t o  

be  o b s c u r e d  by o t h e r  r e l a t e d  e f f e c t s .  T h e s e  o t h e r  e f f e c t s  

w i l l  i n c l u d e  t h e  d e g r e e  t o  w h i c h  r e t a i l  p r o m o t i o n  c h a n g e s  t h e  

c o n s u m e r  d e c i s i o n  m a k i n g  p r o c e s s  and  r e d u c e s   ̂ t h e  

e f f e c t i v e n e s s  o f  m a n u f a c t u r e r  a d v e r t i s i n g .  As w i l l  be  

d i s c u s s e d  i n  c h a p t e r  s e v e n  t h e  s a m p l e  w i l l  be l i m i t e d  t o  

c o n v e n i e n c e  g o o d s  w h e r e  i t  c a n  be e x p e c t e d  t h a t  d e c i s i o n  

m a k i n g  p r o c e s s s e s  a r e  h o m o g e n e o u s  a n d  w h e r e  t h e  e f f e c t s  o f  

r e t a i l  c o n c e n t  r a t i o n  a r e  u n i f o r m .

One a s p e c t  o f  r e t a i l  c h a n g e  w h i c h  w i l l  a f f e c t  t h e  l e v e l  

o f  s a l e s  a d v e r s e l y  i s  t h e  g r o w t h  o f  own l a b e l s .  T h i s  i s  

b e c a u s e  own l a b e l s  a r e  c h a r a c t e r i z e d  ( o r  a t  l e a s t  w e r e  

o r i g i n a l l y  c h a r a c t e r i z e d ) by b e i n g  lo w  p r i c e  s u b s t i t u t e s  f o r  

l o w e r  p r o d u c t s .  I f  t h i s  i s  i n d e e d  t h e  c a s e  a nd  o ne  i s  

m e a s u r i n g  s a l e s  by  t o t a l  v a l u e  t h e n  a move t o  own l a b e l s  w i l l  

r e d u c e  t h e  t o t a l  v a l u e  o f  t h e  m a r k e t .  I f  r e t a i l  c o n c e n t  r a t i o n  

l e a d s  t o  c h e a p e r  p r i c e s  a s  i t  se e m s  t o  h a v e  d o n e  t h e n  t h i s  

t o o  w i l l  r e d u c e  t h e  m a r k e t  s i z e ,  a l t h o u g h  a t  v e r y  h i g h  l e v e l s  

o f  c o n c e n t  r a t i o n  one  w o u l d  e x p e c t  p r i c e s  t o  i n c r e a s e .  G i v e n  

t h a t  t h e  s i z e  o f  t h e  m a r k e t  i s  l i k e l y  t o  be a n  i m p o r t a n t  

d e t e r m i n a n t  o f  t h e  l e v e l  o f  a d v e r t i s i n g  s u c h  a c h a n g e  s h o u l d  

n o t  b e  i a n o r e d .  To some e x t e n t  i t  i s  a n o m i n a l  c h a n g e  i n  t h a t  

t h e  m e a s u r e  o f  t o t a l  m a r k e t  i s  l i k e l y  t o  be a p r o x y  m e a s u r e  

f o r  t h e  p o t e n t i a l  m a r k e t  s i z e  a s  p e r c e i v e d  by m a n u f a c t u r e r s .

5 . 5 . 4 .  PRODUCT V A R I E T Y .

As was d e m o n s t r a t e d  i n  s e c t i o n s  5 . 4 . 1 .  a n d  5 . 4 . 2 .  one  

w o u l d  e x p e c t  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l s  t o  h a v e  a 

d i r e c t  n e a a t i v e  e f f e c t  on p r o d u c t  v a r i e t y .

As was shown i n  c h a p t e r  t h r e e  i t  m i g h t  be e x p e c t e d  t h a t



t h e  d e g r e e  o f  p r o d u c t  v a r i e t y  'would h a v e  a n e g a t i v e  e f f e c t  on  

t h e  a m o u n t  o f  a d v e r t i s i n g  s i m p l y  b e c a u s e  t h e r e  a r e  f e w e r  

b r a n d s  t o  a d v e r t i s e  and  w i t h  w h i c h  t o  c o m p e t e .

G i v e n  t h e s e  t w o  e x p e c t e d  r e l a t i o n s h i p s  i t  f o l l o w s  t h a t  

o n e  c a n  e x p e c t  a n  i n d i r e c t  n e g a t i v e  e f f e c t  on m a n u f a c t u r e r  

a d v e r t i s i n g  f r o m  r e t a i l  c o n c e n t  r a t i o n  and  own l a b e l  

p e n e t r a t i o n  t h r o u g h  t h e i r  i n f l u e n c e  on p r o d u c t  v a r i e t y .

5 . 6 .  THE I N D I R E C T  EFFECTS ON PRODUCT V A R I E T Y  OF R E T A IL  
STRUCTURE.

J u s t  a s  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n  

w i l l  h a v e  i n d i r e c t  e f f e c t s  on a d v e r t i s i n g  t h e y  w i l l  h a v e  

i n d i r e c t  e f f e c t s  on p r o d u c t  v a r i e t y .

5 . 6 . 1 .  MANUFACTURER CONCENTRATION.

As was d e m o n s t r a t e d  i n  s e c t i o n  5 . 5 . 1 .  one  m i g h t  e x p e c t  a  

p o s i t i v e  e f f e c t  o.n m a n u f a c t u r e r  c o n c e n t  r a t  i  on o f  i n c r e a s e d  

r e t a i l  c o n c e n t  r a t  i  on o r  own l a b e l  p e n e t r a t i o n .  I n  c h a p t e r -  

f o u r  i t  was  s u g g e s t e d  on t h e  b a s i s  o f  p r e v i o u s  s t u d i e s  t h a t  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  w o u l d  be n e g a t i v e l y  r e l a t e d  t o  

p r o d u c t  v a r i e t y  o r  a l t e r n a t i v e l y  t h a t  i t  m i g h t  t a k e  t h e  f o r m  

o f  a  "U"  s h a p e d  r e l a t i o n s h i p .  T h e r e f o r e  t h e r e  may be a  c a s e  

f o r  a n  i n d i r e c t  r e l a t i o n s h i p  b e t w e e n  r e t a i l  s t r u c t u r e  and  

v a r i e t y .

5 .  6 . 2 .  SALES.

I n  s e c t i o n  5 . 5 . 3  i t  was s u g g e s t e d  t h a t  t h e r e  m i g h t  b e  a 

w eak  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  and  

s a l e s .  I n  c h a p t e r  f o u r  i t  was s u g g e s t e d  t h a t  one  w o u l d  e x p e c t  

a s t r o n g  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  s a l e s  and  v a r i e t y  

b e c a u s e  o f  i n c r e a s e d  v o i u m e  a.nd b e c a u s e  o r  an  i n c r e a s e d  r a n g e



o f  t a s t e s .

5 . 7 .  THE EFFECTS OF CHANGING R E T A I L  STRUCTURE ON A D V E R T I S I N G  
AT F IR M  L E VEL.

I n  t h e  f o l l o w i n g  s e c t i o n  t h e  n o t i o n  o f  m a r k e t  l e a d e r s  and  

m a r k e t  f o l l o w e r s  w i l l  be i n t r o d u c e d .  T h e  r e a s o n  f o r  a o i n q  so 

i s  t h a t  r e t a i l  s t r u c t u r e  c a n  be e x p e c t e d  t o  h a v e  d i f f e r i n q  

e f f e c t s  on f i r m s  w i t h  d i f f e r e n t  m a r k e t  p o s i t i o n s  e . g .  a h i g h  

d e g r e e  o f  r e t a i l  c o n c e n t  r a t i o n  w i l l  h a v e  a  d i f f e r e n t  e f f e c t  

on t h e  a d v e r t i s i n g  s t r a t e g y  o f  a " l a r g e "  f i r m  a i m i n g  a t  t h e  

m ass  m a r k e t  c o m p a r e d  t o  t h e  a d v e r t i s i n g  s t r a t e g y  o f  a  " s m a l l "  

m a n u f a c t u r e r  a i m i n g  a t  a s p e c i a l i s e d  n i c h e .

W h i l s t  t h e  d i s t i n c t i o n  b e t w e e n  l e a d e r s  and  f o l l o w e r s  c a n  

be t h o u g h t  o f  i n  t e r m s  o f  s a l e s  r a n k  w i t h i n  a m a r k e t  ( w i t h  

p e r h a p s  t h e  l e a d i n g  tw o  f i r m s  i n  e a c h  m a r k e t  b e i n g  r e g a r d e d  

a s  l e a d e r s )  o t h e r  m e a s u r e s  w i l l  be e x p l o r e d  a s  w e l l  i n  t h e  

e m p i r i c a l  a n a l y s i s  o f  c h a p t e r s  s e v e n  and e i g h t .  Among t h e s e  

m e a s u r e s  t h e  m e a s u r e  o f  p e r c e n t a g e  m a r k e t  s h a r e  w i l l  be use d  

on t h e  b a s i s  t h a t  a f t e r  a c r i t i c a l  s h a r e  o f  t h e  m a r k e t  a f i r m  

may b e  r e g a r d e d  a s  a l e a d e r .  T h e  a d v a n t a g e  o f  t h i s  m e a s u r e  i s  

t h a t  i t  a l l o w s  f o r  a d i f f e r e n t  n u m b e r  o f  l e a d e r s  i n  d i f f e r e n t  

m a r k e t s  w h i c h  a c c o r d s  w i t h  t h e  o b s e r v a t i o n  t h a t  i n  t h i s  

p e r i o d  t h e  n u m b e r  o f  f i r m s  t h a t  had p r o d u c t s  on t h e  s h e l v e s  

o f  l e a d i n g  m u l t i p l e s  v a r i e d  f r o m  m a r k e t  t o  m a r k e t .  A n o t h e r  

m e a s u r e  t h a t  w i l l  a l s o  be u s e d  i s  t h e  s t r a i g h t f o r w a r d  m e a s u r e  

o f  f i r m  s a l e s  i n  c a s e  i t  i s  t h e  a b s o l u t e  s i z e  o f  t h e  f i r m  

r a t h e r  t h a n  t h e  p e r c e n t a g e  s i z e  t h a t  i s  p r e v a l e n t  i n  t h e  

s e l e c t i o n  p r o c e s s  by t h e  r e t a i l e r .

5 . 7 . 1 .  THE EFFECTS OF R E T A IL  CONCENTRATION ON F I R M  A D V E R T I S IN G .

R e t a i l  c o n c e n t  r a t i o n  c a n  be e x p e c t e d  t o  a f f e c t  

m a n u f a c t  u r e r s 7 a d v e r t i s i n g  o f  d i f f e r i n g  r a n k  i n  a d i f f e r e n t
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m a n n e r .  M a r k e r  l e a d e r s  who w i l l  be m o r e  l i k e l y  t o  b e n e f i t  

f r o m  r e t a i l  c o n c e n t  r a t i o n  w i l l  be m o s t  l i k e l y  t o  d e v o t e  

a t t e n t i o n  t o  t r a d e  m a r k e t i n g .  L e a d e r s  c a n  g a i n  m a r k e t  s h a r e  

w i t h  l e s s  a d v e r t i s i n g  by m a k i n g  s u r e  t h a t  t h e y  a r e  s t o c k e d  by  

t h e  l a r g e  m u l t i p l e s  u n l e s s  a d v e r t i s i n g  i s  i m p o r t a n t  i n  t h e  

r e t a i l e r s  d e c i s i o n  t o  s t o c k  a  p r o d u c t .  T h e  e v i d e n c e  f o r  t h e  

p e r i o d  i n  q u e s t i o n  i s  t h a t  v a r i e t y  on t h e  s h e l v e s  o f  t h e  

m u l t i p l e  w as  l e s s  t h a n  i n  t h e  m a r k e t  a s  a w h o l e .  F o l l o w e r s  

h o w e v e r  w i l l  f i n d  i t  h a r d e r  t h a n  l e a d e r s  t o  g a i n  s h e l f  s p a c e  

on t h e  g r o u n d s  o f  im a g e  and w i l l  t e n d  t o  g a i n  m a r k e t  s h a r e  by  

c o m p e t i t i o n  on p r i c e  o r  by a p p e a l i n g  t o  t h e  s p e c i a l i s t  

m a r k e t .

T a b l e  5 . 1 .  r e f l e c t s  how one  m i g h t  e x p e c t  t h e  a d v e r t i s i n g  

s t r a t e g y  o f .  f i r m s  t o  d i f f e r  u n d e r  v a r i o u s  d e g r e e s  o f  r e t a i l  

c o n c e n t  r a t i o n .  T h e  t a b l e  i s  an  o v e r  s i m p l i f i c a t i o n  i n  t h a t  

i t  i s  p o s s i b l e  f o r  l e a d e r s  o r  f o l l o w e r s  t o  p u r s u e  s t r a t e g i e s  

o t h e r  t h a n  t h o s e  m e n t i o n e d  o r  t o  u s e  d i f f e r e n t  m a r k e t i n g  

t o o l s .  T h i s  d i a g r a m  h o w e v e r  i s  b a s e d  on t h e  a s s u m p t i o n  t h a t  

b e i n g  a m a r k e t  l e a d e r  o r  f o l l o w e r  t e n d s  t o  w a r r a n t  a c e r t a i n  

f o c u s  i n  t h e  f i r m s  o p e r a t i o n s  and  l e a d  t o  a c e r t a i n  m a r k e t i n g  

m i x  t o  c o p e  w i t h  v a r i o u s  l e v e l s  o f  r e t a i l  c o n c e n t  r a t i o n .

One o f  t h e  m o re  c o n t r o v e r s i a l  a s p e c t s  o f  t h i s  a s s u m p t i o n  

i m p l i c i t  i n  t h e  t a b l e  i s  t h a t  a m a r k e t  l e a d e r  d o e s  n o t  f o c u s  

on a s p e c i a l i s t  m a r k e t .  W h i l s t  t h e r e  i s  n o t h i n g  t o  s t o p  a  

m a r k e t  l e a d e r  f r o m  d o i n g  t h i s  t h e r e  may be a  c a s e  f o r  s a y i n g  

t h a t  t h e  m a r k e t  f o l l o w e r  may n a t u r a l l y  be m o r e  g e a r e d  T o r  

l o o k i n q  a t  s m a l l  n i c h e s  i n  t h e  m a r k e t  and  e v e n  t h a t  t h e  

l e a d e r  i s  d i s a d v a n t a g e d  f r o m  l o o k i n g  a t  s m a l l  s e g m e n t s  w i t h i n  

t h e  m a r k e t .



TABLE 5 . 1 . ;  THE EFFEC TS QF R E T A I L  CONCENTRATION ON F I R M  LEVEL
A D V E R T I S I N G  FOR CONVENIENCE GOODS.

MARKET 
P O S I T I O N  FOCUS

R E T A I L
CONC.

A D V E R T I S IN G
I N T E N S I T Y

OTHER PRIME  
WEAPONS

L e a d e r  M a r k e t  S h a r e  Low
Med i  um

H i g h
Med i  a m 
Med i  u iYi

T r a d e  M a r k e t i n g  
T r a d e  M a r k e t i n gH i g h

F o l l o w e r  M a r k e t  S h a r e  Low
( B r o a d  M a r k e t )  M e d iu m

H i a h

H i g h  
Med i  uiYi P r i c e  /  TM 

P r i c e  /  TM

F o l l o w e r  S p e c i a l i z e d  Low
Med i  um 
H i g h

Med i  urn 
Med i  U iYi 

Med i  um

P u b l i c  R e l a t i o n s  
P u b l i c  R e l a t i o n s  
P u b l i c  R e l a t i o n s

F o l l o w e r  C o n v e n i e n c e  Low
Med i  U iYi

H i g h

Low
Low
Low

U n i m p o r t a n t  
D i  s t  r i  b u t  i  o n /T M  
D i  s t  r i  b u t  i  o n / T M

T h e r e  a r e  t w o  r e a s o n s  f o r  s u s p e c t i n g  a d i s a d v a n t a g e .  F i r s t ,  

t h e  c o m p a n y  name w i l l  be a s s o c i a t e d  w i t h  t h e  m ass m a r k e t  and  

w i l l  n o t  be a n  a d v a n t a g e  f o r  a  m o re  s p e c i a l i s e d  m a r k e t .  F o r  

e x a m p l e  t h e  name o f  B r o o k e  Bond Oxo L t d  w i l l  n o t  be  an  

a d v a n t a g e  i n  a t t r a c t i n g  t h e  t e a  c o n n o i s e u r  i f  o n l y  b e c a u s e  

t h e  t e a  c o n n o i s e u r  i s  l o o k i n g  f o r  a s p e c i a l i z e d  i m a g e  f r o m  

t h e  t e a  t h a t  h e / s h e  c o n s u m e s .  O f  c o u r s e  t h e  c o m p a n y  c a n  e n t e r  

t h e  m a r k e t  u n d e r  a d i f f e r e n t  name a l t h o u g h  t h i s  i n  i t s e l f  

w i l l  i n c u r  c o s t .  S e c o n d l y ,  d u e  t o  t h e  d i f f e r e n t  m a r k e t i n g  

s k i l l s  n e e d e d  f o r  t h e  s p e c i a l i s e d  m a r k e t  a n y  l e a r n i n g  

a d v a n t a q e s  f r o m  t h e  mass  m a r k e t  a r e  u n l i k e l y  t o  be  

■fc r a n s f e r a b l e  t o  t h e  s p e c i a l i s e d  m a r k e t .  I n d e e d  i n  r e l a t i o n  t o  

t h e  s e c o n d  p o i n t  t h e  m a r k e t  l e a d e r  may h a v e  b e e n  so  

p r e o c c u p i e d  w i t h  t h e  mass  m a r x s t  t n a t  t h e  s p e c i a l i s e d  m a r k e t s  

t h a t  t e n d  t o  g r o w  a r o u n d  i t  w i l l  h a v e  b e e n  e n t e r e d  e a r l i e r  by  

t h e  " f o l l o w e r s " .
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I f  o n e  a c c e p t s  t h e  p r e m i s e  i n  t a b l e  5 . 1  t h a t  b e i n g  a

m a r k e t  l e a d e r  l e a d s  t o  d i f f e r e n t  a d v e r t i s i n g  s t r a t e g y  a t

v a r i o u s  l e v e l s  o f  r e t a i l  c o n c e n t r a t i o n  c o m p a r e d  t o  o t h e r  

f i r m s  t h e n  i t  i s  w o r t h  e x a m i n i n g  t h e  i m p l i e d  h y p o t h e s e s  i n

t h e  t a b l e .  I n  r e g a r d  t o  t h e  m a r k e t  l e a d e r  o n e  m i g h t  e x p e c t  a

d i c h o t o m o u s  e f f e c t  o f  r i s i n g  r e t a i l  c o n c e n t  r a t i o n  on

a d v e r t i s i n g  and  t r a d e  m a r k e t i n g .  On t h e  o n e  h an d  t h e  n e e d  t o  

p r o m o t e  t o  t h e  c o n s u m e r  d w i n d l e s  a s  s t o r e  c h o i c e  e t c .  b e c o m e s  

o f  m o r e  i m p o r t a n c e  i n  t h e  d e c i s i o n  m a k i n g  p r o c e s s  and on t h e  

o t h e r  t h e r e  i s  a n  i n c r e a s i n g  n e e d  t o  o v e r c o m e  t h e  g a t e k e e p e r  

t o  t h e  c o n s u m e r ,  n a m e l y  t h e  r e t a i l e r .  O v e r a l l  o n e  m i g h t  

e x p e c t  a  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  t h e  a d v e r t i s i n g  o f  t h e  

m a r k e t  l e a d e r  and  r e t a i l  c o n c e n t  r a t i o n .  T h i s  r e l a t i o n s h i p  may 

be l i n e a r  o r  c u r v i - l i n e a r  a s  a p r i o r i  i t  i s  h a r d  t o  a s s e s s  

w h e t h e r  a d v e r t i s i n g  w i l l  t a i l  o f f  a t  h i g h  l e v e l s '  o f

c o n c e n t  r a t i o n .  I t  may e v e n  be t h a t  a t  v e r y  h i g h  l e v e l s  o f

c o n c e n t  r a t  i o n  b e c a u s e  one  w o u l d  e x p e c t  p r o d u c t  v a r i e t y  t o

b e c o m e  a c o m p e t i t i v e  w e a p o n  b e t w e e n  m u l t i p l e s  t h a t  t h e

r e l a t i o n s h i p  may become q u a d r a t i c .  W h e t h e r  t h i s  l a t t e r  e f f e c t  

w i l l  be  show n on t h i s  s a m p l e  i s  h o w e v e r  d u b i o u s  g i v e n  t h a t  

r e t a i l  c o n c e n t  r a t i o n  f i g u r e s  do n o t  r e a c h  v e r y  h i g h  l e v e l s .

F o r  o t h e r  f i r m s  h o w e v e r  i t  i s  u n c l e a r  w h a t  t h e  o v e r a l l  

e f f e c t  w i l l  b e .  F o r  f i r m s  f o l l o w i n g  a m a r k e t  p e n e t r a t i o n  

s t r a t e q y  a d v e r t i s i n g  w i l l  be q u i c k l y  s u b s t i t u t e d  f o r  t r a d e  

m a r k e t i n g  and  p r i c e  c o m p e t i t i o n  a s  r e t a i l  c o n c e n t  r a t i o n

i n c r e a s e s .  A t  h i g h  l e v e l s  o f  r e t a i l  c o n c e n t  r a t i o n  c o n s u m e r  

a d v e r t i s i n q  i s  n o t  g o i n g  t o  be w o r t h w h i l e  f o r  c o n v e n i e n c e  

g o o d s  s i n c e  t h e  r e t a i l e r  w i l l  be a l l  i  import  a n t .

F o r  f o l l o w e r s  t h a t  a r e  p u r s u i n g  a p o l i c y  o f  a i m i n g  a t  

s p e c i a l i s t  n i c h e s  a d v e r t i s i n g  w i l l  be l a r g e l y  i n d e p e n d e n t  o f
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r e t a i l  c o n c e n t r a t i o n .  T h e  r e a s o n  f o r  t h i s  i s  t h a t  t h e  p r o d u c t  

w i l l  s t i l l  be  f o r e m o s t  i n  t h e  c o n s u m e r s  d e c i s i o n  m a k i n g  

p r o c e s s  r e g a r d l e s s  o f  r e t a i l  c o n c e n t  r a t i o n .  f i d v e r t i s i n g  o f  

s u c h  p r o d u c t s  i s  c l e a r l y  v e r y  i m p o r t a n t  b u t  b e c a u s e  t h e  

m a r k e t s  a r e  so f o c u s e d  t h e  o v e r a l l  e x p e n d i t u r e  w i l l  n o t  be  

v e r y  h i g h  c o m p a r e d  t o  m ass  m a r k e t s .

F o r  f o l l o w e r s  a i m i n g  a t  t h e  c o n v e n i e n c e  s t o r e  m a r k e t  

( w h i c h  w i l l  o n l y  be i m p o r t a n t  a t  a  m o d e r a t e  l e v e l  o f  

c o n c e n t  r a t i o n ) t h e  r o l e  o f  a d v e r t i s i n g  i s  r e l a t i v e l y  m i n o r  

c o m p a r e d  t o  t h e  a t t e n t i o n  t h a t  n e e d s  t o  be p a i d  t o  p h y s i c a l  

d i s t r i b u t i o n  and t r a d e  m a r k e t i n g .  B o t h  o f  t h e s e  l a t t e r  a r e a s  

w i l l  be  i m p o r t a n t  w h e t h e r  d i s t r i b u t i o n  i s  d i r e c t  t o  • t h e  

s t o r e s  o r  t h r o u g h  t h e  i n t e r m e d i a r y  o f  a w h o l e s a l e r .

5 . 7 . 2 .  THE EFFEC TS OF OWN LABEL ON F I R M  A D V E R T I S I N G .

F i r m s  c a n  a d o p t  a v a r i e t y  o f  s t r a t e g i e s  t o  own l a b e l s  

d e f e n c e ,  p a s s i v e ,  i m a g e  o r  a d o p t i o n .

T h e  d e f e n c e  s t r a t e g y  i s  t h a t  o f  t r y i n g  t o  p r e v e n t  own 

l a b e l  p e n e t r a t i o n  i n t o  t h e  m a r k e t .  T h i s  s h o u l d  be  

d i s t i n q u i s h e d  f r o m  t h e  i m a g e  s t r a t e g y  i n  w h i c h  t h e  a d v e n t  o f  

own l a b e l s  i s  r e g a r d e d  a s  i n e v i t a b l e  b u t  e v e r y  e f f o r t  i s  made  

t o  d i f f e r e n t i a t e  t h e  p r o d u c t  o f f e r i n g  f r o m  t h e  own l a b e l  

o f f e r i n g .

A d o p t i o n  i s  t h e  s t r a t e g y  o f  p r o d u c i n g  own l a b e l  f o r  

r e t a i l e r s  w h e t h e r  c o n t i n u i n g  t o  p r o d u c e  b r a n d s  o r  n o t .

T h e  p a s s i v e  s t r a t e g y  on t h e  o t h e r  hand i s  t h e  a c c e p t a n c e  

o f  own l a b e l s  w i t h o u t  a n y  a c t i o n  b e i n g  t a k e n  t o  c o m b a t  t h e m .  

S u c h  a s t r a t e g y  i s  r e a l l y  o n l y  a p p l i c a b l e  t o  m a r k e t  l e a d e r s  

w h o s e  b r a n d s  may a c t u a l l y  g a i n  f r o m  i n c r e a s e d  own l a b e l  

s h a  r e .
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E a c h  w i l l  h a v e  d i f f e r e n t  c o n s e q u e n c e s  f o r  a d v e r t i s i n g  b u t  

t h e  l i k e l i h o o d  o f  a d o p t i n g  a n y  p a r t i c u l a r  s t r a t e g y  w i l l  be  

p a r t i a l l y  d e p e n d e n t  on m a r k e t  p o s i t i o n .  I t  s h o u l d  a l s o  be  

b o r n e  i n  m i n d  t h a t  s t r a t e g i e s  may n o t  be m u t u a l l y  e x c l u s i v e  

b u t  a r e  i n  p r a c t i c e  o f  d i f f e r i n g  r e l e v a n c e  a t  v a r i o u s  l e v e l s  

o f  own l a b e l  s h a r e .

T a b l e  5 . 2 .  sh o w s t h e  n e e d  f o r  a d v e r t i s i n g  f o r  e a c h  o f  

t h e s e  s t r a t e g i e s  and  t h e  l i k e l i h o o d  o f  a d o p t i o n  by l e a d e r s  

and  f o l l o w e r s  a t  d i f f e r i n g  l e v e l s  o f  own l a b e l  s h a r e .

TABLE 5 . 2 . :  THE EFFECTS DF OWN LABEL ON F IR M  LE VEL A D V E R T IS I N G .

A D V E R T IS IN G OWN LABEL P R O B A B IL I T Y  OF STRATEGY
STRATEGY IMPORTANCE PENETRATION LEADER FOLLOWER

D e f e n c e H i g h Low H i g h N i  1
Med ium Med i  um N i l
H i g h N i l N i l

P a s s i v e Low . Low H i  g h N i l
Med i  um H i g h N i l
H i g h Low N i l

I m a g e H i g h Low Low H i g h
Med i  um Med i  um H i g h
H i g h H i g h H i g h

A d o p t  i  on N i  1 Low Med i  um H i g h
Med i  um Med i  um H i g h
H i g h Low H i g h

I t  i s  w o r t h w h i l e  e x a m i n i n g  t h e  v a r i o u s  s e g m e n t s  o f  t h e  t a b l e  

b e f o r e  t r y i n g  t o  a s c e r t a i n  t h e  o b s e r v a b l e  f e a t u r e s  o f  f i r m  

a d v e r t i s i n g  by m a r k e t  p o s i t i o n .

T h e  d e f e n c e  s t r a t e g y  i s  o n l y  r e a l l y  r e l e v a n t  t o  m a r k e t  

l e a d e r s  when  t h e r e  i s  a  lo w  am ount  o f  own l a b e l  p e n e t r a t i o n .  

I n  some w a y s  i t  i s  m e r e l y  an e x t r e m e  f o r m  o f  t h e  i m a g e  

s t r a t e g y  b u t  b e c a u s e  i t  r e f l e c t s  a d i f f e r e n t  p h i l o s o p h y  

t o w a r d s  own l a b e l  i t  i s  i n c l u d e d  as  a d i f f e r e n t  s t r a t e g y .  I t



r e q u i r e s  a  h i g h  l e v e l  o f  a d v e r t i s i n g  a n d  t h e  b e l i e f  t h a t  

o t h e r  f i r m s  w i l l  n o t  M a ke  a n  own l a b e l  p r o d u c t  t h a t  c a n  

c h a l l e n g e  on q u a l i t y .

T h e  i m a g e  s t r a t e g y  i s  f o u n d e d  on t h e  g o a l  o f  m a k i n g  t h e  

b r a n d s  d i s t i n g u i s h a b l e  f r o m  own l a b e l  s u b s t i t u t e s .  S u c h  a 

p o l i c y  a g a i n  r e q u i r e s  a h i g h  l e v e l  o f  a d v e r t i s i n g  b u t  f o r  t h e  

m a r k e t  l e a d e r  t h i s  r e q u i r e m e n t  w i l l  h e i g h t e n  w i t h  own l a b e l  

p e n e t r a t i o n .  F o r  t h e  f o l l o w e r  on t h e  o t h e r  h an d  a h i q h  d e g r e e  

o f  a d v e r t i s i n g  i s  r e q u i r e d  a t  a l l  l e v e l s  o f  p e n e t r a t i o n  s i n c e  

t h e y  h a v e  t o  d i s t i n g u i s h  t h e m s e l v e s  f r o m  t h e  m a i n  b r a n d s  a s  

w e l l  a s  own l a b e l s .

T h e  a d o p t i o n  s t r a t e g y  i s  a g a i n  g o i n g  t o  h a v e  d i f f e r e n t  

a p p e a l  t o  f i r m s  i n  d i f f e r e n t  m a r k e t  p o s i t i o n s .  F o l l o w e r s  w i l l  

b e  v e r y  e a g e r  t o  . p u r s u e  s u c h  a  s t r a t e g y  a s  t h e i r  s u r v i v a l  may 

d e p e n d  on i t .  L e a d e r s  may be m o re  m i x e d  i n  t h e i r  d e s i r e  t o  

e n g a g e  i n  own l a b e l  m a n u f a c t u r e  h a v i n g  t o  w e i g h  up w h e t h e r  

e n t r y  i s  a m o re  p r o f i t a b l e  o v e r a l l  s t r a t e g y  t  han p u r e l y  

c o n c e n t  r a t i n g  on b r a n d s .

T h e  p a s s i v e  s t r a t e g y  i s  one  o f  t h e  m ost  i n t e r e s t i n g  a s  i t  

i s  o n l y  a n  o p t i o n  t o  t h e  m a r k e t  l e a d e r .  A l l o w i n g  own l a b e l s  

t o  g r o w  t o  e l i m i n a t e  r i v a l s  i s  r i s k y  i n  t h a t  i t  i s  r e l i a n t  on 

h a v i n g  a  g o o d  m a r k e t  p o s i t i o n  t o  s t a r t  and on b e i n g  r i g h t  i n  

f o r e c a s t i n g  t h a t  t h e  c o m p e t i v e n e s s  o f  t h e  own l a b e l s  w i l l  be  

f e l t  m a i n l y  by r i v a l s .  I t  i n v o l v e s  no o r  v e r y  l i t t l e  

a d v e r t i s i n g  s i n c e  t h e  d i s t i n c t i o n  o v e r  own l a b e l  h a s  t o  be  

a 1 r e a d y  f  i  r m 1y e s t a b 1 i  s h e d .

T h e  o v e r a l l  e f f e c t  on a d v e r t i s i n g  o f  f i r m s  o f  d i f f e r i n g  

p o s i t i o n  i s  e s s e n t i a l l y  an  e m p i r i c a l  q u e s t i o n  h o w e v e r  t h e  

a b o v e  a n a l y s i s  s u g g e s t s  a f e w  g u i d e l i n e s .  T h e  a n a l y s i s  

s u g g e s t s  t h e  hypothesis t h a t  a d v e r t i s i n g  s t r a t e g y  by



" f o l l o w i n g "  f i r m s  i s  i n d e p e n d e n t  o f  own l a b e l  s h a r e .  F o r  

l e a d e r s  i t  w o u l d  a p p e a r  t h a t  t h e  s t r a t e g y  a d o p t e d  i s  c r u c i a l  

i n  a s s e s s i n g  t h e  l e v e l  o f  a d v e r t i s i n g  a l t h o u g h  i t  may w e l l  be  

t h a t  own l a b e l  s h a r e  h a s  a s y s t e m a t i c  e f f e c t  on t h e  s t r a t e q y  

a d o p t e d .  I f  t h i s  w e r e  t h e  c a s e  and  t h e r e  was a s w i t c h  f r o m  a 

d e f e n c e  t o  a n  im a g e  s t r a t e g y  a s  own l a b e l  s h a r e  i n c r e a s e d  

t h e n  o n e  w o u l d  e x p e c t  a q u a d r a t i c  "LT s h a p e d  r e l a t i o n s h i p  

b e t w e e n  own l a b e l  s h a r e  and  a d v e r t i s i n g .

5 .  a .  THE EFFECTS Oh R E T A IL  STRUCTURE ON PRODUCT V A R I E T Y  AT
F I R M  LEV EL .

J u s t  a s  r e t a i l  s t r u c t u r e  c a n  be e x p e c t e d  t o  h a v e

d i f f e r i n g  e f f e c t s  on t h e  a d v e r t i s i n g  s t r a t e g i e s  o f  m a r k e t

l e a d e r s  a nd  f o l l o w e r s  i t  c a n  be e x p e c t e d  t o  h a v e  r e l a t e d  

e f f e c t s  on b r a n d  p o l i c y .

5 . 8 .  1. THE EFFECTS OF R E T A IL  CONCENTRATION ON PRODUCT V A R IE T Y  
AT F IR M  LEVEL.

B r a n d  v a r i e t y  c a n  be e x p e c t e d  t o  v a r y  i n  r e s p o n s e  t o  c h a n a s  

i n  r e t a i l  c o n c e n t  r a t i o n  i n  a  v a r i e t y  o f  w a y s  d e p e n d i n g  on f i r m  

p o s i t i o n  and s t r a t e g y .

TABLE 5 . 5  a THE EFFECTS Oh R E T A I L  CONCENTRATION ON BRAND V A R IE T Y  
AT F IR M  LEVEL FOR CONVENIENCE GOODS.

MARKET R E T A IL  PRODUCT
P O S I T I O N  FOCUS CONC. V A R I E T Y .

L e a d e r  M a r k e t  S h a r e  Low Low
M e d iu m  M ed iu m  
H i g h  H i g h

F o l l o w e r  M a r k e t  S h a r e  Low Low
<B r o a d  Ma r k e t ) Med i  um Med i  um

H ig h  H i g h

F o l l o w e r  S p e c i a l i z e d  Low H i g h
Med i  um H i g h
H i g h  H i g h

F o l l o w e r  C o n v e n i e n c e  Low M ed iu m
Stores M ediu m  Low

H i g h  Low



F o r  t h e  m a r k e t  l e a d e r  l o o k i n g  t o  m a x i m i z e  m a r k e t  s h a r e  

o n e  may e x p e c t  an  e x t e n s i o n  t o  b r a n d  v a r i e t y  i n  r e s p o n s e  t o

a n  i n c r e a s e  i n  r e t a i l  c o n c e n t  r a t i o n .  T h e  r e a s o n  f o r  t h i s  i s

t h a t  t h e  r e t a i l e r  w i l l  be l o o k i n g  t o  g a i n  f r o m  t r a n s a c t i o n  

c o s t  e c o n o m i e s  by d e a l i n g  w i t h  f e w e r  f i r m s .  B e f o r e  d e a l i n g  

w i t h  f e w e r  f i r m s  t h e  r e t a i l e r  w i l l  w a n t  t o  e n s u r e  t h a t  a t  

l e a s t  a m in im u m  a c c e p t a b l e  l e v e l  o f  v a r i e t y  i s  o f f e r e d  t o  t h e

c o n s u m e r  e v e n  t h o u g h  t h e  o v e r a l l  l e v e l  o f  v a r i e t y  may be

n e g a t i v e  o r  q u a d r a t i c  by d e a l i n g  w i t h  f e w e r  f i r m s .

T h e  f o l l o w e r  p u r s u i n g  a b r o a d  m a r k e t  a p p r o a c h  may

s i m i l a r l y  i n c r e a s e  v a r i e t y  i n  r e s p o n s e  t o  r e t a i l  

c o n c e n t  r a t i o n .  T h e  r e a s o n  b e i n g  t h a t  i n  o r d e r  t o  o f f e r  t h e  

r e t a i l e r  a v i a b l e  a l t e r n a t i v e  t o  t h e  m a r k e t  l e a d e r  t h e  

f o l l o w e r  must  o f f e r  a s i m i l a r  p r o d u c t  r a n g e .  I n  a s s e s s i n g  t h e  

i m p a c t  o f  r e t a i l  c o n c e n t  r a t i o n  on l e a d e r s  and f o l l o w e r s  one  

m u st  t a k e  i n t o  a c c o u n t  t h a t  f o l l o w e r s  w i l l  t e n d  t o  s w i t c h  t o  

e i t h e r  s p e c i a l i s e d  m a r k e t s  o r  own l a b e l  m a n u f a c t u r e  i n  

r e s p o n s e  t o  a n  i n c r e a s e  i n  r e t a i l  c o n c e n t  r a t i o n .  T h e  f o r m e r  

s h o u l d  r e —e n f o r c e  a p o s i t i v e  e f f e c t  on i n d i v i d u a l  f i r m s ’

b r a n d  v a r i e t y  . i n  r e s p o n s e  t o  r e t a i l  c o n c e n t  r a t i o n .  T h e

e n t e r i n g  i n t o  own l a b e l  m a n u f a c t u r i n g  i s  u n l i k e l y  t o  h a v e  a n y  

e f f e c t  on b r a n d  p o l i c y  i f  b r a n d s  a r e  s t i l l  made .  F o r  one  

m i g h t  e x p e c t  t h e  f i r m  t o  p u r s u e  a c o g n i s c e n t  a p p r o a c h  t o

b r a n d s  w h e t h e r  o r  n o t  own l a b e l s  a r e  m a n u f a c t u r e d .

5 . 3 . 2 .  THE EFFECTS OF OWN LABEL ON PRODUCT V A R IE T Y  AT F I R M  L EV EL .

T h e  e f f e c t  o f  own l a b e l  p e n e t r a t i o n  on a f i r i n 7 s  b r a r i d  

v a r i e t y  s h o u l d  d i f f e r  n o t i c e a b l y  by m a r k e t  p o s i t i o n  and  

s t r a t e g y .  A s y n o p s i s  o f  t h e  e f f e c t s  a r e  shown i n  t a b l e  5 . 4 .

t v -|zt m a r k e t  l e a d e r s ,  who w i l l  a 1 mos t un i  f  o rm .1 y □ u r s u e  a
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b r o a d  m a r k e t  a p p r o a c h ,  w i l l  h a v e  a b r a n d  r a n g e  t h a t  may b e  

e x p e c t e d  t o  i n c r e a s e  w i t h  own l a b e l  s h a r e .  T h e  r a t i o n a l e  

b e i n g  t h a t  t h o u g h  t h e  l e a d e r ’ s  m a i n  b r a n d s  a r e  l i k e l y  t o  be  

l a r g e l y  u n a f f e c t e d  by own l a b e l  g r o w t h ,  e v i d e n c e  f o r  w h i c h  i s  

p r o v i d e d  by  R a m s b o t t o m  1 3 S 2 ,  t h e y  w i l l  s t r i v e  b o t h  t o  l i m i t  

t h e  e x t e n t  o f  own l a b e l  s h a r e  avid e x p a n d  t h e  p r i c e  avid 

q u a l i t y  end  o f  t h e  m a r k e t .  T h i s  w i l l  be d o n e  m a i n l y  t h r o u g h  

p r o d u c t  d e v e l o p m e n t  avid a c h i e v i n g  t h e  d e s i r e  t o  o f f e r  a  m ore  

" s o p h i s t i c a t e d "  p r o d u c t .  One o f  t h e  w a y s  s u c h  s o p h i s t i c a t i o n  

may m a n i f e s t  i t s e l f  i s  by an  i n c r e a s e  i n  t h e  n u m b e r  o f  

p r o d u c t s ,  f l a v o u r s  e t c  on o f f e r .  To t h e  e x t e n t  t h a t  t h i s  and  

t h e  a s s u m p t i o n  t h a t  t h e  l e a d i n g  f i r m s  a r e  u n l i k e l y  t o  h a v e  

b r a n d s  d i r e c t l y  t h r e a t e v i e d  by own l a b e l  a r e  t r u e  o ne  w o u l d  

e x p e c t  a p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  v a r i e t y  avid own l a b e l  

s h a  r e .

TABLE 5 .  4 .  * THE EFFECTS QF OWN LABEL ON THE DEGREE OF 
PRODUCT V A R IE T Y  AT F IR M  LEVEL (FOR  
CONVENIENCE GOODS).

MARKET OWN PRODUCT
P O S I T I O N LABEL V A R IE T Y

L e a d e r Low Low
Med i  um Med i  um
H i g h H i g h

F o i l o w e r Low H i g h
( B r o a d  M a r k e t ) Med i  um Med i  um

H i g h Low

F o l l o w e r Low H i g h
( S p e c i a l i s t ) Med i  um H i g h

H i g h H i g  h

I t  i s  a l s o  p r o b a b l e  t h a t  t h e  i n c i d e n c e  o f  m a r k e t  l e a d e r s  

f o l l o w i v i q  a s t r a t e q y  a i m e d  s~ t h e  s p e c i a l i s t  m a r k e t s  w i l l  be  

l o w  avid w i l l  n o t  a f f e c t  t h e  d o m i n a n c e  o f  t h e  a b o v e
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r e l a t i o n s h i p .  T h e  j u s t i f i c a t i o n  f o r  t h i s  a s  m e n t i o n e d  e a r l i e r  

i s  t h a t  m ass m a r k e t  o r i e n t a t i o n ,  i m a g e  a n d  l a c k  o f  

c o m p e t i t i v e  a d v a n t a g e  w i l l  d i s c o u r a g e  t h e  l a r g e  f i r m s  f r o m  

e n t e r i n g  t h e  s p e c i a l i s t  m a r k e t .

E f f e c t s  on a  " f o l l o v v j e r "  p u r s u i n g  a  s i m i l a r  b r o a d  m a r k e t  

a p p r o a c h  h o w e v e r  may be l e s s  s i m p l e .  T h i s  i s  b e c a u s e  d e s p i t e  

t h e  sam e d e s i r e  t o  k e e p  a h e a d  o f  own l a b e l  by p r o d u c t  

d e v e l o p m e n t  t h e y  a r e  m o re  l i k e l y  t o  h a v e  t o  w i t h d r a w  b r a n d s  

f r o m  t h e  " l o w e r "  e n d  o f  t h e  m a r k e t  w h e r e  c o m p e t i t i o n  w i t h  own 

l a b e l s  w i l l  be f i e r c e s t .

T h e  " f o l l o w e r "  who p u r s u e s  a  p o l i c y  o f  a i m i n g  f o r  t h e  

s p e c i a l i s t  o u t l e t s  h o w e v e r  w i l l  on t h e  w h o l e  be  t o t a l l y  

u n a f f e c t e d  by own l a b e l  g r o w t h  and  w i l l  t r y  t o  o f f e r  a 

c o n s t a n t l y  h i g h  v a r i e t y  o f  p r o d u c t s .

t o  t h e  e x t e n t  t h a t  t h e  i n c i d e n c e  o f  own l a b e l  w i l l  

e n c o u r a g e  f o l l o w e r s  t o  f o l l o w  a s p e c i a l i s t  s t r a t e g y  t h e  

a m o u n t  o f  v a r i e t y  may be a p o s i t i v e  f u n c t i o n  o f  own l a b e l  

s h a r e .

T h e  o v e r a l l  e x p e c t a t i o n  w i l l  t h e r e f o r e  be t h a t  o n e  w o u l d  

e x p e c t  a  p o s i t i v e  e f f e c t  by own l a b e l  s h a r e  on t h e  b r a n d  

v a r i e t y  o f  m a r k e t  l e a d e r s  b u t  t h a t  t h e  e f f e c t  on t h e  b r a n d  

v a r i e t y  o f  o t h e r  f i r m s  i s  l i k e l y  t o  be t h e  r e s u l t  o f  a  n u m b e r  

o f  c o n f l i c t i n g  f o r c e s .

5 .  9 .  SUMMARY.

T h i s  c h a p t e r  h as  shown how r e t a i l  c o n c e n t  r a t i o n  a nd  own 

l a b e l  s h a r e  may be e x p e c t e d  t o  a f f e c t  m a n u f a c t u r e r  

a d v e r t i s i n g  and b r a n d  v a r i e t y .

A t  t h e  i n d u s t r y  l e v e l  r e t a i l  c o n c e n t  r a t i o n  w i l l  a f f e c t  

t h e  p o t e n c y  o f  a d v e r t i s i n g  by t h e  m a n u f a c t u r e r  d u e  t o  t h e



i n c r e a s e d  i m p o r t a n c e  o f  s t o r e  c h o i c e  r e l a t i v e  t o  b r a n d  

c h o i c e .  T h i s  w i l l  i n c r e a s e  t h e  d e g r e e  o f  a d v e r t i s i n g  n e e d e d  

t o  o v e r c o m e  t h e  g a t e k e e p e r  o f  t h e  r e t a i l e r  t o  m a i n t a i n  t h e  

sam e d e g r e e  o f  e f f e c t  a l t h o u g h  t h i s  w i l l * . b e  o f f s e t  by t h e  

r i s e  i n  a t t r a c t i v e n e s s  o f  t r a d e  m a r k e t i n g  and i n - s t o r e

p r o m o t  i  on.

R e t a i l  c o n c e n t  r a t i o n  w i l l  a l s o  a f f e c t  t h e  l e v e l  o f  b r a n d

v a r i e t y  i n  a  n e g a t i v e  m a n n e r .  T h i s  c a n  be e x p e c t e d  b e c a u s e  o f

t h e  p r e s s u r e  on s h e l f  s p a c e  and t h e  d e s i r e  on t h e  p a r t  o f  t h e  

l a r g e  r e t a i l e r  n o t  t o  r e p l i c a t e  p r o d u c t s  w i l l  l e a d  t o

r e t a i l e r s  w a n t i n g  t o  d e a l  o n l y  w i t h  a f e w  f i r m s .  T h e

r e l a t i o n s h i p  may be l o g - l i n e a r  s i n c e  r e t a i l e r s  w i l l  a l w a y s  

w a n t  a  c e r t a i n  n u m b e r  o f  m a n u f a c t u r e r s  f r o m  w h i c h  t o  c h o s e  i n

o r d e r  v t o  b a l a n c e  g a i n s  f r o m  t r a n s a c t i o n  c o s t s  w i t h  l o s s  o f

b a r g a i n i n g  p o w e r  t h r o u g h  d e p e n d e n c e  on one s u p p l i e r .

R e t a i l  c o n c e n t  r a t i o n  may a l s o  h a v e  a n u m b e r  o f  i n d i r e c t  

e f f e c t s  on v a r i e t y  an d a d v e r t i s i n g .  T h e  p r i m e  m e c h a n i s m  f o r  

t h e s e  i n d i r e c t  e f f e c t s  w o u l d  a p p e a r  t o  be t h r o u g h  t h e  

p o s s i b l e  r e l a t i o n s h i p  b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  and

m a n u f a c t  u r e r  c o n c e n t  r a t  i  on.

Own l a b e l  w i l l  a t  i n d u s t r y  l e v e l  be e x p e c t e d  t o  h a v e  a  

n e g a t i v e  e f f e c t  on t h e  am o u n t  o f  m a n u f a c t u r e r  a d v e r t i s i n g .  

T h i s  w i l l  be b e c a u s e  o f  t h e  r e d u c t i o n  i n  t h e  n u m b e r  o f  f i r m s  

w i t h  w h i c h  a b r a n d  h a s  t o  c o m p e t e  and t n e  c e n e f i t s  an  

a d v e r t i s i n g  c a m p a i g n  w o u l d  g i v e  t o  own l a b e l  s u b s t i t u t e s  i n  

t e r m s  o f  demand avid p r i c e .  T h a t  i s  t o  s a y  w h e r e a s  an  i n c r e a s e  

i n  a d v e r t i s i n g  w i l l  i n c r e a s e  demand a g a in s » t  a n o t n e r  b r a n d  i f  

may n o t  i n c r e a s e  demand by so much a g a i n s t  an  own i a b e i  

" i m i t a t  i  o n " .

Own l a b e l  w i l l  be e x p e c t e d  t o  h a v e  a n e g a t i v e  e f f e c t  on



b r a n d  v a r i e t y  s i n c e  i t  w i l l  h a v e  a  l a r g e  coiYipet i t  i  v e

a d v a n t a g e  on p r i c e  arid d i s t  r  i  b u t  i  on.

f i t  t h e  i n d i v i d u a l  m a r k e t  l e v e l  i t  c a n  be e x p e c t e d  t h a t

r e t a i l  c o n c e n t  r a t  i  on a nd  own l a b e l  w i l l  h a v e  d i f  ■ f e r i n e

e f f e c t s  on m a r k e t  l e a d e r s  c o m p a r e d  t o  e i t h e r  f o l l o w i n g  f i r m s  

o r  t h e  m a r k e t  t a k e n  a s  a w h o l e .

R e t a i l  c o n c e n t  r a t i o n  may be e x p e c t e d  t o  h a v e  a p o s i t i v e  

l i n e a r  e f f e c t  on t h e  a d v e r t i s i n g  o f  m a r k e t  l e a d e r s  b u t

b e c a u s e  o f  m o re  v a r i e t y  i n  p o s s i b l e  s t r a t e g i e s  a v a i l a b l e  t o  

f o l l o w e r s  t h i s  w i l l  n o t  be r e f l e c t e d  a s  s t r o n g l y  ( i f  a t  a l l )  

i n  t e s t s  on f o l l o w i n g  f i r m s .

T h e  e f f e c t  o f  own l a b e l  on a d v e r t i s i n g  i s  a l s o  a m b i g u o u s .  

I t  w o u l d  seem l i k e l y  t h a t  t h e  a d v e r t i s i n g  o f  f o l l o w i n g  f i r m s  

i s  l a r g e l y  i n d e p e n d e n t  o f  own l a b e l  s h a r e  w h e r e a s  a "U"  

s h a p e d  r e l a t i o n s h i p  may be f o u n d  f o r  t h e  m a r k e t  l e a d e r s .

. R e t a i l  c o n c e n t  r a t i o n  c a n  be e x p e c t e d  t o  h a v e  a m a r k e d  

e f f e c t  on t h e  v a r i e t y  o f  m a r k e t  l e a d e r s  c o m p a r e d  t o  f o l l o w i n g  

f i r m s .  T h e  l e a d e r  may be e x p e c t e d  t o  h a v e  t o  o f f e r  m ore  

v a r i e t y  i n  o r d e r  t o  y i e l d  t r a n s a c t i o n  e c o n o m i e s  f o r  t h e  

r e t a i l e r  and  b a r g a i n i n g  p o w e r  g a i n s  f o r  i t s e l f  a s  

c o n c e n t  r a t i o n  i n c r e a s e s .  F a l l o w i n g  f i r m s  who p u r s u e  a  

s t r a t e q y  o f  b e i n g  a s u b s t i t u t e  f o r  m a r k e t  l e a d e r s  w i l l  h a v e  a 

s i m i l a r  r e l a t i o n s h i p  a l t h o u g h  t h e  b u l k  o f  s u c h  f i r m s  w i l l  

p u r s u e  s t r a t e g i e s  f o r  w h i c h  t h e r e  i s  no c h a n g e  o f  b r a n d  

p o l i c y  a s  a r e s u l t  o f  c h a n g e s  i n  c o n c e n t  r a t i o n .

G r o w t h  i n  own l a b e l  s h a r e  w i l l  h a v e  a p o s i t i v e  e f f e c t  on 

t h e  b r a n d  n u m b e r s  o f  m a r k e t  l e a d e r s  w h i l s t  h a v i n g  a n e g a t i v e  

e f f e c t  on t h e  b r a n d  r a n g e  o f  f o l l o w e r s  a t t e m p t i n g  t o  a d d r e s s  

t h e  b r o a d  m a r k e t .  T h i s  w i l l  a s  was  shown be p r i m a r i l y  a 

f u n c t i o n  o f  m a r k e t  p o s i t i o n  and t h e  a b i l i t y  o f  l e a d e r s  t o  be
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v i r t u a l l y  u n a f f e c t e d  by own l a b e l  g r o w t h .

T h e  f o l l o w i n g  c h a p t e r  e x a m i n e s  t h e  d a t a  s a m p l e  t h a t  w i l l  

be u s e d  f o r  t e s t i n g  t h e  h y p o t h e s e s  d e r i v e d  i n  t h i s  c h a p t e r  a s  

w e l l  a s  t h e  h y p o t h e s e s  d e r i v e d  f r o m  t h e  " c o n v e n t i a n a l  w i s d o m "  

o f  c h a p t e r s  t h r e e  and  f o u r .
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6 . 0 .  O B J E C T IV E S .

T h e  p r iiYie o b j e c t i v e  o f  t h i s  c h a p t e r  i s  t o  e x p l a i n  i n  

d e t a i l  t h e  c o n s t r u c t i o n  o f  t h e  d a t a  s a m p l e  t h a t  w i l l  be  u s e d  

i n  t e s t i n g  t h e  h y p o t h e s e s  d e v e l o p e d  i n  t h e  p r e v i o u s  c h a p t e r s .

S e c t i o n  one  o u t l i n e s  t h e  d a t a  t h a t  a r e  n e e d e d  an d t h e  

p o s s i b l e  s o u r c e s  o f  s u c h  d a t a .  S e c t i o n  t w o  d e s c r i b e s  t h e  

b r o a d  m e t h o d  o f  c o n s t r u c t i n g  t h e  s a m p l e  w h i l s t  s e c t i o n  t h r e e  

( i n  c o n j u n c t i o n  w i t h  a p p e n d i x  E) d e s c r i b e s  i n  d e t a i l  how 

e s t i m a t e s  o f  t h e  v a r i a b l e s  w e r e  o b t a i n e d .

6 . 1 .  DATA REQUIREMENTS.

I n  o r d e r  t o  t e s t  t h o r o u g h l y  t h e  e f f e c t s  o f  r e t a i l  

c o n c e n t  r a t i o n  a n d  own l a b e l  p e n e t r a t i o n  on m a n u f a c t u r e r  

a d v e r t i s i n g  and  v a r i e t y  w i t h i n  t h e  c o n v e n i e n c e  s e c t o r  c e r t a i n  

d a t a  a r e  r e q u i r e d  a t  v a r i o u s  l e v e l s  o f  a g g r e g a t i o n .

T h e  h y p o t h e s e s  d e r i v e d  i n  c h a p t e r  f i v e  c o n c e r n e d  tw o  

l e v e l s  o f  a g g r e g a t i o n :  m a r k e t  and f i r m  l e v e l .  M a r k e t  i s

d e f i n e d  i n  n a r r o w  t e r m s ,  e . g .  t h e  b i s c u i t  m a r k e t ,  w a s h i n g  

p o w d e r  m a r k e t ,  e t c .  F i r m  i s  d e f i n e d  a s  a f i r m  i n  a p a r t i c u l a r  

m a r k e t  w i t h  no a c c o u n t  b e i n g  t a k e n  o f  d i v e r s i t y  a c r o s s  

m a r k e t s .

At  t h e  m a r k e t  l e v e l  m e a s u r e s  o f  m a n u f a c t u r e r

1 55



c o n c e n t r a t i o n ,  own l a b e l  p e n e t r a t i o n ,  b u y e r  c o n c e n t  r a t i o n ,  

a d v e r t i s i n g ,  n u m b e r  o f  b r a n d s  a n d  s a l e s  w e r e  r e q u i r e d  a nd  

c o l l e c t e d .  I n  a n  i d e a l  w o r l d  p e r h a p s  a m e a s u r e  o f  

p r o f i t a b i l i t y  o f  t h e  m a r k e t  w o u l d  a l s o  h a v e  b e e n  o f  b e n e f i t .

f i t  t h e  f i r m  l e v e l  a n u m b e r  o f  v a r i a b l e s  w e r e  n e e d e d :  

m a r k e t  s h a r e ,  s a l e s ,  a d v e r t i s i n g  and  t h e  n u m b e r  o f  b r a n d s .  

I n  a d d i t i o n ,  t h e  n u m b e r  an d s i z e * o f  b u y e r s  w o u l d  h a v e  b e e n  o f  

e n o r m o u s  b e n e f i t .

T h e r e  w e r e  t h r e e  p o t e n t i a l  s o u r c e s  f o r  t h e  a b o v e  d a t a :

G o v e r n m e n t  s t a t i s t i c s ,  t h e  f i r m s  t h e m s e l v e s  and  m a r k e t  

r e p o  r t  s .

T h e  U . K .  G o v e r n m e n t  s t a t i s t i c s  c a n  De d e s c r i b e d  a s  p o o r  

f o r  m a n u f a c t u r i n g  and e v e n  w o r s e  f o r  r e t a i l i n g .  T h e r e  a r e  tw o  

r e a s o n s  t h a t  t h e y  c o u l d  n o t  be u s e d .  F o r  t h e  m a r k e t  l e v e l

a n a l y s i s  t h e  s t a t i s t i c s  a r e  t o o  a g g r e g a t e d  and  f o r  t h e  f i r m

l e v e l  d a t a  a r e  n o n - e x i s t e n t .

O b t a i n i n g  d a t a  f r o m  f i r m  o r  t r a d e  a s s o c i a t i o n s  was  a 

s l i g h t l y  m o r e  s e r i o u s  c o n t e n d e r  f o r  t e s t i n g  t h e  h y p o t h e s e s  

d e r i v e d  i n  t h e  p r e v i o u s  c h a p t e r .  T h e  m a i n  d r a w b a c k  f o r  s u c h  a 

m e t h o d  i s  t h a t  t h o u g h  f i r m s  w i l l  h a v e  s u c h  d a t a  f o r  

t h e m s e l v e s  t h e y  a r e  v e r y  u n l i k e l y  t o  r e v e a l  s u c h  s e n s i t i v e  

d a t a  t o  a  s t u d e n t .  E v e n  i f  t h e  p r o b l e m  o f  c o n f i d e n t i a l i t y  

c o u l d  be  o v e r c o m e  t h e r e  i s  t h e  p r o b l e m  o f  t h e  a m o u n t  o f  t i m e  

i n v o l v e d  i n  i d e n t i f y i n g  a l l  t h e  f i r m s  i n  a  p a r t i c u l a r  m a r k e t  

an d  p e r s u a d i n g  t h e m  t o  r e v e a l  t h e  d a t a  t h e y  h a v e  on  

t h e m s e l v e s  and c o m p e t i t o r s .

T h e  t h i r d  a l t e r n a t i v e ,  w h i c h  was t h e  one  s e l e c t e d ,  was  t o  

o b t a i n  d a t a  f r o m  m a r k e t  r e s e a r c h  r e p o r t s .  T h e  t i m e  i n v o l v e d  

i n  c o l l e c t i n g  s u c h  d a t a  s h o u l d  n o t  be u n d e r e s t i m a t e d  a nd  t h e  

p o s s i b i l i t y  f o r  a l a r g e  s a m p l e  i s  lo w  f o r  an o r g a n i z a t i o n  1 s t
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a l o n e  a n  i n d i v i d u a l .  D e s p i t e  t h e  d e f i c i e n c i e s  i n  s u c h  d a t a  

( d i s c u s s e d  b e l o w ) ,  t h i s  m e t h o d  was  c h o s e n  a s  t h e  b e s t  m e t h o d  

a v a i l a b l e  t o  a n s w e r  t h e  q u e s t i o n s  p o s e d  by t h e  h y p o t h e s e s .  

D a t a  a r e  a v a i l a b l e  a t  b o t h  a m a r k e t  and f i r m  l e v e l .

6 . 2 .  DATA COLLECTION AND SAMPLE CONSTRUCTION.

I n  o r d e r  t o  t e s t  t h e  h y p o t h e s e s  d e r i v e d  i n  t h e  p r e v i o u s  

c h a p t e r s ,  tw o  t i m e  p e r i o d s  w e r e  c h o s e n  t o  r e p r e s e n t  t h e  e a r l y  

1 9 7 0 s  a n d  t h e  e a r l y  1 9 8 0 s .  1 9 7 0  an d 198 1  w e r e  s e l e c t e d  a s

t h e r e  w e r e  m a r g i n a l l y  m o r e  d a t a  a v a i l a b l e  f o r  t h e s e  y e a r s  

t h a n  f o r  t h e  y e a r s  i m m e d i a t e l y  s u r r o u n d i m g  t h e m .  T h e  tw o  

s a m p l e s  w e r e  u s e d  f o r  c r o s s  s e c t i o n  a n a l y s i s  a t  b o t h  m a r k e t  

a n d  f i r m  l e v e l .  I n  a d d i t i o n  a c r o s s  s e c t i o n  c o m p a r a t i v e  

a n a l y s i s  was  u n d e r t a k e n  a t  m a r k e t  l e v e l  t o  a s s e s s  t h e  

h y p o t h e s e s  r e g a r d i n g  c h a n g e ,  T h i s  was  n o t  r e p e a t e d  a t  * f i r m  

l e v e l  a s  i n f o r m a t i o n  was  o n l y  a v a i l a b l e  f o r  m a r k e t  l e a d e r s  a t  

t h i s  l e v e l .  A t i m e  s e r i e s  a n a l y s i s  w o u l d  h a v e  b e e n  m o r e  

d e s i r a b l e  t h a n  a c o m p a r a t i v e  c r o s s  s e c t i o n  a n a l y s i s  b u t  t h e r e  

was n o t  s u f f i c i e n t  m a r k e t  i n f o r m a t i o n .

H a v i n g  e x p l a i n e d  why s e c o n d a r y  d a t a  and  m a r k e t  r e p o r t s

a r e  t h e  o n l y  f e a s i b l e  m e t h o d  o f  d a t a  c o l l e c t i o n  f o r  a n

i n v e s t i g a t i o n  i n t o  t h e  c o n v e n i e n c e  good m a r k e t ,  i t  i s  now

a p p r o p r i a t e  t o  i d e n t i f y  t h e  p a r t i c u l a r  s o u r c e s  u s e d  a nd  t h e  

g e n e r a l  p r o b l e m s  i n  u s i n g  t h e m .

I n f o r m a t i o n  on s a l e s ,  m a n u f a c t u r e r  c o n c e n t  r a t i o n ,  r e t a i l  

c o n c e n t  r a t i o n  and  own l a b e l  p e n e t r a t i o n  w e r e  a l l  c o l l e c t e d  

f r o m  m a r k e t  r e p o r t s .  T h e  r e p o r t s  u se d  w e r e  K e y n o t e ,  M a r k e t  

R e s e a r c h  G . B .  , M i n t e l  M a r k e t  I n t e l l i g e n c e ,  M i n t e l  R e t a i l  

I n t e l l i g e n c e . ,  N e i l s o n  M a r k e t  R e p o r t s  and  R e t a i l  B u s i n e s s ,  a s
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w e l l  a s  v a r i o u s  I . G .  D. p u b l i c a t i o n s .  I n f o r m a t i o n  f r o m  U n i t e d  

B i s c u i t s  P i c  and  C h . i v e r s  H a r t l e y  P i c  was  a l s o  u s e d .

T h o u g h  s p e c i f i c  p r o b l e m s  o f  p a r t i c u l a r  v a r i a b l e s  w i l l  be  

d i s c u s s e d  i n  t h e  n e x t  s e c t i o n  i t  i s  w o r t h  d i s c u s s i n g  b r i e f l y  

t h e  r e l i a b i l i t y  o f  t h e  s o u r c e s .  D e s p i t e  t h e  f a c t  t h a t  t h e  

r e s e a r c h  o r g a n i s a t i o n s  t h a t  p u b l i s h  t h e s e  r e p o r t s  h a v e  a 

l a r g e  a m o u n t  o f  d e a l i n g  w i t h  f i r m s  i n  t h e  v a r i o u s  m a r k e t s ,  

s m a l l  v a r i a t i o n s  i n  e s t i m a t e s  b e t w e e n  r e p o r t s  w e r e  n o t  

uncommon. I n  a n  a t t e m p t  t o  g e t  a s  r e l i a b l e  d a t a  a s  p o s s i b l e ,  

f i g u r e s  w e r e  o n l y  u s ed  when t h e r e  was e v i d e n c e  f r o m  m o r e  t h a n  

o n e  s o u r c e .  W h e r e  e s t i m a t e s  c o n f l i c t e d  t h e  a v e r a g e  was u s e d .  

U s i n g  s u c h  a t e c h n i q u e  i m p l i c i t l y  a s s u m e s  t h a t  t h e  s o u r c e s  

w e r e  o f  e q u a l  r e l i a b i l i t y  w h i c h  may be a q u e s t i o n a b l e

a s s u m p t i o n .  F a c e d  w i t h  t h e  p r o b l e m  o f  d e c i d i n g  w h i c h  w e r e  t h e  

m o r e  r e l i a b l e  s o u r c e s  t h i s  h o w e v e r  s eem ed t h e  b e s t  m e t h o d  t o  

u s e ,  p a r t i c u l a r l y  when  t h e r e  w e r e  t h r e e -  s o u r c e s  o f

i n f o r m a t i o n  f o r  a l o t  o f  t h e  m a r k e t s .  By u s i n g  s u c h  a m e t h o d  

t h e  r i s k  o f  a  w i d e l y  i n a c c u r a t e  e s t i m a t e  was n o t  h i g h .

T h e  a c t u a l  c h o i c e  o f  m a r k e t s  t o  u s e  w i t h i n  t h e

c o n v e n i e n c e  s e c t o r  was p u r e l y  p r a g m a t i c ;  w h e r e  r e l i a b l e  d a t a  

w e r e  o b t a i n a b l e  t h e n  a m a r k e t  w o u l d  be i n c l u d e d .  S u c h  • a n  

a p p r o a c h  d o e s  h o w e v e r  o p en  up a p o t e n t i a l  s o u r c e  o f  b i a s  

s i n c e  i t  w o u l d  a p p e a r  t h a t  some m a r k e t s  a r e  m o r e  p r o n e  t o  

i n v e s t i g a t i o n  t h a n  o t h e r s .  C o f f e e  o r  t e a  f o r  e x a m p l e  a r e  f a r  

m o r e  l i k e l y  t o  h a v e  m o re  m a r k e t  r e p o r t s  on t h e m  t h a n  s a y  

m a t c h e s  o r  y o g h u r t .  T h i s  h a s  t h e  e f f e c t  t h a t  l a r g e  m a r k e t s  o r  

m a r k e t s  w i t h  a h i g h  p r o f i l e  may h a v e  m o re  a c c u r a t e  e s t i m a t e s  

t h a n  s m a l l e r ,  l o w e r  p r o f i l e  m a r k e t s  and i n d e e d  may l e a d  t o  a 

n u m b e r  o f  c o n v e n i e n c e  m a r k e t s  n o t  b e i n g  i n c l u d e d  i n  t h e  

s a m p l e .  G i v e n  t h e  i m p o s s i b i l i t y  o f  e x t e n d i n g  t h e  s a m p l e  f r o m
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t h e  d a t a  s o u r c e s  u s e d  s u c h  a  p o t e n t i a l  b i a s  c o u l d  n o t  be  

c o r r e c t e d  i n  t h e  s t u d y  and  M u s t  be r e g a r d e d  a s  a c o n s t r a i n t  

on d r a w i n g  i n f e r e n c e s  f r o m  t h e  s t u d y ' s  f i n d i n g s .

T h e  s i z e  o f  s a m p l e  i s  c l e a r l y  l i  ini t e d  by t h e  c h o i c e  o f  

d a t a  s o u r c e  a n d  mode o f  c o l l e c t i o n .  T h o u g h  some d a t a  was  

c o l l e c t e d  f o r  a  t o t a l  o f  31 s e c t o r s  f o r  b o t h  t i m e  p e r i o d s  t h e  

a m o u n t  o f  c o m p l e t e  d a t a  m e a n t  t h a t  f o r  one  o r  t w o  t e s t s  t h e  

s a m p l e  s i z e  d i p p e d  t o  1 4 .  G i v e n  t h e  lo w  s a m p l e  s i z e s  f o r

some t e s t s  i t  i s  i m p o r t a n t  t o  r e g a r d  t h e  f i n d i n g s  a s

t e n t a t i v e  r a t h e r  t h a n  d e f i n i t i v e .  T h o u g h  t h e  s a m p l e  s i z e  

v a r i e d  b e t w e e n  t e s t s ,  w h e r e v e r  p o s s i b l e ,  r e l a t e d  t e s t s  w e r e  

r e —r u n  w i t h  a c o n s t a n t  s a m p l e  s i z e  t o  h i g h l i g h t  a n y  

o b s e r v a b l e  b i a s  i n  s a m p l e  s e l e c t i o n .

6 . 3 .  V A R IA B L E S  USED:

T h e  v a r i a b l e s  u s e d  i n  t h e  e m p i r i c a l  a n a l y s i s  a t  m a r k e t  

l e v e l  w e r e !  a d v e r t i s i n g ,  b r a n d  v a r i e t y ,  s a l e s ,  own l a b e l

p e n e t r a t i o n ,  m a n u f a c t u r e r  c o n c e n t  r a t i o n  and  r e t a i l

c o n c e n t  r a t i o n .  A t  f i r m  l e v e l  t h e  v a r i a b l e s  u s e d  w e r e  

a d v e r t i s i n g ,  b r a n d  v a r i e t y ,  s a l e s  and m a r k e t  s h a r e  a l o n g  w i t h

t h e  m a r k e t  f i g u r e s  f o r  own l a b e l  p e n e t r a t i o n  a n d  r e t a i l  

c o n c e n t  r a t  i  on .

6 . 3 . 1 .  PRODUCT V A R IE T Y :

D a t a  on p r o d u c t  v a r i e t y  w e r e  o b t a i n e d  f r o m  t w o  t r a d e  

s o u r c e s :  " T h e  G r o c e r  P r i c e  L i s t "  and  "S h a w s  G u i d e  t o

Recommended P r i c e s " .  T h e  r e a s o n  f o r  u s i n g  tw o  s o u r c e s  was  t o  

e n s u r e  a s  much r e l i a b i l i t y  a s  p o s s i b l e .  T h e  a i m  o f  b o t h  

p u b l i c a t i o n s  i s  t o  g i v e  g r o c e r s  a s  f u l l  a  l i s t i n g  a s  p o s s i b l e  

o f  b r a n d s  ( a n d  p r i c e s ) . N e i t h e r  s o u r c e  h o w e v e r  c a n  be  

d e f i n i t i v e l y  r e g a r d e d  a s  c o v e r i n g  a l l  b r a n d s  p a r t i c u l a r l y  as
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r e g i o n a l  b r a n d s  a r e  on t h e  w h o l e  e x c l u d e d .  I n t e r v i e w s  w i t h  

t h e  c o m p i l e r ,  o f  t h e  G r o c e r  P r i c e  L i s t  h o w e v e r  t e n d e d  t o  

s u g g e s t  t h a t  t h e r e  had b e e n  no p o l i c y  c h a n g e  o v e r  t h e  p e r i o d  

i n  q u e s t i o n  and  t h a t  t h e  G r o c e r  P r i c e  L i s t  f o r  g r o c e r i e s  a t  

l e a s t  c o u l d  be  r e g a r d e d  a s  f a i r l y  c o m p r e h e n s i v e .

T h e  a m o u n t  o f  m a n u f a c t u r e r  b r a n d s  on o f f e r  was  c a l c u l a t e d  

f r o m  t h e  n u m b e r  o f  b r a n d s  l i s t e d .  A s e p a r a t e  b r a n d  w a s  h e l d  

t o  e x i s t  i f  i t  was  i n  some w ay d i f f e r e n t  f r o m  o t h e r  b r a n d s  

w h e t h e r  by name,  t r a d e m a r k  o r  f l a v o u r .  T h e  o n l y  e x c e p t i o n  t o  

t h i s  was  i n  t e r m s  o f  s i z e .  S i z e  v a r i a t i o n s  w e r e  n o t  t a k e n  t o  

c o n s t i t u t e  s e p a r a t e  b r a n d s  t h u s  a 3 0 0 g  p a c k e t  o f  M c V i t e s  

p l a i n  c h o c o l a t e  d i g e s t i v e  b i s c u i t s  w as  t a k e n  t o  be t h e  same  

b r a n d  a s  a 2 0 0 g  p a c k e t  o f  t h e  same b i s c u i t s  b u t  n o t  t h e  same  

a s  a 3 0 0 g  p a c k e t  o f  M c V i t e s  m i l k  c h o c o l a t e  d i g e s t i v e  

b i s c u i t s .

T h o u g h  s i z e  c o n s i d e r a t i o n s  w e r e  n o t  i n c l u d e d  i n  t h i s  

s t u d y  a n  i n t e r e s t i n g  a r e a  f o r  f u r t h e r  r e s e a r c h  w o u l d  be t o  

d o c u m e n t  t h e  e x p l o s i o n  i n  p r o d u c t  s i z e s  t h a t  w o u l d  a p p e a r  t o  

h a v e  o c c u r r e d  d u r i n g  t h i s  t i m e  p e r i o d  i n  t h e  g r o c e r y  s e c t o r .  

T h e  p r i c e  l i s t s  u s e d  t o  c a l c u l a t e  t h e  am o u nt  o f  v a r i e t y  w e r e  

t h e  J u n e  i s s u e s  t h o u g h  b o t h  t h e  May and J u l y  i s s u e s  w e r e  

r e f e r r e d  t o  t o  make  s u r e  t h e r e  had b e e n  no a c c i d e n t a l  

o m i s s i o n s .  T h e  r e a s o n  f o r  c h o o s i n g  t h e  J u n e  i s s u e  was t o  

a v o i d  s e a s o n a l  f l u c t u a t i o n s  c a u s e d  by C h r i s t m a s  and E a s t e r  a s  

w e l l  a s  S e p t e m b e r  w h i c h  i s  a t r a d i t i o n a l  h i g h  s p o t  f o r  

p r o d u c t  l a u n c h e s .

S . 3 . 2 .  A D V E R T IS IN G .

A n n u a l  f i g u r e s  f o r  a d v e r t i s i n g  by s e c t o r s  and b r a n d  w e r e  

o b t a i n e d  f r o m  t h e '  MEAL q u a r t e r l y  an d m o n t h l y  d i g e s t  f o r  t h e

i  60



y e a r s  1 9 7 0 - 1 9 3 2 .  T h e s e  w e r e  t h e n  d e f l a t e d  by t h e  g e n e r a l  

r e t a i l  p r i c e  i n d e x  t o  g i v e  a d v e r t i s i n g  e x p e n d i t u r e  a t  1 9 7 0  

p r i c e s .

F o r  t h e  m a r k e t  w i d e  a n a l y s i s  a t h r e e  y e a r  a v e r a g e  was  

u s e d  r a t h e r  t h a n  j u s t  t h e  a n n u a l  t o t a l .  T h e  r e a s o n  f o r  d o i n g  

t h i s  w as  t o  m ake  t h e  r e s u l t s  l e s s  s u s c e p t i b l e  t o  t h e  e x p e c t e d  

v o l a t i l i t y  o f  t h e  a d v e r t i s i n g  m a r k e t  c a u s e d  by  new p r o d u c t  

l a u n c h e s ,  new c a m p a i g n s  e t c .  As i t  h a p p e n e d  f o r  t h e  p e r i o d  i n

q u e s t i o n  y e a r l y  a d v e r t i s i n g  t o t a l s  d i d  n o t  show a n y  s i g n s  o f

s u b s t a n t i a l  f l u c t u a t i o n .

F o r  t h e  f i r m  a n a l y s i s  f i r m  a d v e r t i s i n g  i n  a s e c t o r  was

c a l c u l a t e d  f r o m  t h e  b r a n d  a d v e r t i s i n g  d a t a .  O w n e r s h i p  o f

b r a n d s  b e i n g  d e t e r m i n e d  by m a r k e t  r e p o r t s  and  by r e f e r e n c e  t o  

"Who owns Whom" 1 9 7 0  avid 1 9 3 1 .  F i g u r e s  w e r e  n o t  d e f l a t e d  as

c o m p a r a t i v e  a v i a l y s i s  was n o t  u n d e r t a k e n  a t  t h e  f i r m  l e v e l .

S. 3 .  3 .  SALES.

T h e  s a l e s  f i g u r e s  a r e  t a k e n  f r o m  t h e  i n d u s t r y  r e p o r t s  

m e n t i o n e d  a b o v e .  F o r  t h e  i n d u s t r y  a v i a l y s i s  t h e  m a r k e t  t o t a l s  

a r e  d e f l a t e d  by t h e  r e t a i l  p r i c e  i n d e x  f o r  f o o d  o r  c o n s u m e r

g o o d s  t o  g i v e  t h e  m a r k e t  v a l u e s  i n  1 9 7 0  p r i c e s .  To e l i m i n a t e

e x c e p t  i o v i a l  f  1 u c t u a t  iov is  a t h r e e  y e a r  a v e r a g e  was  o n c e  a g a i n  

u s e d .

3 . 3 . 4 .  OWN LABEL PEN ETR A TIO N :

F i g u r e s  on own l a b e l  pev ie t  r a t  i  ovi a r e  c o v i t a r y  t o  p o p u l a r  

b e l i e f  d i v e r s e  and  a s  h a r d  t o  f i n d  a s  f i g u r e s  on b r a n d  

p e n e t r a t i o n .  T h e  f i g u r e s  u se d  i s  t h i s  w o r k  a r e  d e r i v e d  f r o m  

n u m e r o u s  i n d i v i d u a l  m a r k e t  r e p o r t s  avid f r o m  t h e  same s o u r c e s  

a s  t h e  am o u n t  o f  b r a n d  s h a r e .  T h e  d e g r e e  o f  p e n e t r a t i o n  by  

p er cen tag e of market value is used in preferenc e to v o l u m e
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f o r  a  n u m b e r  o f  r e a s o n s .

T h e  m a i n  r e a s o n  i s  t h a t  v o l u m e  o f  o n e  p r o d u c t  may n o t  be  

c o m p a r a b l e  t o  t h e  v o l u m e  o f  a n o t h e r  e v e n  i n  t h e  sam e m a r k e t .  

F o r  e x a m p l e ,  i n  t h e  w a s h i n g  up l i q u i d  m a r k e t  c o m p a r i n g  3 0  

f l u i d  o u n c e s  o f  " h i g h l y  c o n c e n t r a t e d "  l i q u i d  w i t h  3 0  f l u i d  

o u n c e s  o f  " o r d i n a r y "  l i q u i d  w i l l  i n t r o d u c e  a  b i a s  i n  t h e  

m e a s u r e .

A n o t h e r  d i s a d v a n t a g e  o f  u s i n g  v o l u m e  f i g u r e s  h o w e v e r  

co m es  i n  t h e  •- d i  f f e r e n c e s  b e t w e e n  p r o d u c t s  c a u s e d  by  

f l u c t u a t i o n s  i n  p r i c e .  I f  o n e  i s  c o m p a r a t i v e l y  c h e a p  c o m p a r e d  

t o  a n o t h e r  t h e n  c l e a r l y  v o l u m e  s h a r e  may be h i g h e r  p u r e l y  a s  

a  r e s u l t  o f  p r i c i n g  s t r a t e g y .

A m o r e  p r a g m a t i c  r e a s o n  f o r  t h e  c h o i c e  i s  h o w e v e r  t h a t  

v a l u e  f i g u r e s  a r e  m o r e  e a s i l y  a v a i l a b l e  t h a n  v o l u m e  f i g u r e s .

S. 3 .  5 .  MANUFACTURER C O NCENTRATIO N:

M a n u f a c t u r e r  c o n c e n t  r a t i o n  f i g u r e s  a r e  d e r i v e d  f r o m  t h e  

m a r k e t  s h a r e  f i g u r e s  o f  t h e  b r a n d e d  s e c t o r  and  do n o t  i n c l u d e  

f i g u r e s  on t h e  c o m p o s i t i o n  o f  t h e  own l a b e l  s e c t o r .  Two 

m e a s u r e s  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  a r e  u s e d  i n  t h e  

s a m p l e .  T h e  m o r e  s t r a i g h t  f o r w a r d  o f  t h e s e  i s  t h e  t h r e e  f i r m  

c o n c e n t  r a t i o n  r a t i o  w h i c h  i s  s i m p l y  t h e  p e r c e n t a g e  s h a r e  o f  

t h e  b r a n d e d  m a r k e t  h e l d  by t h e  l a r g e s t  t h r e e  f i r m s .  T h o u g h  

t h i s  r a t i o  i s  e a s y  t o  c a l c u l a t e  i t  h a s  two  d r a w b a c k s .  F i r s t ,  

i t  i g n o r e s  t h e  n u m b e r  and s i z e  o f  f i r m s  o u t s i d e  t h e  t o p  t h r e e  

a n d  s e c o n d  i t  i g n o r e s  t h e  s i z e  d i s t r i b u t i o n  w i t h i n  t h e  t o p  

t h r e e  f i r m s .

T h e  o t h e r  m e a s u r e  u s e d  i s  t h e  H — I n d e x .  T h e  H — I n d e x  i s  

t h e  m e a s u r e  d e v e l o p e d  i n d e p e n d e n t l y  H e r f i n d a h l  ( 1 9 5 0 )  and  

H i  r s c h m a n  ( 1 9 4 5 )  and  i s  t h e  sum o f  t h e  s q u a r e d  m a r k e t  s h a r e s



o f  a l l  f i r m s .  T h i s  g i v e s  a  f i g u r e  b e t w e e n  0 a n d  1 

r e p r e s e n t i n g  t h e  a m o u n t  o f  c o n c e n t  r a t i o n .  T h e  i n d e x  i s  a  

p o p u l a r  one  and  i t s  r e l a t i o n s h i p  w i t h  t h e  c o n c e n t  r a t i o n  r a t i o  

i s  d i s c u s s e d  i n  S l e u w a e g e n  and D e h a n d s c h u t t e r  ( 1 9 8 6 )  who 

e m p h a s i z e  t h e  n e e d  f o r  u s i n g  b o t h  m e a s u r e s .

I t  h a s  t h e  a d v a n t a g e  o v e r  a  c o n c e n t  r a t i o n  r a t i o  o f  t a k i n g  

i n t o  a c c o u n t  t h e  s i z e  a n d  d i s t r i b u t i o n  o f  f i r m s  o u t s i d e  t h e  

t o p  t h r e e .  T h e  m e a s u r e  d o e s  c o n t a i n  h o w e v e r  a n  i m p l i c i t  and  

u n d e f e n d e d  v a l u e  j u d g e m e n t  a s  how t o  w e i g h t  t h e  l a r g e r  f i r m s  

i n  r e l a t i o n  t o  t h e  s m a l l e r  o n e s .  T h e r e  i s  no p r o f f e r e d  r e a s o n  

a s  t o  why s q u a r i n g  m a r k e t  s h a r e  i s  a  m o r e  v a l i d  way o f  

w e i g h t i n g  t h a n ,  f o r  e x a m p l e ,  c u b i n g  o r  r a i s i n g  t o  t h e  p o w e r  

o f  a  h a l f .  By t h e i r  v e r y  n a t u r e  s um m ary  m e a s u r e s  o f  

c o n c e n t  r a t i o n  a r e  g o i n g  t o  be o n l y  a p p r o x i m a t e  i n  n a t u r e  a n d  

t h u s  i t  i s  i m p o r t a n t  t o  u s e  m o r e  t h a n  one  m e a s u r e  w h e r e  

p o s s i b l e .

F o r  t h i s  s a m p l e  tw o  e s t i m a t e s  o f  t h e  H -  I n d e x  had t o  be 

c o n s t r u c t e d  i n  a d d i t i o n  t o  t h e  t h r e e  f i r m  c o n c e n t  r a t i o n  r a t i o  

f i g u r e .  T h e  r e a s o n  f o r  t h i s  i s  t h a t  t h e  H -  I n d e x  i s  r e l i a n t  

on t h e  u n r e a l i s t i c  a s s u m p t i o n  "of c o m p l e t e  k n o w l e d g e  o f  t h e  

m a r k e t  s h a r e s  o f  a l l  f i r m s .  T h e  m a r k e t  r e p o r t s  f r o m  w h i c h  t h e  

s a m p l e  i s  d r a w n  t e n d e d  t o  h a v e  t h e  m a r k e t  s h a r e s  o f  f i r m s  

down t o  a t  l e a s t  t h e  f i v e  p e r c e n t  l e v e l  h o w e v e r  b e y o n d  t h i s  

t h e  r e p o r t s  w e r e  s k e t c h y .  I n  o r d e r  t o  u s e  t h e  H -  I n d e x  on a  

s a m p l e  l i k e  t h i s  i t  was n e c e s s a r y  t o  c a l c u l a t e  t h e  t w o  p o i n t s  

b e t w e e n  w h i c h  t h e  a c t u a l  H -  I n d e x  c o u l d  l i e  g i v e n  t h e  d a t a  

a v a i l a b l e .  T h e  h i g h e s t  e s t i m a t e  was s i m p l y  t h e  i n d e x  

c a l c u l a t e d  on t h e  a s s u m p t i o n  t h a t  t h e r e  was a f i r m  ( o r  f i r m s )  

w i t h  t h e  l a r g e s t  m a r k e t  s h a r e  p o s s i b l e  t h a t  d i d  n o t  e x c e e d  

t h e  m a r k e t  s h a r e  o f  t h e  s m a l l e s t  f i r m  s t a t e d .  T h e  l o w e s t



e s t i m a t e  was  s i m p l y  t h e  H -  I n d e x  f o r  a l l  f i r m s  s t a t e d  w h i c h  

w o u l d  e q u a t e  t o  t h e r e  b e i n g  a n  i n f i n i t e  n u m b e r  o f  s m a l l  f i r m s  

w i t h  a v e r y  s m a l l  m a r k e t  s h a r e -  T h e  t w o  e s t i m a t e s  w e r e  u s e d  

f o r  a l l  t e s t s  a l t h o u g h  i t  s h o u l d  be b o r n e  i n  m in d  t h a t  g i v e n  

t h a t  l e s s  w e i g h t i n g  i s  p a i d  t o  s m a l l  f i r m s  by t h e  i n d e x  t h a t  

v a r i a t i o n s  b e t w e e n  t h e  tw o  e s t i m a t e s  w e r e  n o t  v e r y  g r e a t .  

A p p e n d i x  E show s e x a m p l e s  o f  how t h e  H -  I n d e x  e s t i m a t e s  w e r e  

c a l c u l a t e d .

F o r  t h e  f i r m  l e v e l  a n a l y s i s  a f i r m ’ s p e r c e n t a g e  s h a r e  o f

t h e  b r a n d e d  m a r k e t  was  u s e d .

S. 3 .  6 .  R E T A I L  CONCENTRATION:

R e t a i l  c o n c e n t  r a t i o n  f i g u r e s  a r e  n o t  f i g u r e s  t h a t  a r e  

w i d e l y  u s e d  and  some r e s e r v a t i o n s  m u st  be h e l d  o v e r  t h e  

f i g u r e s  u s e d  i n  t h i s  w o r k .  T h e  v a r i o u s  m a r k e t s  r e p o r t s  t h a t  

g i v e  r e t a i l  d i s t r i b u t i o n  f i g u r e s  o f t e n  do so i n  a s l i g h t l y  

a g g r e g a t e d  f o r m  e . g .  f o o d  m u l t i p l e s  25% e t c .  F ro m  s u c h

f i g u r e s  i t  was  p o s s i b l e  t o  d e r i v e  an  e s t i m a t e d  10 f i r m  r e t a i l  

c o n c e n t  r a t i o n  r a t i o .  S u c h  d e r i v a t i o n s  w e r e  made w i t h  t h e  h e l p  

o f  m o re  g e n e r a l  r e t a i l  d a t a  on s u c h  t o p i c s  a s  t h e  p e r c e n t a g e  

o f  t h e  t o t a l  g r o c e r y  s e c t o r  h e l d  by t h e  l e a d i n g  f o o d  

r e t a i l e r s  e t c .  A p p e n d i x  E shows s p e c i f i c  e x a m p l e s  o f  how t h i s  

i s  d o n e .

6 . 4 .  SUMMARY.

T h o u g h  e v e r y  a t t e m p t  h a s  b e e n  made t o  c o l l e c t  a s a m p l e  

t h a t  i s  a s  a c c u r a t e  a  r e f l e c t i o n  a s  p o s s i b l e  o f  U . K .

m a n u f a c t u r e r  and r e t a i l e r  s t r u c t u r e  i t  h a s  t o  be r e c o g n i z e d  

t h a t  s u c h  a s a m p l e  has  a n u m b e r  o f  s h o r t  c o m i n g s ,  a s  t h o s e  

f a m i l i a r  w i t h  c o l l e c t i n g  U . K .  r e t a i l  d a t a  w i l l  be  a w a r e .  T h e  

r e s u l t  o f  s u c h  d e f i c i e n c i e s  i s  t h a t  t h e  e m p i r i c a l  r e s u l t s  and
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g e n e r a l  t h e m e  o f  t h i s  w o r k  h a v e  i n  many w a y s  t o  be  r e g a r d e d  

a s  t e n t a t i v e  f i r s t  s t e p s  t o w a r d s  a  f u l l e r  u n d e r s t a n d i n g  o f  

r e t a i l e r —m a n u f a c t u r e r  i n t e r a c t i o n  r a t h e r  t h a n  i m m u t a b l e  

e v i d e n c e .
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7 . 8 . 2 .  THE I N T E N S I T Y  OF A D V E R T IS IN G  OF F I R M  LEVEL 1 9 8 1 .

7 . 7 .  SUMMARY.

7 . 0 .  O B J E C T IV E S .

T h i s  c h a p t e r  i s  c o n c e r n e d  p r i n c i p a l l y  w i t h  t e s t i n g  t h e  

h y p o t h e s e s  d e r i v e d  i n  c h a p t e r  f i v e  r e g a r d i n g  t h e  i m p a c t  o f  

r e t a i l  c o n c e n t r a t i o n  and own l a b e l  p e n e t r a t i o n  on  

lYianuf a c t  u r e r  a d v e r t i s i n g  u s i n g  t h e  s a m p l e  d e s c r i b e d  i n  

c h a p t e r  s i x .  I n  o r d e r  t o  do so i t  i s  n e c e s s a r y  t o  t a k e

a c c o u n t  o f  t h e  o t h e r  d e t e r m i n a n t s  o f  m a n u f a c t u r e r  a d v e r t i s i n g  

d e s c r i b e d  i n  c h a p t e r  t h r e e .  T h e  r e s u l t  o f  d o i n g  so i s  t o  move  

c l o s e r  t o  an  e c o n o m i c  m o d e l  o f  t h e  d e t e r m i n a n t s  o f  

m a n u f a c t u r e r  a d v e r t i s i n g  f o r  c o n v e n i e n c e  g o o d s .

An e x h a u s t i v e  l i s t  o f  t h e  r e s u l t s  f o r  a l l  t e s t s  

u n d e r t a k e n  i s  g i v e n  i n  a p p e n d i x  A b u t  t h o s e  o f  i n t e r e s t  a r e  

r e p r o d u c e d  i n  t h i s  c h a p t e r .

T h e  c h a p t e r  i s  d i v i d e d  i n t o  tw o  m a i n  p a r t s .  T h e  f i r s t
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p a r t  ( s e c t i o n s  7 . 2 .  and 7 . 3 . )  e x a m i n e s  t h e  r e s u l t s  o f  t h e  

m a r k e t  l e v e l  t e s t s  w h i l s t  t h e  s e c o n d  p a r t  ( s e c t i o n s  7 . 5 .  and

7 . S . )  l o o k s  a t  t h e  r e s u l t s  o f  t h e  f i r m  l e v e l  t e s t s .

7 . 1 .  A N A L Y S IS  AT THE MARKET L E VE L .

S e c t i o n s  7 . 2 .  an d  7 . 3 .  a r e  c o n c e r n e d  w i t h  l o o k i n g  a t  t h e  

e f f e c t s  o f  r e t a i l  c o n c e n t  r a t i o n  on a d v e r t i s i n g  f r o m  a  m a r k e t  

p e r s p e c t i v e .  T h u s  t h e  v a r i o u s  m a r k e t s  w i t h i n  t h e  s a m p l e  o f  

c o n v e n i e n c e  g o o d s  w e r e  a n a l y s e d  f o r  t r e n d s  common t o  t h e  

w h o l e  s a m p l e .

T h e  m a i n  m e t h o d  u s ed  f o r  t h i s  was  o r d i n a r y  l e a s t  s q u a r e s

r e g r e s s i o n  and t h e  p a r t i c u l a r  c o m p u t e r  p a c k a g e  u s e d  was  SPSSX

( S t a t i s t i c a l  P a c k a g e  f o r  t h e  S o c i a l  S c i e n c e s ) . T h e  v a r i a b l e s  

u s e d  ( d e s c r i b e d  i n  t h e  p r e v i o u s  c h a p t e r )  w e r e  u s e d  i n  b o t h  

o r d i n a r y  and l o g  f o r m .  I n  s p e c i f i c  i n s t a n c e s ,  when  t h e r e  was  

a t h e o r e t i c a l  r e a s o n  f o r  d o i n g  s o ,  s q u a r e d  t e r m s  w e r e  a l s o  

u s e d .

7 . 2 .  THE LEVEL OF A D V E R T IS IN G .

A p r i o r i ,  one w o u l d  e x p e c t  t h e  l e v e l  o f  a d v e r t i s i n g  t o  be  

h i g h l y  r e l a t e d  t o  t h e  l e v e l  o f  s a l e s  a n d  f o r  t h e  c a u s a t i o n  t o  

be t w o  w a y .  S u c h  a r e l a t i o n s h i p  i f  i t  w e r e  f o u n d  t o  e x i s t  

c o u l d  o b s c u r e  t h e  r e l a t i o n s h i p  o f  o t h e r  v a r i a b l e s  w i t h  

a d v e r t i s i n g .  T h e  t e s t s  o f  7 . 2 .  i g n o r e  t h e  p o s s i b i l i t y  o f  

i n t e r d e p e n d e n c e  and  a t t e m p t  t o  e s t a b l i s h  w h e t h e r  a d v e r t i s i n g  

and s a l e s  a r e  i n d e e d  c o r r e l a t e d .  T e s t s  a r e  c o n d u c t e d  t o  s e e  

w h e t h e r  t h e  o t h e r  v a r i a b l e s  h a v e  a s i g n i f i c a n t  i m p a c t  on t h e  

l e v e l  o f  a d v e r t i s i n g  w i t h o u t  a s i m u l t a n e o u s  a l l o w a n c e  f o r  t h e  

s a l e s  e f f e c t  a n d  t h e  d u a l  c a u s a l i t y  t h a t  may be a s s o c i a t e d  

w i t h  i t .  S e c t i o n  7 . 3 .  c o m b a t s  t h e  p o s s i b i l i t y  o f  d u a l  

c a u s a t i o n  by u s i n g  t h e  a d v e r t i s i n g  s a l e s  r a t i o  a s  t h e
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d e p e n d e n t  v a r i a b l e .

7 . 2 . 1 .  THE LEVEL OF ADVERTIS ING 1 9 7 0 .

I n  c h a p t e r s  t h r e e  a n d  f i v e  o u r  h y p o t h e s e s  w e r e  t h a t  t h e

l e v e l  o f  a d v e r t i s i n g  was a f u n c t i o n  o f :

( 1 )  R e t a i l  c o n c e n t  r a t i o n
( 2 )  S a l e s
( 3 )  P r o d u c t  v a r i e t y
( 4 )  Own l a b e l  p e n e t r a t i o n
( 5 )  M a n u f a c t u r e r  c o n c e n t  r a t  i o n .

A s um m ary  t a b l e  o f  t h e  r e s u l t s  o f  t e s t s  f o r  a  l i n e a r  

r e l a t i o n s h i p  on t h e  1 9 7 0  s a m p l e  a r e  g i v e n  i n  t a b l e  7 . 1 .

When i n c o r p o r a t i n g  a l l  t h e  v a r i a b l e s  ( e q u a t i o n  1) t h e r e  

i s  a  h i g h  d e g r e e  o f  f i t  f o r  t h e  r e g r e s s i o n  a s  a w h o l e  (R

s q u a r e d  . 9 0 ) .  T h e  s a l e s  c o e f f i c i e n t  i s  s i g n i f i c a n t  a t  t h e  99%

l e v e l  w i t h  m a n u f a c t u r i n g  c o n c e n t r a t i o n ,  p r o d u c t  v a r i e t y  and  

own l a b e l  p e n e t r a t i o n  a t  t h e  95% l e v e l .

O m i t t i n g  p r o d u c t  v a r i e t y  a n d  u s i n g  t h e  l a r g e r  s a m p l e  

h o w e v e r  l e a v e s  o n l y  s a l e s  h a v i n g  a s i g n i f i c a n t  i m p a c t  on t h e  

l e v e l  o f  a d v e r t i s i n g  ( e q u a t i o n s  t h r e e  and f o u r ) .  T h e  l a r g e r  

s a m p l e  r e s u l t  h a s  t o  t a k e  p r e c e d e n c e  o v e r  t h e  s m a l l e r  s a m p l e  

r e s u l t  a n d  t h u s  s a l e s  m u st  be r e g a r d e d  a s  t h e  d o m i n a n t  

v a r i a b l e .

When e a c h  v a r i a b l e  i s  i n c l u d e d  a s  a s o l e  i n d e p e n d e n t  

v a r i a b l e  s a l e s  and own l a b e l s  a r e  s i g n i f i c a n t .  T h e  f o r m e r  i s  

s i g n i f i c a n t  a t  t h e  99% l e v e l  w i t h  an  r  s q u a r e d  o f  . 4 6  and  t h e  

l a t t e r  a t  a  90% l e v e l  w i t h  a n  r  s q u a r e d  o f  . 1 3 ) .  T h i s  

s u g g e s t s  t h a t  s a l e s  i s  s u c h  a  d o m i n a n t  e x p l a n a t o r y  v a r i a b l e  

t h a t  t h e  o t h e r  v a r i a b l e s  a r e  d w a r f e d  by  i t  i n  t e r m s  o f  

r e l a t i v e  s t a t i s t i c a l  s i g n i f i c a n c e .  T h e  r e s u l t s  f o r  t h e

l o g - l i n e a r  t e s t s  a r e  g i v e n  i n  t a b l e  7 . 2 .  and  a r e  i n  many w ay s  

s i m i l a r  t o  t h e  l i n e a r  t e s t s .
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TABLE 7 . 1 :  ADVERTISING LEVEL 1 97 0  -  L INEAR REGRESSION.

CONS MANUF. PV. RET OWN SALES

( 1 )  - 6 1 2 0 b  5 0 . 4 4 b  - 4 . 9 5 b  6 4 . 1 7
( 2 1 8 4 )  ( 1 7 . 9 3 )  ( 1 . 7 3 )  ( 3 6 . 9 3 )

- 9 6 . 3Qb 4 5 . 3 3 a  
( 3 3 . 9 3 )  ( 7 . 0 1 )

( 2 )  - 3 5 8 6 c  5 7 . 6 6 b  - 3 . 9 5 c
( 1 7 8 2 )  ( 1 9 . 1 2 )  ( 1 . 7 9 )

/ - 7 7 . 6 5 c  
( %->5 ■ 3 *j )

3 7 . 8 6 a  
( 6 . 0 6 )

N

15

Rsq 

. 9 0 a

. 8 7 a

ad.j  
R sq

. 8 5

31

( 3 )  1 4 5  2 2 . 8 4
( 2 7 3 0 )  ( 2 8 . Jjw/)

( 4 )  5 9 0  2 3 . 7 2
( 2 3 7 5 )  ( 2 7 . 5 4 )

/

( 5 )  1 6 9 1 a  
( 4 4 5 )

( 6 ) 1 8 6 2 b  
( 7 5 8 )

( 7 )  3 8 3 2 a  
( 3 6 7 )

/

2 .  4 4  
( 3 .  0 6 )

/ '

1 3 .  31  
( 3 6 . 9 2 )

/

- 7 3 . 0 0  5 . 8 7 a
( 5 9 . 4 2 )  ( 1 . 7 7 )

- 6 1 . 9 6  5 . 6 4 a
( 4 9 . 6 7 )  ( 1 . 6 1 )

/  6 . 5 0 a
( 1 .  4 9 )

/ /

- 1 0 5 . 7 c  /
( 6 0 . 6 4 )

5 2 a

2 4  . 4 6 a

17 . 0 4

41

4 4

4 4

0 2

. 1 3 c  . 0 9

K e y :  CONS = I n t e r c e p t .
MANUF = M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t i o n  R a t i o .
PV = P r o d u c t  V a r i e t y .
RET = R e t a i l  C o n c e n t  r a t i o n .
OWN = Own L a b e l  P e n e t r a t i o n .
SALES = S a l e s .
N = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e :  As w i t h  a l l  t h e  r e s u l t s  o f  t h i s  a u t h o r  f i g u r e s  i n
p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .

As w i t h  a l l  t h e  r e s u l t s  i n  t h e  t h e s i s  t h e  f o l l o w i n g
s y m b o l s  a r e  u s e d  t o  i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F
t e s t s :

a = s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c  = s i g n i f i c a n t  a t  90% l e v e l .
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TABLE 7 . 2 :  ADVERTISING LEVEL 1970 -  LOG LINEAR REGRESSION.

a d j .
CONS MANUF. PV. RET OWN SALES N R sq R sq

( 1 )  - 2 . 3 9  2 . 4 4 b  - . 1 5 3  /  - .  3 6 0 c  . Q 5 7 b  15  . 7 0 b  . 5 8
( 1 . 7 7 )  ( . 8 2 8 )  ( . 2 2 1 )  ( . 1 7 6 )  ( . 3 3 3 )

( 2 )  - 2 . 0 5  2 . 5 9 b  - . 1 4 6  - . 5 5 2  /  , 8 3 0 c  15 . 5 9 b  . 4 3
( 2 . 6 3 )  ( . 9 6 5 )  ( . 2 5 8 )  ( . 8 8 7 )  ( . 4 1 9 )

( 3 )  - 1 . 0 9  1 . 6 9 c  /  /  - . 0 2 7  . 6 0 3 a  2 2  . 4 3 b  . 3 4
(1» 6 3 )  (■ 8 3 0 )  ( .  1 8 )  ( .  20 t> )

( 4 )  - 2 . 6 3  1 . 7 3 b  /  . 7 3 9 c  /  . 7 3 9 a  2 3  . 5 3 a  . 4 5
( 1 . 6 3 )  ( . 7 3 6 )  ( . 3 5 4 )  ( . 1 3 8 )

( 5 )  2 . 0 4 a  /  /  /  /  , 6 3 7 a  2 4  . 3 4 a
( . 3 4 5 )  ( . 1 9 0 )

( 6 ) . 0 0 7  
( 1 .  8 2 )

1. 6 6 c  
( . 9 5 1 )

( 7 )  - 1 . 1 0  
( 1 .  5 7 )

1. 6 8 b  
( . 7 9 6 )

1 3 c  . 0 9

. So 3 a  
. ( .  1 9 0 )

4 2 a

H - I n d e x
( 8 )  3 . 4 3 a  . 4 9 2  /  /  /  /  2 3  . 0 5  . 0 0

( . 2 4 4 )  ( . 4 6 3 )

K e y :  CONS = I n t e r c e p t .
MANUF = M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t i o n  R a t i o .
PV * = P r o d u c t  V a r i e t y .
RET = R e t a i l  C o n c e n t  r a t i o n .
OWN = Own L a b e l  P e n e t r a t i o n .
SALES *  S a l e s  ( £ m ) .
N = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e :  As w i t h  a l l  t h e  r e s u l t s  o f  t h i s  a u t h o r  f i g u r e s  i n
p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .

As w i t h  a l l  t h e  r e s u l t s  i n  t h e  t h e s i s  t h e  f o l l o w i n g
s y m b o l s  a r e  u sed  t o  i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F
t e s t s :

a = s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c = s i g n i f i c a n t  a t  90% l e v e l .
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O n c e  a g a i n  t h e  m a i n  e x p l a n a t o r y  v a r i a b l e  w o u l d  a p p e a r  t o  

be s a l e s  a s  e q u a t i o n s  f i v e  a n d  s e v e n  s u g g e s t ,  w i t h  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  , a s  m e a s u r e d  by t h e  t h r e e  f i r m  

c o n c e n t  r a t i o n  r a t i o ,  a l s o  h a v i n g  a s i g n i f i c a n t  r e l a t i o n s h i p .

R e t a i l  c o n c e n t  r a t i o n  seem s t o  h a v e  a p o s i t i v e  r e l a t i o n s h i p  

( a l b e i t  s i g n i f i c a n t  a t  t h e  90% l e v e l )  w hen i n c l u d e d  w i t h  

s a l e s  and  t h e  t h r e e  f i r m  c o n c e n t  r a t i o n  r a t i o  ( e q u a t i o n  f o u r ) .  

T h i s  s u g g e s t s  t h a t  r e t a i l  c o n c e n t  r a t i o n  h a s  b e e n  a  

s i g n i f i c a n t  f a c t o r  i n  d e t e r m i n i n g  t h e  l e v e l  o f  m a n u f a c t u r e r  

a d v e r t i s i n g .  I n t e r e s t i n g l y  t h e  r e l a t i o n s h i p  w i t h  t h e  l e v e l  o f  

a d v e r t i s i n g  seem s t o  be p o s i t i v e  f o r  t h e  1 9 7 0  s a m p l e  i . e .  t h e  

t o t a l  a m o u n t  o f  m a n u f a c t u r e r  a d v e r t i s i n g  i s  h i g h e r  t h e  h i g h e r  

t h e  d e g r e e  o f  r e t a i l  c o n c e n t  r a t i o n .  As w i l l  be shown t h i s  

c o n t r a s t s  w i t h  t h e  1 9 8 1  s a m p l e  f o r  w h i c h  t h e r e  w o u l d  a p p e a r  

t o  be a ’ n e g a t i v e  r e l a t i o n s h i p .  T h i s  s u g g e s t s  t h a t  t h e  tw o  

c o n f l i c t i n g  f o r c e s  i d e n t i f i e d  i n  t h e  h y p o t h e s i s  o f  c h a p t e r  

s i x  a r e  o f  d i f f e r i n g  i m p o r t a n c e  i n  t h e  tw o  t i m e  p e r i o d s .  F o r  

t h e  1 9 7 0  s a m p l e  t h e  i n c e n t i v e  t o  g a i n  c u s t o m e r  s u p p o r t  o v e r 

r i d e s  t h e  d e c r e a s e  i n  t h e  p r o f i t a b i l i t y  o f  a d v e r t i s i n g .

A l s o  o f  i n t e r e s t ,  t h e  s i g n i f i c a n c e  o f  t h e  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  m e a s u r e  i s  d e p e n d e n t  on w h e t h e r  one  u s e s  t h e  

t h r e e  f i r m  c o n c e n t  r a t i o n  r a t i o  o r  t h e  H -  I n d e x .  F o r  when  

u s i n g  t h e  H -  I n d e x  t h e  v a r i a b l e  i s  n o t  s i g n i f i c a n t  e v e n  when  

i n c l u d e d  w i t h  s a l e s .  T h i s  s u g g e s t s  t h a t  t h e  l e v e l  o f  

a d v e r t i s i n g  i s  n o t  s i g n i f i c a n t l y  i n f l u e n c e d  by c o n c e n t  r a t i o n  

a s  a w h o l e  b u t  t h a t  i t  i s  i n f l u e n c e d  by t h e  m a r k e t  s h a r e  o f  

t h e  t o p  t h r e e  f i r m s .  T h i s  c a n  be f u r t h e r  e x p l o r e d  when  

e x a m i n i n q  t h e  a d v e r t i s i n g  b e h a v i o u r  a t  f i r m  l e v e l  b u t  i t  

t e n t i v e l y  s u g g e s t s  t h a t  a d v e r t i s i n g  i n c r e a s e s  i n  a 

c u r v i l i n e a r  f a s h i o n  a s  t h e  m a r k e t  s h a r e  o r  t h e  l e a d i n g  f i r m s
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i n c r e a s e s .

7 . 2 . 2 .  THE MARKET LEVEL OF ADVERTIS IN G  1 9 8 1 .

T h e  r e s u l t s  shown i n  t a b l e  7 . 3  a r e  s i m i l a r  t o  t h e  l i n e a r  

t e s t s  on t h e  e a r l i e r  s a m p l e  i n  t h e  s e n s e  t h a t  s a l e s  i s  o n c e  

a g a i n  a m a j o r  " s t a t i s t i c a l  d e t e r m i n a n t " o f  t h e  l e v e l  o f  

a d v e r t i s i n g .  T h i s  i s  e v i d e n t  f r o m  e q u a t i o n s  o n e  and  t h r e e .

A d i f f e r e n c e  f r o m  t h e  e a r l y  s a m p l e  i s  t h a t  w hen t h e  

v a r i a b l e s  a r e  i n c l u d e d  w i t h  s a l e s  t h e y  a r e  n o t  s i g n i f i c a n t  

b u t  t h e y  a r e  s i g n i f i c a n t  on t h e i r  own ( w i t h  t h e  e x c e p t i o n  o f  

t h e  m e a s u r e s  o f  m a n u f a c t u r e r  c o n c e n t r a t i o n ) . T h i s  i s  n o t  j u s t  

a p r o b l e m  o f  s a l e s  b e i n g  f a r  m o re  s i g n i f i c a n t  b u t  i s  a  

c l a s s i c  e x a m p l e  o f  m u l t i  -  c o l  1 i n e a r i t y .  S a l e s  i s  c o r r e l a t e d  

w i t h  e a c h  o f  t h e  v a r i a b l e s  a s  i s  d e m o n s t r a t e d  by t h e  s i m p l e  

c o r r e l a t i o n  m a t r i x  o f  e q u a t i o n  o ne  shown i n  t a b l e  7 . 4 .  T h i s  

l e a d s  t o  a n  i n c r e a s e  i n  t h e  s t a n d a r d  e r r o r  o f  t h e  v a r i a b l e s  

( i n c l u d i n g  s a l e s )  and m akes  i t  h a r d  t o  a s s e s s  t h e  i m p o r t a n c e  

o f  t h e  v a r i a b l e s  o t h e r  t h a n  s a l e s .  T h i s  c a n  be a v o i d e d  by  

r e g r e s s i n g  t h e  i n t e n s i t y  o f  a d v e r t i s i n g  ( t h e  a d v e r t i s i n g  

s a l e s  r a t i o )  i n s t e a d  o f  t h e  l e v e l  o f  a d v e r t i s i n g .  T h i s  i s  

d o n e  i n  s e c t i o n  7 . 3 .

D e s p i t e  t h e  m a j o r  p r o b l e m s  o f  m u l t i - c o 11 i n e a r i t y  a n  

i n t e r e s t i n g  f e a t u r e  o f  t h e s e  r e s u l t s  i s  e q u a t i o n  ( 4 )  w h i c h  

s h o w s  how r e t a i l  c o n c e n t  r a t i o n  h a s  a n e g a t i v e  r e l a t i o n s h i p  

w i t h  t h e  a d v e r t i s i n g  l e v e l .



TABLE 7 . 3 ; '  ADVERTISING LEVEL 1981 -  LINEAR REGRESSION.

a d j
CONS MANUF. PV. RET OWN SALES N Rsq Rsq

( 1 )  3 9 5 . 8  2 1 . 8 8  - 4 . 4 8  4 . 5 1  - 9 4 . 1 9 b  4 0 . 7 0 a  12 . 9 6 a  . 9 ;
( 3 1 2 0 )  ( 5 1 . 4 8 )  ( 2 . 4 6 )  ( 2 7 . 3 1 )  ( 3 0 . 1 7 )  ( 8 . 9 6 )

( 2 )  - 2 9 5 3  9 9 . 7 1  /  - 3 2 . 9 2  - 8 1 . 7 4  6 . 8 4 b  2 2  . 6 1 a  . 5 1
( 4 7 7 6 )  ( 6 4 . 9 5 )  ( 2 8 . 6 5 )  ( 5 7 . 8 2 )  ( 2 . 5 3 )

( 3 )  1 5 9 5 a  /  /  /  /  9 . 9 9 a  2 4  . 4 9 a  . 4 6
( 5 1 9 . 5 )  ( 2 . 1 8 )

( 4 )  5 9 9 2 a  /  /  - 5 4 . 8 2 c  /  /  2 3  . 1 3 c  . 0 9
( 1 9 1 3 )  ( 3 0 . 5 3 )

( 5 )  4 7 7 0 a  /  /  /  - 1 2 0 . 1 b  /  2 5  . 2 1 b  . 1 8
( 1 0 3 3 )  ( 4 8 . 1 4 )

( 6 )  1 1 7 4  /  8 . 3 0 b  /  /  /  15 . 3 1 b  . 2 6
( 9 6 7 )  ( 3 . 4 4 )

Key CONS
MANUF
PV
RET
OWN
SALES
N
( a d j ) R sq  =

I n t e r c e p t .
M a n u f a c t u r e r  3  F i r m  C o n c e n t r a t i o n  R a t i o ,  
P r o d u c t  V a r i e t y .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  P e n e t r a t i o n .
S a l e s  ( £ m ) .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e : f i g u r e s  
s y m b o I s  

t e s t s : 
a = 
b = 
c =

i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
a r e  u sed  t o  i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r

s i g n i f i c a n t  a t  99% l e v e l ,  
s i g n i f i c a n t  a t  95% l e v e l ,  
s i g n i f i c a n t  a t  90% l e v e l .

TABLE 7 . 4 ;  CORRELATION MATRIX OF TABLE THREE EQUATION ONE 
VA R IA B L ES .

ADV SALES RET OWN LAB PV CR3
ADV 1 . 9 1 2  - . 6 4 6  - . 6 0 4  . 5 4 0  . 0 1 9
SALES . 9 1 2  1 - . 6 8 6  - . 3 7 7  . 7 7 1  - . 0 6 4
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T h e  l o g  l i n e a r  r e s u l t s  f o r  1 98 1  (s h o w n  i n  t a b l e  7 . 5 )  

a g a i n  c o n f i r m  t h e  i m p o r t a n c e  o f  t h e  s a l e s  v a r i a b l e .  I t  i s  

h i g h l y  s i g n i f i c a n t  i n  e q u a t i o n  tw o  a l t h o u g h  i n s i g n i f i c a n t  i n  

t h e  s m a l l  s a m p l e  o f  e q u a t i o n  o n e .  On i t s  own i t  a c h i e v e s  a

99% l e v e l .  G i v e n  t h e  g e n e r a l l y  l o w e r  s i g n i f i c a n c e  o f  t h e  l o g -  

l i n e a r  r e l a t i o n s h i p  b e t w e e n  s a l e s  and  a d v e r t i s i n g  c o m p a r e d  t o  

t h e  l i n e a r  m o d e l ,  t h e  l a t t e r  s h o u l d  be p r e f e r r e d .

TABLE 7 . 5 :  A D V E R T IS I N G  LEVEL 1 981  -  LOG L IN E A R  REGRESSIONS

ad.i
CONS MANUF. PV. RET OWN SALES N Rsq Rsq

( 1 )  . 8 4 8  - . 7 9 8  - . 2 7 2  . 8 2 6  - . 8 0 4  1 . 1 3  12 . 5 7  . 2 0
( 4 . 4 7 )  ( 2 . 3 2 )  ( . 4 7 4 )  ( 1 . 7 4 )  ( . 5 4 2 )  ( . 8 6 3 )

( 2 )  . / 9 6  - 1 . 0 6  /  . 4 3 0  - . 2 8 8  . 8 0 7 b  2 2  . 4 3 b  . 3
( 1 . 5 9 )  ( 1 . 0 9 )  ( . 6 8 5 )  ( . 3 0 3 )  ( . 3 0 7 )

( 3 )  1 . 7 6 a  /  /  /  /  . 7 9 4 a  2 4  , 3 5 a  . 3
( . 4 1 2 )  ( .  '2 2 9 )

K ey CONS
MANUF
PV
RET
OWN
SALES
N
( a d j ) R sq =

I n t e r c e p t .
M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t i o n  R a t i o .  
P r o d u c t  V a r i e t y .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  P e n e t r a t i o n .
S a l e s  ( £ m ) .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e : f i g u r e s  
s y m b o 1s 

t e s t s : 
a = 
b =

i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a r e  u sed  t o  i n d i c a t e  s i g n i f i c a n c e  w i t h

s i g n i f i c a n t  a t  99%  l e v e l ,  
s i g n i f i c a n t  a t  95%  l e v e l ,  
s i g n i f i c a n t  a t  90% l e v e l .

t  o r  t-

T h o u g h  t a b l e  7 . 5 .  seems t o  c o n f i r m  t h e  i m p o r t a n c e  o f  

s a l e s  i t  must  be n o t e d  t h a t  n o n e  o f  t h e  o t h e r  v a r i a b l e s  a r e

s ign if ican t in any form,
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7 . 2 . 3 .  CHANGES IN  THE ADVERTIS ING LEVEL.

T h o u g h  t h e  d i f f i c u l t y  i n  ( a c c u r a t e )  d a t a  c o l l e c t i o n  

p r o  Ft i  b i t s  a  d e t a i l e d  t i m e  s e r i e s  a n a l y s i s ,  u s i n g  a  

c o m p a r a t i v e  f r a m e w o r k  ( i . e .  t h e  c h a n g e s  b e t w e e n  t h e  t w o  t i m e  

p e r i o d s )  may r e a l i s e  some i n d i c a t i o n  a s  t o  t h e  i m p o r t a n c e  o f  

o u r  s e l e c t e d  v a r i a b l e s  o v e r  t i m e .

TABLE 7 . 6 : CHANGES I N  THE LEVEL OF A D V E R T IS I N G  1 9 7 0  - 1981
-  L IN E A R  REGRESSION RESULTS.

CONS MANUF. PV. RET OWN SALES

( 1 ) - 1 .  17 1 0 4 . 5 5 6 b “ . 53lc! - .  0 2 9 “ . 2 8 0
( 2 3 . 2 6 ) ( . 1 1 6 )  ( . 1 7 1 ) ( . 5 7 5 ) ( .  1 3 7 ) ( . 5 5 8 ) N = 12

R sq = . 7 6 c
a d j R sq = . 5 7

( 2 ) 1 4 .  8 7 - .  191 / . 5 3 7 0 8 6 . 8 2 2
( 3 0 .  4 1 ) ( . 2 2 9 ) ( . 5 7 0 ) ( .  1 4 8 ) ( . 6 7 5 ) N = 21

R sq ■ = . 2 2
a d j R sq = . 0 2

( 3 ) 1 5 .  9 6 / / / / . 2 9 4 b
( 1 7 . 2 6 ) ( .  1 1 4 ) N = 2 4

R sq . au. o b
a d j R sq = . 2 0

( 4 ) - 3 4 . 0 0 b / . 5 3 6 a / / /
( 1 3 . 1 1 ) ( . 0 8 5 ) N = 15

R sq = . 7 6 a
a d j R sq = . 7 4

N o t e !  V a r i a b l e s  a r e  d e f i n e d  i n  t e r m s  o f  p e r c e n t a g e  
c h a n g e ,  i . e .  MANUF = '/- c h a n g e  i n  t h e  t h r e e  f i r m  
c o n c e n t  r a t i o n  r a t i o  f r o m  1 9 7 0 - 1 9 8 1 .

I n  c o n t r a s t  t o  t h e  c r o s s  s e c t i o n  r e s u l t s  o f  t h e  

a d v e r t i s i n g  l e v e l  i t  i s  t h e  v a r i a b l e  o f  p r o d u c t  v a r i e t y  t h a t  

d o m i n a t e s  t h e s e  t e s t s  ( e q u a t i o n  one and f o u r ) .  T h a t  t h e  

c h a n g e  i n  p r o d u c t  v a r i e t y  i s  p o s i t i v e l y  c o r r e l a t e d  t o  t h e  

c h a n q e  i n  t h e  l e v e l  o f  a d v e r t i s i n g  i s  p a r t i c u l a r l y
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i n t e r e s t i n g  g i v e n  t h a t  t h e  m e a s u r e  o f  s a l e s  i s  n o t  o f  

o v e r w h e l m i n g  i m p o r t a n c e .  T h e  p o w e r  o f  e x p l a n a t i o n  o f  e q u a t i o n

( 4 )  i s  s u c h  t h a t  i t  s u g g e s t s  p r o d u c t  v a r i e t y  s h o u l d  b e co m e a  

s t a n d a r d  v a r i a b l e  t o  be i n c l u d e d  i n  f u t u r e  a d v e r t i s i n g  

s t u d i e s  d e s p i t e  t h e  s m a l l  and  l i m i t e d  n a t u r e  o f  t h e  s a m p l e .

T h e  l o g  l i n e a r  t e s t s  on c h a n g e s  i n  t h e  l e v e l  o f

a d v e r t i s i n g  a p p e a r  t o  be l e s s  o f  a n  e x p l a n a t i o n  t h a n  t h e  

l i n e a r  t e s t s  g i v e n  t h e  r e d u c e d  r  s q u a r e d  and  t h e  s m a l l e r  

s i g n i f i c a n c e  o f  t h e  same v a r i a b l e s .  T h e  e x c e p t i o n s  a r e  t h e  

t e s t s  w i t h  t h e  m a n u f a c t u r e r  c o n c e n t  r a t i o n  v a r i a b l e  w h i c h  h a s  

a s i g n i f i c a n t  n e g a t i v e  r e l a t i o n s h i p  w i t h  t h e  l e v e l  o f

a d v e r t i s i n g  ( e q u a t i o n s  2 , 5  and 6 ) .  I n t e r e s t i n g l y  t h e  H I n d e x  

m e a s u r e  p r o v i d e s  a b e t t e r  f i t  t h a n  t h e  t h r e e  f i r m  

c o c e n t r a t i o n  r a t i o  w h i c h  s u g g e s t s  t h a t  i t  i s  t h e  o v e r a l l  

m a r k e t  c o n c e n t  r a t i o n  r a t h e r  t h a n  t h e  s h a r e  o f  m a r k e t  l e a d e r s  

t h a t  i s  i m p o r t a n t .

B o t h  c h a n g e s  i n  r e t a i l  c o n c e n t  r a t i o n  a nd  c h a n g e s  i n  own 

l a b e l  s h a r e  a r e  f o u n d  n o t  t o  be s i g n f i c a n t  e x p l a n a t i o n s  o f  

t h e  c h a n g e s  i n  t h e  a d v e r t i s i n g  l e v e l ,  c o n t a r y  t o  t h e o r e t i c a l  

e x p e c t a t i o n s .

-vv • ' . : r x r

- is t  :.;c  , r ;

1 9 s - & i  g ~ ' - i  ; ' vC ••• - i  

:• v s  x ,
■ • v -JS. i .
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TABLE 7 . 7 :  CHANGES I N  THE LEVEL OF A D V E R T I S I N G :  LOG -  L IN E A R  
REGRESSION RESULTS.

CONS MANUF.

( 1 )  4 .  0 4
(2 . 8 6 )

- . 5 5 6  
( .  3 8 6 )

a d j
PV. RET OWN SALES N Rsq Rsq

1 . 0 9 b  —1 . 1 1  . 1 7 6  —. 6 9 9  12 . 7 5 c  . 5 4
( . 3 9 0 )  ( . 8 3 1 )  ( . 3 6 5 )  ( . 6 9 6 )

( 2 )  4 . 3 1  - . 7 5 3 c
( 2 , 2 5 )  ( . 4 2 1 )

/  - . 4 1 9  . 0 1 0  . 0 2 5  21 . 2 6  . 0 7
( . 6 0 6 )  ( . 2 9 9 )  ( . 5 0 6 )

( 3 )  . 8 9 9
( . 5 0 8 )

. 5 4 5 b  2 4  . 1 8 b  . 1 4
( .  2 5 2 )

( 4 )  - . 6 0 9  
( . 5 5 5 )

1.  1 5a  
( . 2 5 2 )

15 . 6 2 a  . 5 9

( 5 )  3 . 4 6  - . 7 5 0 b  /  /  /  /  2 3  . 2 0 b  . 1 /
( . 6 4 6 )  ( . 3 2 2 )

CR3
( 6 )  4 . 6 9  - 1 . 3 5 c  /  , /  /  /  2 3  . 1 6 c  . 1 2

( 1 . 3 6 )  ( . 6 7 7 )

( 7 )  . 8 9 9  /  /  /  /  . 5 4 5 b  2 4  . 18b  . 14
( . 5 0 8 )  ( . 2 5 2 )

K e y :  CONS = I n t e r c e p t .
MANUF -  M a n u f a c t u r e r  H - I n d e x .
PV = P r o d u c t  V a r i e t y .
RET ® R e t a i l  C o n c e n t  r a t i o n .
OWN = Own L a b e l  P e n e t r a t i o n .
SALES = S a l e s  ( £ m ) .
N = S a m p l e  S i z e .
( a d j )  R sq  = ( a d j u s t e d )  R s q u a r e d .

N o t e :  v a r i a b l e s  a r e  e x p r e s s e d  i n  t e r m s  o f  % c h a n g e .
f i q u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
s y m b o l s  a r e  u sed  t o  i n d i c a t e  s i g n i f i c a n c e  w i t h  

t  o r  F t e s t s :
a « s i g n i f i c a n t  a t  9 9 mA l e v e l ,
b *  s i g n i f i c a n t  a t  95*/. l e v e l ,
c  = s i g n i f i c a n t  a t  9 o% l e v e l .
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7 . 3 .  THE I N T E N S I T Y  OF A D V E R T I S I N G  AT MARKET L EV EL .

D u e  t o  t h e  p r o b l e m s  o f  i d e n t i f y i n g  t h e  d i r e c t i o n  o f  

c a u s a l i t y  b e t w e e n  s a l e s  a nd  a d v e r t i s i n g  a n d  b e c a u s e  o f  t h e  

h i g h  d e g r e e  j j f  a s s o c i a t i o n  b e t w e e n  t h e  tw o  ( f o r  1 9 7 0  a n d  

1 9 8 1 )  i t  i s  s e n s i b l e  t o  c o n d u c t  f u r t h e r  t e s t s  on t h e  

d e t e r m i n a n t s  o f  t h e  a d v e r t i s i n g  s a l e s  r a t i o .

7 . 3 . 1 .  THE I N T E N S I T Y  OF A D V E R T IS I N G  AT MARKET LEVEL 1 9 7 0 .

F o r  t h e  1 9 7 0  s a m p l e  t h e  o n l y  l i n e a r  r e l a t i o n s h i p  t h a t  

p r o v e d  s i g n i f i c a n t  ( a t  t h e  10% l e v e l )  was  w hen  r e t a i l  

c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n  w e r e  t h e  two  

e x p l a n a t o r y  v a r i a b l e s .

TABLE 7 . 8 :  A D V E R T IS IN G  I N T E N S I T Y  1 9 7 0  -  L IN E A R  REGRESSION.

A / S  = 0 . 3 9  + . 1 0 5 b  RET .CONC -  . 1 3 0 c  OWN LAB
( 2 . 2 5 )  ( . 0 5 2 )  ( . 0 7 6 )  N *  24

Rsq -  . 1 9 c  
a d j  Rsq = . 1 2

N o t e :  F i g u r e s  i n  b r a c k e t s  a r e  t h e  s t a n d a r d  e r r o r s  o f  t h e
p a r a m e t e r  e s t i m a t e s ,  a = s i g n i f i c a n t  a t  1%, b = 5*/ ,

c = 10%.

T h e r e  ' a r e  a n u m b e r  o f  i m p o r t a n t  a s p e c t s  t o  t h i s  r e s u l t .  

F i r s t ,  t h e  v a r i a b l e s  o f  m a n u f a c t u r e r  c o n c e n t r a t i o n  ( w h e t h e r  

u s i n g  t h e  H - i n d e x  o r  t h e  3 f i r m  c o n c e n t  r a t i o n  r a t i o )  and  

p r o d u c t  v a r i e t y  d i d  n o t  h a v e  a n y  s t a t i s t i c a l i y  s i g n i f i c a n t  

l i n e a r  r e l a t i o n s h i p  w i t h  t h e  a d v e r t i s i n g  — s a l e s  r a t i o .  

S e c o n d l y ,  t h e  r e s u l t  s u g g e s t s  t h a t  j o i n t l y  t h e  d e g r e e  o f  

r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n  do a t  l e a s t  

e x p l a i n  19% o f  t h e  f l u c t u a t i o n  i n  t h e  a d v e r t i s i n g  s a l e s  

r a t i o .  N o t  t o o  much e m p h a s i s  s h o u l d  be p u t  on t h e  e x t e n t  o f  

t h i s  o b s e r v a t i o n  h o w e v e r ,  a s  t h e  s i m p l e  c o r r e l a t i o n  m a t r i x  

show s a n e g a t i v e  c o r r e l a t i o n  o f  . 4  3 .̂ o s t w s s n  own I s h e j .
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p e n e t r a t i o n  avid r e t a i l  c o n c e n t  r a t  i  on .

I n t e r e s t i n g l y  t h e  v e r y  e v i d e n c e  o f  s u c h  m u l t i  -  

c o 11 i n e a r i t y  d e m o n s t r a t e s  t h e  e x i s t e n c e  o f  a  r e l a t i o n s h i p  

b e t w e e n  own l a b e l s  and  r e t a i l  c o n c e n t  r a t i o n  t h a t  t h o u q h  

i n t u i t i v e l y  p l a u s i b l e  h a s  u n t i l  now b e e n  r e j e c t e d  i n  t h e  

l i t e r a t u r e  on t h e  s u b j e c t  ( e . g .  Cook and  S c h u t t e  ( 1 9 6 7 ) ) .  T h e  

e v i d e n c e  f o r  t h i s  r e l a t i o n s h i p  i s  d i s c u s s e d  i n  a p p e n d i x  B.

A n o t h e r  i n t e r e s t i n g  f i n d i n g  o f  t h e  1 9 7 0  t e s t s  on t h e  

a d v e r t i s i n g  s a l e s  r a t i o ,  w h i c h  i s  a g a i n  s u b s i d i a r y  t o  t h e  

m a i n  o b j e c t i v e  o f  t h e  t e s t s ,  i s  t h e  l a c k  o f  e v i d e n c e  f o r  t h e  

q u a d r a t i c  r e l a t i o n s h i p  b e t w e e n  m a n u f a c t u r e r  c o n c e n t  r a t i o n  and  

a d v e r t i s i n g  i n t e n s i t y  f o u n d  by C a b l e  ( 1 9 7 3 )  a n d  S u t t o n  

( 1 9 7 4 ) .  T e s t s  f o r  a  q u a d r a t i c  u s i n g  b o t h  t h e  t h r e e  f i r m  

c o n c e n t  r a t i o n  r a t i o  and t h e  H I n d e x  show ed no e v i d e n c e  o f  

s u c h  a r e l a t i o n s h i p .

TABLE 7 . 9 s  A D V E R T IS I N G  I N T E N S I T Y  1 9 7 0 :  TESTS FOR A QUADRATIC  
R E L A T IO N S H IP  BETWEEN MANUFACTURER CONCENTRATION  
AMD THE A D V E R T IS IN G  SALES RATIO.,

( 1 )  A / S  =  1 . 6 8  -  . 0 1 0  CR3 + . 0 0 0 4  CR3 s q u a r e d .
( 1 2 . 6 )  ( . 3 6 4 )  ( . 0 0 2 5 )  N = 2 3

R sq = . 0 5
a d j .  R sq = . 0 5

( 2 )  A / S  =  . 5 4 5  + 3 2 . 7 8  H I n d e x  -  4 9 . 7 7  H I n d e x  s q u a r e d .
( 4 . 0 7 )  ( 2 5 . 7 1 )  ( 3 7 . 9 2 )  N = 2 3

R sq =  . OS
a d j .  R sq = . 0 0

F o r  t h e  l o g  l i n e a r  t e s t s  on t h e  1 9 7 0  s a m p l e  t h e  v a r i a b l e s  

o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n ,  r e t a i l  c o n c e n t  r a t i o n  , own 

l a b e l  p e n e t r a t i o n ,  s a l e s  and p r o d u c t  v a r i e t y  a l l  p r o v e  t o  

h a v e  some s i g n i f i c a n c e  a s  t a b l e  7 . 1 0 .  shows.
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TABLE 7 . 1 0 5  ADVERTISING IN T E N S IT Y  1370  -  LOG L INEAR RESULTS.

CONS SALES

( 1 )  1 . 0 4 a  3 S 3 c
( . 3 4 5 )  ( . 1 9 0 )

CR3 PV RET OWN Rsq a d j R  N

/  /  /  /  . 1 4 c  . 10 2 4

( 2 )  - 2 .  S 4 c  /  
( 1 .  6 5 )

( 3 )  1 . 1 6 a  /
( .  3 4 9 )

( 4 )  - 1 . 0 1 c  /
( . 5 8 9 )

( 5 )  . 3 8 6 b  /
( .  1 9 2 )

( 6 )  - 2 . 12b  /
( . 8 0 4 )

( 7 )  - 4 . 4 1 a  /
( 1 .  5 6 )

( 8 )  - 5 . 0 3 a  /
( 1 .  5 3 )

( 9 )  - 3 . 4 6 b  /
( .  1 8 8 )

( 1 0 ) —3 . 6 3 b  - . 2 6 1  
( 1 . 6 3 )  ( . 1 8 8 )

( 1 1 ) - 4 .  19 - .  2 6 9
( 1 . 5 8 )  ( . 1 7 8 )

1 . 6 9 c
( . 8 5 6 )

/

/

- . 3 9 7 c  
( . 1 9 1 )

/ /

/

( 1 2 ) - 3 . 2 9
( 2 .  5 0 )

/

/

1. 7 5 b  
( .  7 5 3 )

1. 5 6 b
( .  7 2 1 )

)

2 .  4 3 c  
(■ 8 c>2 )

1. 7 3 b  
( . 7 3 6 )

1. 5 4 b  
( . 6 9 6 )

2 .  5 2 b  
( . 9 6 4 )

. 8 8 5 b  
( . 3 6 5 )

/

1.  8 0 a  
( . 5 6 8 )

. 9 0 9 a  
( .  3 3 9 )

1. 7 2 a  
( . 5 2 1 )

  ■-« cr y

( .  1 7 0 )

. 0 3 6  
( .  1 3 9 )

- . 4 8 4 b

/

- . 4 2 7 b  
( . 2 1 4 )

— • 4  7  0 
( .  1 8 8 )

/

/

. 7 3 9 b  
( . 3 5 4 )

1 . 5 3 a  - . 4 3 9 b  
( . 5 1 9 )  ( . 2 0 7 )

- . 1 9 9  - . 4 4 3
( . 2 0 3 )  ( . 8 2 2 )

/

( 1 3 ) —4 . 4 3 c  /
( 2 . 2 9 )

K e y  s CONS 
MANUF 
PV 
RET 
OWN 
SALES  
N
( a d j )  R

N o t e :  f i g u r e s
s y m b o I s  

t e s t s : 
a = 
b = 
c =

2 . 4 1 b  - . 1 9 4  . 6 3 0  - . 4 7 1 c  
( . 8 5 5 )  ( . 1 8 0 )  ( . 9 1 4 )  ( . 2 4 3 )

. 1 6 c  

. 2 4 c  

.21b  

. 0 0  

a ^\J  O

. 3 8 a  

. 4 8  b 

. 6 6 a  

, 4 4 b  

5 5 a  

5 4 b  

6 7 b

. 12

. 18

. 18

2 8

4 0

5 6

4 4

4 0

16

24

14

14

14

= I n t e r c e p t .
= M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t i o n  R a t i o .  
-  P r o d u c t  V a r i e t y .
= R e t a i l  Co n c e n t  r a t  i  on.
= Own L a b e l  P e n e t r a t i o n .
= S a l e s  ( £ m ) .
= S a m p l e  S i z e ,  

sq = ( a d j u s t e d )  R s q u a r e d .

i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
a r e  u sed  t o  i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F

s i g n i f i c a n t  a t  99'/- l e v e l ,  
s i q n i f i c a n t  a t  95% l e v e l ,  
s i a n i f i c a n t  a t  90% l e v e l .
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R e t a i l  c o n c e n t  r a t i o n  w o u l d  a p p e a r  t o  h a v e  a s i g n i f i c a n t  

p o s i t i v e  l o g  l i n e a r  r e l a t i o n s h i p  w i t h  t h e  a d v e r t i s i n g  s a l e s  

r a t i o .  T h i s  i s  d e m o n s t r a t e d  w hen  r e t a i l  c o n c e n t  r a t i o n  i s  t h e  

s o l e  e x p l a n a t o r y  v a r i a b l e  ( e q u a t i o n  4 , t a b l e  7 . 1 0 )  a n d  when  i t  

i s  i n c l u d e d  w i t h  m a n u f a c t u r e r  c o n c e n t  r a t i o n  a n d  own l a b e l  

p e n e t r a t i o n  j o i n t l y  and  s e v e r a l l y  ( e q u a t i o n s  6 ,  7  a nd  S ) .

S u c h  a  r e l a t i o n s h i p  s u g g e s t s  t h a t  m a n u f a c t u r e r s  i n c r e a s e  

a d v e r t i s i n g  a s  r e t a i l  c o n c e n t  r a t i o n  r i s e s  b u t  t h a t  a s  r e t a i l  

c o n c e n t  r a t i o n  r e a c h e s  h i g h  l e v e l s  t h e  r a t e  o f  i n c r e a s e  

d e c l i n e s .

M a n u f a c t u r e r  c o n c e n t  r a t i o n  h a s  a s i m i l a r  r e l a t i o n s h i p  

w i t h  t h e  a d v e r t i s i n g  s a l e s  r a t i o  a l t h o u g h  w i t h  n o t  q u i t e  as  

h i g h  a l e v e l  o f  s i g n i f i c a n c e  a s  t h e  r e t a i l  c o n c e n t  r a t i o n  

v a r i a b l e  ( e q u a t i o n s  1, 6 and 7 ) .

Own l a b e l  p e n e t r a t i o n  a l s o  h a s  a s i g n i f i c a n t  i m p a c t  on  

t h e  a d v e r t i s i n g  s a l e s  r a t i o  a l t h o u g h  a s  was p r e d i c t e d  t h i s  i s  

n e g a t i v e ,  i . e .  t h e  g r e a t e r  t h e  d e g r e e  o f  own l a b e l  

p e n e t r a t i o n  t h e  l e s s  t h e  a d v e r t i s i n g  i n t e n s i t y .  One o f  t h e  

p r o b l e m s  o f  m e a s u r i n g  i t s  s i g n i f i c a n c e  i s  h o w e v e r  i t s  s t r o n g  

( p o s i t i v e )  c o r r e l a t i o n  w i t h  r e t a i l  c o n c e n t  r a t i o n  f o r  w h i c h  

t h e  s i m p l e  c o r r e l a t i o n  c o e f f i c i e n t  i s  . 5 2 7 .

T h e  s i z e  o f  t h e  m a r k e t  ( s a l e s )  h a s  a s i g n i f i c a n t  p o s i t i v e  

r e l a t i o n s h i p  w i t h  a d v e r t i s i n g  i n t e n s i t y  when i t  i s  t h e  o n l y  

e x p l a n a t o r y  v a r i a b l e .  T h i s  r a t h e r  weak  r e l a t i o n s h i p  h o w e v e r  

d i s a p p e a r s  c o m p l e t e l y  when t h e  o t h e r  e x p l a n a t o r y  v a r i a b l e s  

a r e  i n c l u d e d .

B e f o r e  e x a m i n i n g  t h e  1981  s a m p l e  i t  was w o r t h w h i l e  

s u m m a r i z i n g  t h e  f i n d i n g s  o f  t h e  e m p i r i c a l  a n a l y s i s  on t h e  

1 9 7 0  s a m p l e .  T h e  m a in  f i n d i n g  o f  t h e  a n a l y s i s  i s  t h a t  t h e  

r e t a i l  v a r i a b l e s  o f  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  s h a r e



h a v e  a s t a t i s t i c a l l y  s i g n i f i c a n t  c o r r e l a t i o n  w i t h  t h e  

i n t e n s i t y  o f  m a n u f a c t u r e r  a d v e r t i s i n g .  T h i s  r e —e n f o r c e s  t h e  

t h e o r e t i c a l  and a p r i o r i  p r e d i c t i o n s  d i s c u s s e d  i n  c h a p t e r s  

t w o  a n d  f i v e  t h a t  r e t a i l  s t r u c t u r e  i s  a n  i m p o r t a n t  f e a t u r e  i n  

d e t e r m i n i n g  m a n u f a c t u r e r  b e h a v i o u r  i n  g e n e r a l  and  a d v e r t i s i n g  

i n t e n s i t y  i n  p a r t i c u l a r .  S u c h  a c o n c l u s i o n  i s  o f  i m p o r t a n c e  

f o r  f u t u r e  e c o n o m i c  s t u d i e s  a t t e m p t i n g  t o  d e r i v e  a s t r u c t u r a l  

m o d e l  o f  t h e  d e t e r m i n a n t s  o f  a d v e r t i s i n g .  As w as  e m p h a s i z e d  

i n  t h e  i n t r o d u c t i o n  and  i n  c h a p t e r  f i v e  i t  i s  i m p o r t a n t  t o  

r e m e m b e r  t h a t  t h e  s p e c i f i c a t i o n  o f  t h e  m o d e l  i s  l i k e l y  t o  be  

u n i q u e  t o  t h e  a r e a  o f  c o n v e n i e n c e  g o o d s  i n  w h i c h  t h e  c o n s u m e r  

b u y i n g  p r o c e s s  and p r o m o t i o n a l  mix. a r e  s t a n d a r d i  z e d .  T h e  1 9 7 0  

s a m p l e  p r o v i d e s  e v i d e n c e  f o r  b o t h  a l i n e a r  a n d  a. l o g a r i t h m i c  

r e l a t i o n s h i p  b e t w e e n  t h e  r e t a i l  v a r i a b l e s  an d  t h e  

m a n u f a c t u r e r  a d v e r t i s i n g  s a l e s  r a t i o  a l t h o u g h  i t  i s  t h e  

l o g a r i t h m i c  f o r m  t h a t  p r o v i d e s  a s u b s t a n t i a l l y  h i g h e r  d e g r e e  

o f  e x p l a n a t i o n .

T h e  1 9 7 0  r e s u l t s  a s  w e l l  a s  p r o v i d i n g  e v i d e n c e  f o r  t h e  

n e e d  t o  i n c l u d e  r e t a i l  v a r i a b l e s  i n  m o d e l s  o f  m a n u f a c t u r e r  

b e h a v i o u r  a l s o  t h r o w s  f u r t h e r  l i g h t  on v a r i a b l e s  

t r a d i t i o n a l l y  u se d  t o  " e x p l a i n "  t h e  i n t e n s i t y  o f  m a n u f a c t u r e r  

a d v e r t i s i n g .  M a n u f a c t u r e r  c o n c e n t  r a t  i o n  was f o u n d  t o  h a v e  a  

p o s i t i v e  l o g  l i n e a r  r e l a t i o n s h i p  w i t h  t h e  d e g r e e  o f  

a d v e r t i s i n g .  T e s t s  f o r  b o t h  a l i n e a r  and  a q u a d r a t i c

r e l a t i o n s h i p  h o w e v e r  w e r e  n e g a t i v e .  T h i s  c o n t r a s t s  t o  t  hie 

e v i d e n c e  f o r  a l i n e a r  r e l a t i o n s h i p  p r o v i d e d  by a u t h o r s  s u c h  

a s  O r n s t e i n  ( 1 9 7 S )  and B r u s h  ( 1 9 7 6 )  and  t o  t h e  e v i d e n c e  o f  an  

i  n v e  r t  ed 11U 11 s .  p . Cab 1 e ( 1 9 7  ) , S u t  t o n  ( 1 9 / 4 )  a n d  U r  i  ( 1 9 3  / )  .

T h e  i n n o v a t i v e  m e a s u r e  o f  p r o d u c t  v a r i e t y  i s  f o u n d ,  

c o n t r a r y  t o  ex  p e c t  a t  .i o n s ,  t o  h a v e  no i m p a c t  on t h e  l e v e l  o r
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d e g r e e  o f  a d v e r t i s i n g  f o r  t h e  1 9 7 0  s a m p l e .

7 . 3 . 2 .  THE I N T E N S I T Y  OF A D V E R T I S IN G  AT MARKET LEVEL 1 9 3 1 .

T h e  r e s u l t s  o f  b o t h  l i n e a r  a n d  n o n —l i n e a r  t e s t s  on t h e  

1 9 8 1  s a m p l e  p r o v i d e  an  i n t e r e s t i n g  c o n t r a s t  t o  t h e  e a r l i e r  

t i m e  p e r i o d .

I n  t h e  t e s t s  f o r  l i n e a r  r e l a t i o n s h i p s  a s  w i t h  t h e  1 9 7 0  

s a m p l e  m e a s u r e s  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  and  p r o d u c t  

v a r i e t y  a r e  n o t  s i g n i f i c a n t .  C o n t r a r y  t o  t h e  e a r l i e r  s a m p l e  

h o w e v e r  r e t a i l  c o n c e n t  r a t i o n  i s  n o t  s i g n i f i c a n t  e i t h e r .  T h e  

o n e  v a r i a b l e  t h a t  d o e s  h a v e  a s i g n i f i c a n t  i m p a c t  i s  t h e  

m a r k e t  s h a r e  o f  own l a b e l .

TABLE 7 . 1 1 .  A D V E R T IS IN G  I N T E N S I T Y  1981  -  L IN E A R  REGRESSION.

A / S  =  5 . 4 9 a  - . 1 1 4 c  OWN LAB. N = 2 6
( 1 . 2 3 )  ( . 0 6 0 )  R sq = . 13c

G i v e n  t h a t  own l a b e l s  w e r e  f o u n d  t o  h a v e  a n e g a t i v e  

l i n e a r  a s s o c i a t i o n  w i t h  a d v e r t i s i n g  i n t e n s i t y  i n  t h e  e a r l y  

s a m p l e  ( a l b e i t  when  i n c l u d e d  w i t h  t h e  r e t a i l  c o n c e n t  r a t i o n  

v a r i a b l e )  t h i s  f i n d i n g  i s  i m p o r t a n t .  F o r  a l t h o u g h  own l a b e l  

s h a r e  i s  " o n l y "  s i g n i f i c a n t  a t  t h e  90% l e v e l ,  i t  i s  e v i d e n c e  

t h a t  t h i s  r e t a i l  v a r i a b l e  d o e s  h a v e  a s i g n i f i c a n t  i m p a c t  on 

m a n u f a c t u r e r  a d v e r t i s i n g  i n t e n s i t y .  F u r t h e r m o r e  t h e  

" t r a d  i t i o n a l " v a r i a b l e  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  i s  f o u n d  

t o  h a v e  no r e l a t i o n s h i p  f o r  t h e  l a t t e r  t i m e  p e r i o d  e i t h e r  i n  

t h e  f o r m  o f  a t h r e e  f i r m  r a t i o  o r  a H I n d e x  m e a s u r e .  T e s t s  

f o r  a  q u a d r a t i c  r e l a t i o n s h i p  b e t w e e n  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  and t h e  a d v e r t i s i n g  s a l e s  r a t i o  a l s o  r e s u l t  i n  

no e v i d e n c e  o f  a r e l a t i o n s h i p  ( t a b l e  7 . 1 2 ) .
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TABLE 7 . 12 i ADVERTISING IN T E N S IT Y  1 9 3 1 :  TESTS FOR A QUADRATIC
R E L A T IO N S H IP  BETWEEN MANUFACTURER CONCENTRATION 
AND THE A D V E R T I S I N G  SALES R A T IO .

( 1 )  A / S —4 . 4 6  +  . 2 0 2  CR3
( 1 7 . 3 8 )  ( . 4 5 3 )

. 0 0 1  CRo S q u a r e d .  
( . 0 0 3 )

N =  2 4  
R sq = . 0 1  

a d j .  R sq = - . 0 3

( 2 )  A / S  = 2 6 . 2 2  -  1 2 5 c  H—I n d e x  + 1 6 6 c  H—I n d e x  s q u a r e d .
( 1 1 . 3 3 )  ( 6 7 )  ( 9 6 )

N = 2 4  
R sq = . 1 8  

a d j .  R sq =  . 1 0

T h e  a b s e n c e  o f  a  q u a d r a t i c  r e l a t i o n s h i p  b e t w e e n

m a n u f a c t u r e r  c o n c e n t  r a t i o n  and t h e  a d v e r t i s i n g  s a l e s  r a t i o

f o r  t h i s  t i m e  p e r i o d  and t h e  p r e v i o u s  one  m ust  t h r o u g h  d o u b t

on how r o b u s t  - t h e  f i n d i n g s  o f  C a b l e  ( 1 9 7 3 )  a n d  S u t t o n  ( 1 9 7 4 )  

a r e  t h r o u g  h t  i  me.

W h e t h e r  t h e  l a c k  o f  s i g n i f i c a n c e  o f  m a n u f a c t u r e r

c o n c e n t  r a t i o n  i s  t h e  r e s u l t  o f  t h e  c h a n g i n g  r e t a i l

e n v i r o n m e n t  i s  n o t  d e m o n s t r a t e d  by t h e  r e s u l t s .  T h e  o n l y

e m p i r i c a l  i n d i c a t o r  i s  t h a t  m a n u f a c t u r e r  c o n c e n t  r a t i o n  i s  n o t  

s i g n i f i c a n t  f o r  t h e  l a t t e r  s a m p l e  when i n c l u d e d  w i t h  t h e  

r e t a i l  m e a s u r e s  o f  r e t a i l  c o n c e n t  r a t i o n  and  own l a b e l  

p e n e t r a t i o n  o r  when  i t  i s  t h e  s o l e  i n d e p e n d e n t  v a r i a b l e .

F a r  t h e  1 981  s a m p l e  l o g  ‘l i n e a r  t e s t s  do n o t  r e p e a t  t h e  

r e s u l t s  o f  t h e  e a r l i e r  t i m e  p e r i o d  and n o n e  o f  t h e  v a r i a b l e s  

p r o v e  a  s a t i s f a c t o r y  e x p l a n a t i o n  o f  t h e  a d v e r t i s i n g  -  s a l e s  

r a t i o .  T h e  f a c t  t h a t  r e s u l t s  f o r  t h e  s e c o n d  t i m e  p e r i o d  do 

n o t  m a t c h  t h o s e  o f  t h e  f i r s t  p e r i o d  d o e s  n o t  i n v a l i d a t e  t h e  

f i r s t  s e t  o f  r e s u l t s  b u t  i t  d o e s  s u g g e s t  t h a t  t h e  m o d e l ,  a s  

i t  s t a n d s ,  c a n n o t  be used  f o r  t h e  s e c o n d  t i m e  p e r i o d .  I t  may 

be t h a t  some d o r m a n t  v a r i a b l e  comes  i n t o  p l a y  f o r  t h e  s e c o n d  

p e r i o d  t h a t  i s  m i s s i n g  f r o m  t h e  m o d e l ,  e . g .  i n f l a t i o n ,  o r  i t



may be t h a t  i n d i v i d u a l  m a r k e t s  h a v e  becom e m o r e  p r o n e  t o

i n d i v i d u a l  f o r c e s .

7 . 3 . 3 .  CHANGES I N  THE I N T E N S I T Y  OF A D V E R T I S I N G  AT MARKET LEVEL  
1 9 7 0  -  1 9 8 1 .

As w e l l  a s  c r o s s  -  s e c t i o n  a n a l y s i s  o f  t h e  t w o  s a m p l e s  i t  

i s  i m p o r t a n t  ( e s p e c i a l l y  g i v e n  t h e  d i f f e r i n g  r e s u l t s )  t o

a n a l y s e  t h e  c h a n g e  b e t w e n  1 9 7 0  a n d  1 9 8 1 .

T h e  o n l y  tw o  v a r i a b l e s  t h a t  a r e  s i g n i f i c a n t  i n  l i n e a r

t e s t s  on c h a n g e s  i n  t h e  a d v e r t i s i n g  s a l e s  r a t i o  a r e  c h a n g e s  

i n  p r o d u c t  v a r i e t y  and c h a n g e s  i n  m a r k e t  s i z e .  T h e s e  a r e  n o t  

s i g n i f i c a n t  on t h e i r  own b u t  a r e  c o m p l i m e n t a r y  v a r i a b l e s  t h a t  

p r o v i d e  a f a i r  d e g r e e  o f  e x p l a n a t i o n  when  i n c l u d e d  t o g e t h e r  

( e q u a t i o n  1, t a b l e  7 . 1 3 ) .

TABLE 7 . 1 3 .  CHANGES IN  A D V E R T IS IN G  I N T E N S I T Y  1 9 7 0  -  1 9 8 1 .  L IN E A R  
REGRESSIONS.

CH. CH. CH. CH. CH.
CONS SALES CR3 PV RET OWN Rsq a d j R  N

( 1 )  - 2 8 .  3  - . 3 9 5 b  /' . 5 1 9 b  /  /  . 4 8 b  . 3 6  14
( 1 8 . 4 )  ( . 1 3 1 )  ( . 1 9 2 )

( 2 )  2 4 . 8 3  - . 1 3 6  /  /  /  /  . 0 7  . 0 2  2 4
( 1 6 . 5 0 )  ( 2 4 . 8 8 )

( 3 )  - 2 . 2 2  /  /  . 0 2 5  /  /  . 0 0  - . 0 8  14
( 2 1 . 0 )  ( . 1 3 1 )

I n  a s i m i l a r  f a s h i o n  r e g r e s s i o n s  on t h e  l o g  f o r m s  y i e l d  

s i g n i f i c a n c e  when  t h e  c h a n g e  i n  s a l e s  i s  i n c l u d e d  w i t h  t h e  

c h a n c e  i n  p r o d u c t  v a r i e t y  ( t a b l e  7 . 1 3 ,  e q u a t i o n  1 ) .

An i n t e r e s t i n g  f e a t u r e  o f  b o t h  s e t s  o f  r e s u l t s  i s  t h a t  

t h e  a p p a r e n t  r e l a t i o n s h i p  b e t w e e n  s a l e s  and  a d v e r t i s i n g  

i n t e n s i t y  ( t h e  a d v e r t i s i n g  s a l e s  r a t i o )  i s  n e g a t i v e .  T h e  

e x p l a n a t i o n  f o r  t h i s  l i e s  i n  t h e  f a c t  t h a t  t h e  a d v e r t i s i n g
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s a l e s  r a t i o  i s  t h e  d e p e n d e n t  v a r i a b l e  a n d  s a l e s  i s  a n  

i n d e p e n d e n t  v a r i a b l e .  W h i l s t  i t  i s  o f t e n  s t a t e d  i n  t h e  

e c o n o m e t r i c  l i t e r a t u r e  ( e . g .  Kuh and M e y e r  1 9 5 5 )  t h a t  u s i n g  a 

r a t i o  f o r  t h e  d e p e n d e n t  v a r i a b l e  w h i c h  i n c l u d e s  an  

i n d e p e n d e n t  v a r i a b l e  a s  a  c o m p o n e n t  w i l l  n o t  c a u s e  s p u r i o u s  

c o r r e l a t i o n  i f  t h e  o r i g i n a l  h y p o t h e s i s  i s  f o r m u l a t e d  i n  ter iYis  

o f  a  r a t i o ,  t h e  c o r r e l a t i o n  i n  t h i s  c a s e  h i g h l i g h t s  t h e  

d a n g e r  o f  t h i s  " w o r k i n g  r u l e " .  F o r  t h e  a p r i o r i  h y p o t h e s e s  

( c h a p t e r  t h r e e )  d e r i v e d  f r o m  t h e  m a r k e t  l i f e  c y c l e  l i t e r a t u r e  

s u g g e s t e d  t h a t  b o t h  t h e  a d v e r t i s i n g  s a l e s  r a t i o  a n d  t h e  l e v e l  

o f  a d v e r t i s i n g  w o u l d  be a f f e c t e d  by t h e  c h a n g e s  i n  s a l e s .  T h e  

t e s t s  on t h e  c h a n g e s  i n  t h e  l e v e l  o f  a d v e r t i s i n g  ( s e c t i o n

7 . 2 . 3 . )  h o w e v e r  f o u n d  c h a n g e s  i n  s a l e s  t o  h a v e  no e f f e c t  on 

a d v e r t i s i n g .  T h i s  s u g g e s t s  t h a t  t h e  n e g a t i v e  r s l a t i a n s h i o  

f o u n d  i n  t h i s  c a s e  may s i m p l y  r e f l e c t  t h e  i n d e p e n d e n c y  o f  

a d v e r t i s i n g  and s a l e s .

TABLE 7 . 1 4 .  CHANGES IN  A D V E R T I S IN G  I N T E N S I T Y  1 9 7 0  -  1 9 8 1 .
LOG L IN E A R  REGRESSIONS.

CONS
CH.

SALES
CH.
CR3

CH.
PV

CH.
RET

CH.
OWN Rsq a d j  R N

( 1 ) 2 .  9 0  
( . 5 0 8 )

- . 4 5 5 c  
( .  2 5 2 )

/ / / / . 1 3 c . 0 9 2 4

( 2 ) 1.  18  
( . 7 9 8 )

/ / . 3 2 7  
( . 3 5 8 )

/ / . 0 7 . 01 14

( 3 ) 1.  5 4 b  
( . 6 5 3 )

- 1 .  0 1 b  
( .  3 6 4 )

/ 1. 10b  
( . 4 0 0 )

/ / . 4 5 b . 3 5 14

I n  s u m m ary  t h e  a n a l y s i s  o f  c h a n g e s  i n  a d v e r t i s i n g  l e v e l s  

and  i n t e n s i t i e s  s u g g e s t  t h a t ,  o f  t h e  v a r i a b l e s  t e s t e d ,  o n l y  

c h a n g e s  i n  p r o d u c t  v a r i e t y  t h a t  a  s i g n i f i c a n t  a n d  p o s i t i v e  

e f f e c t .  A c h a n g e  i n  p r o d u c t  v a r i e t y  t h u s  r e s u l t s  i n  a
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p r o p o r t i o n a t e  c h a n g e  i n  a d v e r t i s i n g .  D e s p i t e  t h e  s t r o n g  a 

p r i o r i  r e a s o n i n g  t h e  m e a s u r e s  o f  r e t a i l  c o n c e n t  r a t i o n  a n d  own 

l a b e l  p e n e t r a t i o n  w e r e  f o u n d  t o  h a v e  a s i g n i f i c a n t  

c o r r e l a t i o n  w i t h  t h e  c h a n g e  i n  a d v e r t i s i n g  a c r o s s  t h e  tw o  

t i m e  p e r i o d s .  W h e t h e r  t h i s  i s  b e c a u s e  o f  t h e  p o o r  q u a l i t y  o f  

m e a s u r e m e n t , c o n f l i c t i n g  f o r c e s  w i t h i n  t h e  m e a s u r e s  o f  r e t a i l  

c h a n g e  o r  b e c a u s e  r e t a i l  c h a n g e  h a s  no e f f e c t  c a n  o n l y  be  

r e s o l v e d  b y  f u r t h e r  r e s e a r c h .

7 . 4 .  F IR M  LEVEL A N A L Y S IS .

As w e l l  a s  e x a m i n i n g  t h e  b r o a d  e f f e c t s  o f  r e t a i l  

c o n c e n t  r a t i o n  and own l a b e l  a t  m a r k e t  l e v e l  i t  i s  w o r t h w h i l e  

e x p l o r i n g  t h e  p o s s i b i l i t y  o f  d i f f e r i n g  e f f e c t s  on 

l Y i a n u f a c t u r e r s  o f  d i f f e r i n g  m a r k e t  p o s i t i o n s .  S u c h  a n a l y s i s  

a c r o s s  so many m a r k e t s  m us t  be r e g a r d e d  a s  t e n t a t i v e  b u t  s u c h  

a n  a p p r o a c h  may y i e l d  c o n c l u s i o n s  o f  m o r e  g e n e r a l i t y -  

r e g a r d i n g  own l a b e l  m a r k e t  s h a r e  and r e t a i l  c o n c e n t  r a t i o n  

t h a n  a c a s e  s t u d y  a p p r o a c h  o f  i n d i v i d u a l  m a r k e t s .

One s o u r c e  o f  p o t e n t i a l  b i a s  i n  t h e  s a m p l e  i s  t h a t  f i r m  

d a t a  a r e  o n l y  a v a i l a b l e  f o r  f i r m s  w i t h  a t  l e a s t  one  p e r c e n t  

o f  m a r k e t  s h a r e  by v a l u e .

7 . 5 . 1 .  THE LEVEL OF A D V E R T IS IN G  AT THE F IR M  LEVEL 1 9 7 0 .

T h e  c o r r e l a t i o n  b e t w e e n  s a l e s  and a d v e r t i s i n g  t h a t  was  

f o u n d  a t  m a r k e t  l e v e l  was f o u n d  t o  e x i s t  ad f i r m  l e v e l  a s  

w e l l .  I n  o t h e r  w o r d s  t h e  am o u n t  o f  a d v e r t i s i n g  u n d e r t a k e n  by 

a f i r m  was c o r r e l a t e d  t o  t h e  l e v e l  o f  i t s  s a l e s  ( t a b l e  7 . 1 5 ) .  

T h i s  o n c e  a q a i n  l e a v e s  an  u n a n s w e r e d  q u e s t i o n  a s  t o  t h e  

d i r e c t i o n  o f  c a u s a l i t y  and t h e  p o s s i b i l i t y  o f  s i m u l t a n e o u s  

b i a s  t h a t  a r i s e s  f r o m  i t .  T h o u g h  s u b j e c t  t o  t h e  p o s s i b i l i t y  

o f  b i a s  t h e  t e s t s  on t h e  l e v e l  o f  a d v e r t i s i n g  h i g h l i g h t  a
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n u m b e r  o f  i n t e r e s t i n g  r e l a t i o n s h i p s .  T h o u g h  s a l e s  h a s  a

s t r o n g  d e g r e e  o f  c o r r e l a t i o n  w i t h  t h e  l e v e l  o f  a d v e r t i s i n g  

t a b l e  7 . 1 5  a l s o  h i g h l i g h t s  how t h e  m a r k e t  l e v e l  o f  r e t a i l  

c o n c e n t  r a t i o n ,  t h e  m a r k e t  l e v e l  o f  own l a b e l  p e n e t r a t i o n  and  

t h e  r e l a t i v e  p o s i t i o n  i n  t h e  m a r k e t  h a v e  a s i g n i f i c a n t  e f f e c t  

on a  f i r m ’ s l e v e l  o f  a d v e r t i s i n g .

TABLE 7 .  1 5 . 1 9 7 0  F IR M  LEVEL A D V E R T IS IN G .

CONS SALES

( 1 )  5 7 3 4 7 9  . 0 0 3 7 a
( 1 0 3 0 8 7 )  ( . 0 0 0 7 )

( 2 )  S 2 4 0 5 5  . 0 0 3 7 a
( 3 5 2 7 5 6 )  ( . 0 0 0 7 )

( 3 )  9 3 2 2 0 0  . 0 0 3 2 a
( 1 5 5 9 2 5 )  ( . 0 0 0 7 )

RANK

/

/

R E T A IL  OWN N

/  /  6 0

- 1 0 9 6
( 7 3 0 2 )

/

/ 6 0

—2 l S l 2 a  So  
( 7 3 5 9 )

( 4 )  2 0 7 8 0 8 5 a  
( 4 2 3 3 4 )

( 5 )  1 7 6 8 2 3 6  
( 2 4 0 9 5 8 )

/  - 2 9 3 4 5 6 a  - 1 5 1 0 8 b  /
( 8 0 4 6 4 )  ( 7 4 6 2 )

6 0

/ - 2 6 0 9 9 3 a
( 8 0 4 6 4 )

<6)  7 5 1 3 8 7 b  . 0 0 3 4 a  /
( 3 3 3 3 8 4 )  ( . 0 0 0 7 )

/  - 2 8 0 9 8 a  SO
( 7 7 1 9 )

4 3 5 4  - 2 2 8 2 7 a  SO
( 7 0 8 4 )  ( 7 6 5 9 )

( 7 )  2 1 0 2 1 3 0 a  . /  - 2 7 2 3 0 6 a  - 7 8 3 5  - 2 5 3 2 9  6 0  
( 3 9 4 3 8 5 )  ( 8 1 0 5 9 )  ( 7 3 3 2 )  ( 8 1 3 3 )

( 8 )  1 4 1 8 4 8 0 a  . 0 0 2 9 a  - 2 0 2 4 1 2 a  /
( 2 2 7 1 9 1 )  ( . 0 0 0 7 )  ( 7 2 0 1 0 )

—21 tsO^a So  
( 6 9 5 0 )

( 9 )  1 2 9 9 4 0 6  . 0 0 3 2 a  - 2 1 2 3 7 9 a  - 4 6 6 9  /
( 4 1 8 8 8 1 )  ( . 0 0 0 7 )  ( 7 9 0 8 9 )  ( 7 0 6 0 )

6 0

R sq  

. 3 1 a

• u/1 a

. 4 0 a

. 2 0 a

. viUa

. 4 0 a

. 4 7 a  

. 3 9 a

a d j .  
R sq

. 3 0

. 2 8

. 3 8

. 17

. 2 8

3 7

2 8

4 4

K e y : CONS
SALES
RANK-
R E T A IL
OWN

I n t e r c e p t .
S a l a s  ( £ ) .
Rank by S a l e s .
R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t  
Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e s  F i q u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a  "=  s i g n i f i c a n t  a t  99-/. l e v e l ,
b =* s i g n i f i c a n t  a t  95% l e v e l ,
c  = s i g n i f i c a n t  a t  90% l e v e l .
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When i n c l u d e d  w i t h  t h e  a b s o l u t e  l e v e l  o f  s a l e s ,  w h i c h  i s  

t h e  d o m i n a n t  s t a t i s t i c a l  " e x p l a n a t i o n "  o f  a d v e r t i s i n g ,  b o t h  

own l a b e l  and s a l e s  r a n k  a r e  s i g n i f i c a n t  ( e q u a t i o n  3 ) .

Own . l a b e l  i s  t h e  d e g r e e  o f  own l a b e l  p e n e t r a t i p n  t h a t  a 

f i r m  f a c e s  i n  t h a t  p a r t i c u l a r  m a r k e t .  T h a t  t h i s  s h o u l d  h a v e  a  

n e g a t i v e  c o r r e l a t i o n  w i t h  a d v e r t i s i n g  o n c e  t h e  a b s o l u t e  l e v e l  

o f  s a l e s  a n d  t h e  s a l e s  r a n k  o f  a  m a n u f a c t u r e r  a r e  t a k e n  i n t o  

a c c o u n t  e m p h a s i z e s  t h e  i n f l u e n c e  o f  t h e  r e t a i l  e n v i r o n m e n t  on 

f i  rm s .

T h e  " n e g a t i v e "  c o r r e l a t i o n  b e t w e e n  s a l e s  r a n k  and

a d v e r t i s i n g  g i v e s  a s l i g h t l y  m i s l e a d i n g  i m p r e s s i o n  i n  t h a t  

n u m e r i c a l l y  t h e  o r d e r  o f  r a n k  i s  t h e  o p p o s i t e  t o  t h e  common 

pe r c e p  t  i o n  o f  n urn be r  be i ng t  he " h i  g h e s t 11. T h us t  he

r e l a t i o n s h i p  i s  a s  p r e d i c t e d  w i t h  t h e  l e a d i n g  f i r m s  (b y

s a l e s )  h a v i n g  t h e  h i g h e s t  a m o u n t  o f  a d v e r t i s i n g .

T h o u g h  s a l e s  r a n k  i s  f o u n d  t o  be c o r r e l a t e d  t o  t h e  l e v e l  

o f  a d v e r t i s i n g  i t  must  be r e m e m b e r e d  t h a t  t h e  h y p o t h e s e s  

d e r i v e d  i n  c h a p t e r  f i v e  w e r e  d e r i v e d  i n  t e r m s  o f  a  d i c h o t o m o u s  

c l a s s i f i c a t i o n  b e t w e e n  m a r k e t  l e a d e r s  and m a r k e t  f o l l o w e r s  

r a t h e r  t h a n  a c o n t i n u o u s  r e l a t i o n s h i p  m a r k i n g  t h e  " d e g r e e s "  

o f  l e a d e r s h i p .  F o r  t h i s  r e a s o n  t a b l e s  7 . 1 6  a n d  7 . 1 7  p r e s e n t  

t h e  r e s u l t s  o f  t e s t s  on t h e  tw o  d i f f e r e n t  g r o u p s .  M a r k e t  

l e a d e r s  a r e  d e f i n e d  a s  t h e  t o p  tw o  f i r m s  by s a l e s  i n  a m a r k e t  

w i t h  f o l l o w e r s  b e i n g  a l l  o t h e r  f i r m s  i n  t h e  s a m p l e .

T h e  r e a s o n i n q  f o r  t h i s  d i v i s i o n  c a n  be d e f e n d e d  on b o t h  

s t r u c t u r a l  and  b e h a v i o u r a l  g r o u n d s .

S t  r u c t  u r a l  .ly many o f  t h e  m a r k e t s  i n  t h e  s a m p l e  a r e  

c h a r a c t e r i z e d  by t h e  t o p  tw o  f i r m s  h a v i n g . c o n s i d e r a b l y  m o r e  

m a r k e t  s h a r e  t h a n  a n y  o f  t h e  o t h e r  f i r m s .

Some r e s e a r c h e r s  ( e . g .  H e n l y  C e n t r e  f o r  F o r e c a s t i n g  1 9 3 2 ,
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D a v i e s ,  G i l l i g a n  and S u t t o n  13SS)  h a v e  s u g g e s t e d  t h a t  d u r i n g  

t h e  p e r i o d  i n  q u e s t i o n  l a r g e  r e t a i l e r s  w e r e  o n l y  p r e p a r e d  t o  

s t o c k  t h e  l e a d i n g  tw o  b r a n d s  i n  a n y  M a r k e t .  I f  b r a n d s  a r e  

d e f i n e d  s t r i c t l y  a s  u n i q u e  p r o d u c t s  e . g .  H e i n s  t o m a t o  s o u p  o r  

A r i e l  w a s h i n g  p o w d e r ,  t h e n  a m o r e  a c c u r a t e  p h r a s i n g  o f  s u c h  

a n  o b s e r v a t i o n  i s  t h a t  l a r g e  r e t a i l e r s  w i t h  c o n s t r a i n t s  on 

s h e l f  s p a c e  and a d e s i r e  f o r  b a r g a i n i n g  p o w e r  t e n d e d  t o w a r d s  

d e a l i n g  w i t h  t h e  tw o  l a r g e s t  m a n u f a c t u r e r s  i n  a n y  m a r k e t .

T h e r e  a r e  tw o  i m p o r t a n t  f e a t u r e s  t o  t h e  r e s u l t s  o f  t h e  

d i v i s i o n  b e t w e e n  l e a d e r s  and f o l l o w e r s  ( t a b l e s  7 . 1 6  avid 

7 . 1 7 ) .

T h e  f i r s t  f e a t u r e  i s  t h a t  t h e  p o s i t i v e  r e l a t i o n s h i p  

b e t w e e n  a f i r m ’ s s a l e s  avid a f i r m ’ s a d v e r t i s i n g  i s  s t r o n g e r  

f o r  m a r k e t  f o l l o w e r s  c o m p a r e d  t o  m a r k e t  l e a d e r s .  T h i s  may 

o c c u r  f o r  a  n u m b e r  o f  r e a s o n s  i n c l u d i n g  t h e  p o s s i b i l i t y  t h a t  

m a r k e t  l e a d e r s  may f o l l o w  " o b j e c t i v e  and t a s k "  a d v e r t i s i n g  

m o r e  t h a n  f o l l o w e r s .

T h e  s e c o n d  f e a t u r e  o f  t h e  tw o  s u b - s a m p l e s  i s  t h e  

d i f f e r i n g  s i g n i f i c a n c e  o f  own l a b e l  p e n e t r a t i o n .  T h e  l e v e l  o f  

a d v e r t i s i n g  by m a r k e t  l e a d e r s  i s  f o u n d  t o  be s i g n i f i c a n t l y  

avid n e g a t i v e l y  c o r r e l a t e d  t o  t h e  l e v e l  o f  own l a b e l  

c o m p e t i t i o n  t h a t  t h e y  f a c e  ( t a b l e  7 .  16 ,  e q u a t i o n s  id, 3  avid 5)  .

A much w e a k e r  avid l e s s  s i g n i f i c a n t  r e l a t i o n s h i p  i s  h o w e v e r  

f o u n d  b e t w e e n  t h e  l e v e l  o f  a d v e r t i s i n g  by m a r k e t  f o l l o w e r s  

and  own l a b e l  p e n e t r a t i o n .  T h i s  i s  c o n s i s t e n t  w i t h  t h e  

h y p o t h e s i s  ivi c h a p t e r  f i v e  t h a t  " f o l l o w e r s  a r e  m o r e  l i k e i y  t o  

f o l l o w  d i f f e r e n t  s t r a t e g i e s  f r o m  l e a d e r s  i n  a v o i d i n g  t h e  

t h r e a t  o f  own l a b e l s .
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TABLE 7 . 15 . : THE LEVEL OF ADVERTIS ING OF MARKET LEADERS 1 9 7 0 .

CONS

,.(!> 9 2 5 7 0 1  
( 5 8 1 4 9 3 )

SALES  

(. 0 0 1 0 )

R E T A IL

- 2 9 8 6
( 1 1 S 2 5 )

OWN

/

ad  j .
N R sq R sq

>̂6 ■ j U f l  ■ js! S

( 2 )  1 2 5 7 4 9 8 a  
( 2 3 0 0 4 9 )

. 0 0 2 7 a  
( . 0 0 0 8 )

/ - 2 7 9 9 8 b
( 1 0 5 4 8 )

^ 6  ■ 4u 3 a J j 9

( 3 )  1 0 3 3 7 8 4  
( 5 3 6 3 5 3 )

. 0 0 2 9 a  
( . 0 0 0 9 )

5 1 5 1
( 1 1 1 2 4 )

- 2 9 4 1 8 b
( 1 1 1 0 8 )

3 6  • 4 3 d  a 3 8

( 4 )  1 8 8 8 1 5 2 a
( 5 7 1 3 8 2 )

- 1 9 8 0 0
( 1 1 8 6 9 )

/ 0 8 0 5

( 5 )  1 5 6 7 3 7 7 a  
( 2 3 8 5 1 5 )

/ - 3 7 4 5 7 a
( 1 1 5 3 0 )

3 6 2 4 a 21

TiABLE 7 . 1 7 .  : THE LEVEL OF A D V E R T I S I N G  OF MARKET FOLLOWERS 1 9 7 0 .

CONS SALES R E T A IL  OWN
ad j .

N R sq R sq

( 1 )  - 1 7 9 5 1 1  . 0 3 5 9 a
( 2 6 0 7 7 2 )  ( . 0 0 7 4 )

5 4 2 1  /
( 5 1 1 2 )

2 4  . 5 5 a  . 5 1

( 2 )  1 8 1 3 0 2  . 0 2 9 6 a
( 1 3 6 6 9 1 )  ( . 0 0 7 )

/  - 5 0 5 2
( 5 5 9 5 )

2 4  . 5 4 a . 5 0

( 3 )  —8 9 4 1 5  . Ukiivj&a
( 2 7 7 4 6 9 )  ( . 0 0 7 8 )

( 4 )  6 1 9 8 2 1  /' 
( 2 8 6 5 7 7 )

( 5 )  5 4 7 6 2 0  /  
( 1 4 0 3 7 1 )

5 7 4 2  - 5 4 6 4
( 5 1 3 1 )  ( 5 6 7 3 )

- 6 8 8 5  /
( 6 2 9 8 )

/  - 1 4 1 9 2 c
( 7 0 0 0 )

2 4  . 5 7 a  . 5 1

:4 . o; . oo

2 4  . 1 6 c  . 1 2

K e y :  CONS = I n t e r c e p t .
SALES = S a l e s  ( £ )  .
R E T A I L  =  R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t ,
QUIN = Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a — s i q n i f i c a n t  a t  ‘J ’3% l e v e l ,
b =s s i g n i f i c a n t  a t  95% l e v e l ,
c  =  s i g n i f i c a n t  a t  9 u mA l e v e l .
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r u r t h e r m o r a  t h e  d i v i s i o n  o f  ” h e  1 3 7 0  5 a m □ 1 e  b e t w e s r ;  1 - a ^ s ' 3  

an d  f o l l o w e r s  h a s  no i n f l u e n c e  on t h e  a p p a r e n t  a b s e n c e  o f  a  2 

r e l a t i o n s h i p  b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  and a d v e r t i s i n g .  T h e  

l a c k  o f  s u c h  a r e l a t i o n s h i p  a t  f i r m  l e v e l  i s  s l i g h t l y  s u r p r i s i n g  

a l t h o u g h  i t  s h o u l d  be r e m e m b e r e d  as  was  e v i d e n t  i n  c h a p t e r  f i v e  

t h a t  t h e  e f f e c t s  o f  r e t a i l  c o n c e n t  r a t i o n  c a n  be e x p e c t e d  t o

c r e a t e  c o n f l i c t i n g  i n c e n t i v e s  i n  r e g a r d  t o  a d v e r t i s i n g .  T h u s  i t

m i ig h t  be r e a s o n a b l e  t o  i n f e r  f r o m  t h e  r e s u l t s  t h a t  r e t a i l  

c o n c e n t  r a t i o n  h a s  n o t  had a s i g n i f i c a n t  u n i - a i r e c t i a n a  1 e f f e c t  on 

• f irm'  a d v e r t i s i n g .

7 . 5 . 2 .  THE LEVEL OF ADVERT I  S' INS AT F IR M  LEVEL 1 9 8 1 .

T a b l e  7 . I E .  p r e s e n t s  t h e  r e s u l t s  o f  t e s t s  on t h e  

a d v e r t i s i n g  l e v e l s  o f  f i r m s  f o r  t h e  1931  s a m p l e  w h i c h  a r e  

b r o a d  l y  s  imii 1 a r  t o  t  h e  r e s u  I t s  an t h e  e a r l  i e  r  s a m p l e .

T h e  l e v e l  o f  s a l e s  I s  a g a i n  t h e  d o m i n a n t  e x p l a n a t o r y

v a r i a b l e  b u t  r a n k ,  t h e  d e g r e e  o f  r e t a i l  c o n c e n t  r a t i o n  and t h e

b e g  r e s  o f  owns l a b e l  p e n e t r a t i o n  a r e  a l l  s i g n i f i c a n t .

I n t e r e s t i n g l y  t h e  v a r i a b l e  o f  r e t a i l  c o n c e n t  r a t i o n  i s  

s i g n i f i c a n t  w h e n  i n c l u d e d  w i t h  s a l e s  r a n k  w h i c h  s u g g e s t s  t h a t  

t h e  t w o  a r ®  c o m p l i m e n t a r y  v a r i a b l e s .  T h e  n e g a t i v e  

r e l a f  1 o n s h i p  o f  r e t a i 1 c o n c e n t  r a t  i o n  i n  t  h e s e  c a s e s

C e p u a t i c m s  4 ,  7  a n d  95 s u g g e s t s  t t a f e  a s  r e t a i l  c o n c e n t  r a t i o n

I n c r e a s e ' ®  m a n u f a c t u r®  r  a d v e r t i s i n g ]  d e c r e a s e s .

T h e  f a c t  t h a t  b o t h  s a l e s  r a n k  a n d  r e t a i l  c o n c e n t  r a t  i o n

a r ®  c o r r e l a t e d  w i t h o u t  t h e  I r c l u i s i c m  o f  t h e  s a l e s  v a r i a b l e  

I n d i c a t e s  t h e  d o m i n a n c e  o f  t h e  iwa.rket; s t r u c t u r e  and i n  

p a r t i c u l a r  t h e  r e t a i l  m a r k e t  sbimerfcutre..
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TABLE 7 . 1 8 .  : 1981 FIRM LEVEL ADVERTIS IN G.

a d j ,
CONS SALES RANK R E T A I L  OWN N R sq R sq

( 1 )  1 7 9 0 9 9 1 a  . 0 0 8 a  /  /  /  8 6  . 3 7 a
( »l>i^22'.27) (■ 0 0 1 2 )

( 2 )  3 4 2 0 1 3 4 a  . 0 0 7 7 a  /  - 2 6 1 9 4  /  8 6  . 3 9 a  . 3 7
( 1 1 3 3 6 1 8 ) ( . 0 0 1 2 )  ( 1 7 8 0 9 )

(>;>) 2 9 0 2 8 8 ^ a  ■ 0 0 7 4 a  /  /  —62b5w»c 8 6  ■ 4 u a  . 3 8
( 6 8 1 6 9 1 )  ( . 0 0 1 2 )  ( 3 3 7 2 0 )

( 4 )  8 6 3 9 4 9 2 a  /  - 1 1 2 2 0 9 3 a  - 5 4 0 9 9 a  /  8 6  . 2 2 a  . 2 0
( 1 4 2 5 5 0 6 )  ( 2 8 8 8 6 3 )  ( 1 9 5 2 4 )

( 5 )  7 5 0 8 8 1 8 a  /  - 1 0 2 4 1 3 2 a  /  - 1 3 6 4 8 6 a  8 6  . 2 9 a  . 2 7
( 9 1 7 9 9 3 )  ( 2 3 2 9 2 5 )  ( 3 4 7 4 0 )

( 6 )  4 3 7 2 3 3 8 a  . 0 0 7 0 a  /  - 2 4 0 4 7  - 6 0 3 9 1 c  8 6  - 4 1 a  . 3 9
( 1 2 4 6 6 7 3 ) ( . 0 0 1 3 )  ( 1 7 6 2 3 )  ( 3 4 8 5 8 )

( 7 )  1 0 3 1 0 5 5 4 a  /  - 1 1 6 3 0 6 7 a  - 4 5 2 3 9 b  - 1 2 5 3 2 2 a  8 6  . 3 4 a  . 3 1
( 1 4 0 3 0 5 0 )  ( 2 6 9 2 2 3 )  ( 1 3 3 5 0 )  ( 3 5 2 3 1 )

( 8 )  5 1 9 9 8 4 2 a  , 0 0 6 4 a  - 7 5 6 6 7 2 a  /  - 7 6 9 4 8 b  8 6  . 4 8 a  . 4 6
( 8 9 0 3 6 1 )  ( . 0 0 1 1 )  ( 2 0 5 4 9 1 )  ( 3 1 6 6 5 )

( 9 ) 5 8 0 1 5 6 9 a  . 0 0 6 8 a  - 8 1 1 5 9 8 a  - 3 1 1 1 5 c  /  8 6  . 4 6 a  . 4 4
( 1 2 9 1 8 0 7 )  ( . 0 0 1 1 )  ( 2 4 7 9 4 8 )  ( 1 6 3 3 8 )

K e y :  CONS = I n t e r c e p t .
SALES = S a l e s  ( £ ) .
RANK = Rank by S a l e s .
R E T A I L  = R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t ,
OWN = Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a =  s i g n i f i c a n t  a t  9 9 /  l e v e l ,
b = s i g n i f i c a n t  a t  9 5 ' /  l e v e l ,
c  = s i g n i f i c a n t  a t  9 0 /  l e v e l .
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Own l a b e l  p e n e t r a t i o n  i s  show n t o  h a v e  a s i g n i f i c a n t  

n e g a t i v e  c o r r e l a t i o n  w i t h  m a n u f a c t u r e r  a d v e r t i s i n g  w h i c h  i s  

c o n s i s t e n t  w i t h  t h e  1 9 7 0  f i n d i n g s .  As w i t h  r e t a i l  

c o n c e n t  r a t i o n  t h e  s i g n i f i c a n c e  i n c r e a s e s  w i t h  s a l e s  r a n k  

( e q u a t i o n s  5 ,  7 and  Q c o m p a r e d  t o  e q u a t i o n  3 and  6 ) .

When t h e  s a m p l e  i s  s p l i t  b e t w e e n  m a r k e t  l e a d e r s  ( t a b l e  

7 . 1 9 )  a n d  m a r k e t  f o l l o w e r s  ( t a b l e  7 . 2 0 )  s a l e s  r e m a i n s  h i g h l y  

s i g n i f i c a n t  f o r  b o t h  s u b —s a m p l e s .

Own l a b e l  p e n e t r a t i o n  h o w e v e r  w h i l s t  h a v i n g  a n e g a t i v e  

a s s o c i a t i o n  w i t h  t h e  a d v e r t i s i n g  l e v e l  o f  m a r k e t  l e a d e r s  ha s  

a  much w e a k e r '  r e l a t i o n s h i p  w i t h  t h e  a d v e r t i s i n g  o f  m a r k e t  

f  o 1 1 o w e r s .

R e t a i l  c o n c e n t  r a t i o n  on t h e  o t h e r  hand d o e s  n o t  h a v e  an  

i m p a c t  on e i t h e r  m a r k e t  l e a d e r s  o r  f o l l o w e r s  w hen i n c l u d e d  

w i t h  s a l e s .  I t  d o e s  h o w e v e r  h a v e  a v e r y  weak  r e l a t i o n s h i p  on 

i t s  own w i t h  m a r k e t  l e a d e r  a d v e r t i s i n g .
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TABLE 7« 19. ; THE LEVEL OF ADVERTIS ING OF MARKET LEADERS 1 9 3 1 .

a d j .
CONS SALES R E T A IL OWN N R sq R sq

( 1 )  2 6 9 9 2 5 3 a  
( 5 1 5 3 9 3 )

. 0 0 7 0 a  
( .  0 0 1 4 )

/ / 4 5 . o 3 a 7"? « wIt

( 2 )  4 3 3 7 7 5 6 b  
( 1 6 4 3 5 8 2 )

. 0 0 6 6 a  
( .  0 0 1 4 )

—2 7 6 0 2
( 2 5 3 1 7 )

/ 4 5 . 4 0 a . 3 7

( 3 )  4 4 6 7 7 5 1 a  
( 1 0 5 6 8 9 8 )

. 0 0 6 0 a  
( .  0 0 1 4 )

/ - 9 6 0 1 5 c
( 5 0 5 2 7 )

4 5 . 4 3 a . 41

(4) . 5 8 0 9 1 1 0 a  
( 1 7 9 7 2 8 5 )

. 0 0 5 8 a  
( . 0 0 1 4 )

- 2 3 1 3 7
( 2 4 3 1 9 )

- 9 1 2 4 9 c  
( 5 2 1 9 4 )

4 5 . 4 4 a . 4 0

( 5 )  7 0 2 9 4 7 9 a  
( 1 8 9 2 9 1 2 )

/ - 5 5 0 0 8 c  
X oOjl! 1 )

/ 4 5 . 0 7 c . 0 5

( 6 )  6 6 3 0 9 7 3 a  
( 1 0 9 1 4 3 7 )

/ / - 1 7 4 4 4 7 a
( 5 5 7 5 8 )

4 5 . 1 9 a , .17

TABLE 7 . 2 0 .  : THE LEVEL OF A D V E R T IS IN G  OF MARK ET FOLLOWERS

CONS S A L t S R E T A IL OWN N R sq
ad j . 
R sq

( 1 )  6 5 2 8 5 6 c  
( 3 6 7 2 6 9 )

. 0 1 5 7  
( . 0 0 3 5 )

/ / 41 . 3 5 a

( 2 )  1 8 2 0 1 9 7  
( 1 4 5 9 9 1 4 )

. 0 1 4 5 a  
( . 0 0 4 0 )

“ 1 9 2 2 5
( 2 2 8 0 2 )

/ 3 6 a j 6 d «

( 3 )  9 4 7 2 4 3  
( 8 1 7 6 3 3 )

. 0 1 5 1 a  
( . 0 0 3 9 )

/ - 1 6 2 7 0  
( 4 0 2 6 1 )

41 . 3 5 a ■

( 4 )  2 2 5 1 1 3 4  
( 1 7 4 8 0 8 3 )

. 0 1 3 6 a  
( . 0 0 4 5 )

- 2 0 2 6 1  
( 2 3 1 8 7 )

- 1 9 9 5 9
( 4 3 2 5 8 )

3 6 > j 7 a ■ vj 1

( 5 )  4 2 9 6 5 4 7 a  
( 1 5 0 2 8 0 1 )

/ - 4 9 7 6 0
( 2 4 6 8 1 )

/ . l i e . 0 8

( 6 )  2 7 0 1 3 2 9  
( 7 9 4 6 7 8 )

/ / - 8 4 2 6 4 c
( 4 2 2 8 3 )

41 . 0 9 c . 0 7
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7 . 6 .  THE IN T E N S IT Y  OF ADVERTISING AT FIRM  LEVEL.

As w i t h  t h e  M a r k e t  w i d e  t e s t s ,  t e s t s  f o r  p o s s i b l e  

d e t e r m i n a n t s  o f  a d v e r t i s i n g  i n t e n s i t y  ( i . e .  t h e  a d v e r t i s i n g  

s a l e s  r a t i o )  w e r e  u n d e r t a k e n .

7 . 6 . 1 .  THE I N T E N S I T Y  OF A D V E R T I S IN G  AT F IR M  LEVEL 1 9 7 0 .

T a b l e  7 . 2 1 .  sh ow s how no l i n e a r  r e l a t i o n s h i p  e x i s t e d  

b e t w e e n  t h e  a d v e r t i s i n g  s a l e s  r a t i o  an d s a l e s ,  s a l e s  r a n k ,  

t h e  p e r c e n t a g e  o f  m a r k e t  s h a r e  w i t h i n  a  m a r k e t ,  o r  t h e  d e g r e e  

o f  own l a b e l  p e n e t r a t i o n  f o r  t h e  1 9 7 0  s a m p l e .

T h e  d e g r e e  o f  r e t a i l  c o n c e n t  r a t i o n  i s  t h e  o n l y  v a r i a b l e  

t o  show a s i g n i f i c a n t  l i n e a r  a s s o c i a t i o n  w i t h  t h e  a d v e r t i s i n g  

s a l e s  r a t i o  ( e q u a t i o n  9 ) .  T h i s  i s  a p o s i t i v e  r e l a t i o n s h i p  

w h i c h  s u g g e s t s  t h a t  t h e  g r e a t e r  t h e  d e g r e e  o f  r e t a i l  

C o n c e n t  r a t i o n  t h e  g r e a t e r  t h e  r e s u l t i n g  i n t e n s i t y  o f  

a d v e r t i s i n g .

T a b l e s  7 . 2 2  and  7 . 2 3  p r e s e n t  t h e  r e s u l t s  o f  s p l i t t i n g  t h e  

s a m p l e  i n t o  m a r k e t  l e a d e r s  and m a r k e t  f o l l o w e r s .  T h i s  

d i v i s i o n  d o e s  n o t  a f f e c t  t h e  a b s e n c e  o f  l i n e a r  r e l a t i o n s h i p s  

b e t w e e n  t h e  v a r i a b l e s  t e s t e d  and a d v e r t i s i n g  i n t e n s i t y .  T he  

r e t a i l  c o n c e n t  r a t i o n  v a r i a b l e  k e e p s  i t s  p o s i t i v e  a s s o c i a t i o n  

f o r  b o t h  s a m p l e s  w i t h  s i m i l a r  l e v e l s  o f  s i g n i f i c a n c e  a l t h o u g h  

i t s  a s s o c i a t i o n  i s  s l i g h t l y  s t r o n g e r  f o r  t h e  s a m p l e  o f  

f o l l o w e r s  t h a n  f o r  t h e  s a m p l e  o f  l e a d e r s .



TABt
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( 4 )
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( 3 )

( 9 )

( 1 0 ) 
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( 12)
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( 1 4 )

/ . 2 l :  ,ADVERTISING IN T E N S IT Y  AT FIRM LEVEL 1 9 7 0 .

CONS SALES RANK MSP R E T A IL

- 6 .  5 3
(Q. 10)

7 .  2 5  
( 3 .  9 6 )

- 1 .  9 7  
( 3 .  9 6 )

- 2 . 6  E- 
( 1 . 3  E-

- 1 .  2  E- 
( 1 . 3  E-

/

■9 /
■3)

•a /
•3)

- 1 .  3 2  
( 1 .  3 4 )

. 3 4 7 b  
( .  1 6 3 )

/ '

. p>3 3  b 
( .  1 5 3 )

OWN N R sq

/  6 0  . 0 3 c

. 1 3 5  6 0  . 0 2
( .  1 8 7 )

/  6 0  . 1 0 c

a d j . 
R sq

. 0 5

•. 01

. 0 7

1 1 .  6 5  
( 5 . 6 4 )

- 2 .  3 4  
( 1 .  3 3 )

/  . 1 7 3  6 0
(.. 1 8 1 )

. 0 4 . 01

- 6 .  7 6
( 3 . 2 3 )

- 2 .  0 3  
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- 2 .  1 E-
( 1 . 8  E-

/

•9
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/

- 1 .  8 7  
( 1 . 8 6 )

. uiCi7 c  
( .  1 7 5 )

. 3 2 1 c  
( .  1 6 8 )

. 0 4 1  6 0  . 0 8  . 0 3
( .  1 8 9 )

. 0 6 0  6 0  . 1 0  . 0!
( .  1 8 6 )
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( 10 . 1 )

- 7 .  0 0  
( 7 . 4 0 )

L . hifljC
( 3 .  7 1 )

4 .  3 5  
( 4 . 0 2 )

- 9 .  9 0  
( 7 . 7 6 )
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( 4 . 9 4 )
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( 7 . 3 6 )
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/

/
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■ wiro uJ Q
( .  1 5 7 )
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1 2 4 )

1 4 5  . 3 3 5 b
1 2 2 ) ( . 1 5 7 )

1 7 4  /
1 2 5 )

1 6  . b^iOc
1 2 3 )  ( .  1 6 7 )

. 1 3 5  6 0  . 0 5  . 0 0
( .  1 3 6 )

/  6 0  . 1 0  . 0 5

/  6 0  . 0 3 b  . 0 7

/  6 0  . 0 1  . 0 0

/  6 0  . 0 3  . 0 0

/  6 0  . 1 0 b  . 0 7

. 1 6 4  6 0
( .  1 8 0 )

. 0 5 3  6 0
( .  1 8 5 )

. 0 5

. 10

. 01

. Ob

K ey ■ CONS
SALES
RANK
MSP
R E T A IL
OWN

I n t e r c e p t .
S a l e s  ( £ ) .
Rank by S a l e s .
M a r k e t  S h a r e  P e r c e n t a g e .
R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t  
Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e  i F i c u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a = s i g n i f i c a n t  a t  99*/. l e v e l .

= s i g n i f i c a n t  a t  95% l e v e l .  
= s i g n i f i c a n t  a t  90% l e v e l .
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TABLL 7 . 2 2 :  ADVERTISING IN T E N S IT Y  OF MARKET LEADERS 1 9 7 0 .

CONS SALES MSP

( ! )  - Q .  3 6  - 3 . 2  E - 9  /
( 1 4 . 4 )  ( 2 . 4 )

a d j .
RE I A I L  OWN N R sq R sq

. 4 2 6  
( .  2SS )

/  3 6  . 0 8 . 0 3

( 2 )  8 . 2 3  - 1 . 4  E - 8
( 6 . 4 1 )  ( 2 . 3  E - Q )

/ / . 2 3 1  3 6
( . 2 9 4 )

. 0 4  . 0 0

( 3 )  - a .  a i  - l . a  e - 9
( 1 4 . 6 )  ( 2 . 5  E - 8 )

. 3 9 2  ■ 1 2  2  3 6  ■ 0 9
( . 3 0 3 )  ( . 3 0 3 )

. 00

( 4 ) —9 . p 2 
( 1 2 . 2 3 )

/ . 4 4 3 c  /  3 6  . 0 8 c
( .  2 5 5 )

. 05

( d ) 6 .  6 4
( 5 . 8 0 )

/ . 2 7 9  3 6
( . 2 8 0 )

. 03 . Co

( 6 )  5 . 7 5
( 9 .  9 0 )

. 1 4 0  
( . 2 4 2 )

/  3 6  . 0 1  - . 0 2

( 7 )  - 1 3 . 0 7
( 1 4 . 7 9 )

. 1 1 0  . 4 3 4
( . 2 3 6 )  ( . 2 5 9 )

/  3 6  . 0 9 . 0 3

( 8 )  1 . 8 b
( 1 0 . 7 1 )

. 1 3 0  
( . 2 4 3 )

. 27w> <-j& ■ 0 4  —. 0 2
( . 2 8 3 )

( 9 )  —1 3 . 0 5  
( 1 4 . 9 8 )

. 1 0 9  . 3 9 3  ■ 1 2 4  3 6  ■ o 9
( . 2 4 0 )  ( . 2 8 0 )  ( . 2 9 9 )

. 00

K e y : CONS
SALES
MSP
R E T A IL
OWN

I n t e r c e p t .
S a l e s  ( £ ) .
M a r k e t  S h a r e  P e r c e n t a g e .
R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t ,  
Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a = s i g n i f i c a n t  a t  99% l e v e l ,
b =  s i g n i f i c a n t  a t  95% l e v e l ,
c  = s i g n i f i c a n t  a t  90% l e v e l .
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TABLE 7 . 2 3 :  ADVERTISING IN T E N S IT Y  OF MARKET FOLLOWERS 1 9 7 0 .

CONS SALES MSP R E T A I L  OWN N R sq

( 1 )  - 3 . 4 4  4 . 2  E -Q  /  . 2 0 6  /  2 4  . 1 4
( 6 .  11 )  ( 1 . 7  E - 7 )  ( .  1 2 0 )

( 2 )  Q. 2 8 b  - 1 . 5  E - 7  /  /  - . 0 9 0  2 4  . 0 4
( 3 . 3 6 )  ( 1 . 7  E - 7 )  ( .  1 4 0 )  .

( 3 )  - 1 . 7 2  - 2 . 8  E - 9  /  , 2 1 2 c  - . 1 0 5  2 4  . 1 7
( 6 . 5 5 )  ( 1 . 8  E - 7 )  ( . 1 2 1 )  ( . 1 3 4 )

( 4 )  - 2 . 5 1  /  /  . 1 9 2 c  /  2 4  . 1 4 c
(£■}•• Sw? ) ( . 1 0 2 )

( 5 )  6 . 4 4 b  /  /  /  - . 0 4 4  2 4  . 0 1
( 2 . 5 8 )  ( . 1 2 9 )

( 6 )  1 . 8 2  /  . 4 2 2  /  /  2 4  . 0 8
( 3 . 2 6 )  ( . 3 1 0 )

( 7 )  - 6 . 2 8  /  . 4 1 5  . 1 9 0 c  /  2 4  . 2 1 c
( 5 . 2 5 )  ( . 2 9 3 )  ( . 0 9 9 )

( 3 )  1 . 8 6  /  . 4 2 1  /  - . 0 0 2  2 4  . 0 8
( 4 . 3 8 )  ( . 3 2 8 )  ( . 1 3 1 )

( 9 )  - 5 . 4 6  /  . 3 7 4  . 2 0 3 c  - . 0 5 4  2 4  . 2 2
( 5 . 5 9 )  ( . 3 0 9 )  ( . 1 0 5 )  ( . 1 2 7 )

K e y :  CONS = I n t e r c e p t .
SALES = S a l e s  ( £ > .
MSP = M a r k e t  S h a r e  P e r c e n t a g e .
R E T A IL  = R e t a i l  C o n c e n t r a t i o n  o f  M a r k e t .
OWN = Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a = s i g n i f i c a n t  a t  9 9 #  l e v e l ,
b =  s i g n i f i c a n t  a t  9 5 #  l e v e l ,
c  ss s i g n i f i c a n t  a t  9 0 #  l e v e l .

a d j .
R sq

. 0 6  

—. Od 

. 0 4  

. 10 

- .  0 4  

. 0 4  

. 14 

- .  01  

. 11
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7 . 6 . 2 .  THE A D V E R T IS IN G  I N T E N S I T Y  AT F IR M  LEVEL 1 9 3 1 .

I n  c o n t r a s t  t o  t h e  e a r l i e r  s a m p l e ,  t e s t s  on t h e  19S1  

saiY ip le f i n d  s e v e r a l  v a r i a b l e s  a s s o c i a t e d  w i t h  a d v e r t i s i n g  

i n t e n s i t y  ( t a b l e  7 . 2 4 ) .  T h e  v a r i a b l e s  o f  s a l e s ,  r e t a i l

c o n c e n t  r a t i o n  and own l a b e l  s h a r e  when  i n c l u d e d  t o g e t h e r  

y i e l d  t h e  g r e a t e s t  d e g r e e  o f  c o r r e l a t i o n  ( e q u a t i o n  6 ) .

Own l a b e l  p e n e t r a t i o n  h a s  a n e g a t i v e  r e l a t i o n s h i p  w i t h  

a d v e r t i s i n g  i n t e n s i t y  w h i c h  i s  s i g n i f i c a n t  a t  t h e  9 9 ' /  l e v e l  

w hen i n c l u d e d  w i t h  a n y  o r  t h e  o t h e r  v a r i a b l e s .

S i m i l a r l y  r e t a i l  c o n c e n t  r a t i o n  i s  p o s i t i v e l y  s i g n i f i c a n t  

a t  t h e  9 9 /  l e v e l  when i n c l u d e d  w i t h  a n y  o f  t h e  o t h e r  

v a r i a b l e s .  T h i s  f i n d i n g  i s  o f  p a r t i c u l a r  i m p o r t a n c e  g i v e n

t h a t  i t  was  s i g n i f i c a n t  a s s o c i a t e d  t o  t h e  a d v e r t i s i n g  s a l e s  

r a t i o s  o f  f i r m s  i n  t h e  e a r l i e r  p e r i o d  a s  w e l l .

S a l e s ,  w h i l s t  n o t  - s i g n i f i c a n t  when  i t  i s  t h e  s o l e

i n d e p e n d e n t  v a r i a b l e  . ( e q u a t i o n  1) has  a s i g n i f i c a n t  n e g a t i v e

r e 1 a t  i  o n s h i p  when i  n c 1 uded wi  t  h r e t a i l  c o n c s n t r a t i  on and own 

l a b e l  s h a r e  ( e q u a t i o n  6 ) .  I n  o t h e r  w o r d s  t h e  a d v e r t i s i n g  

s a l e s  r a t i o  d e c r e a s e s  a s  t h e  l e v e l  o f  a f i r m ’ s s a l e s  r i s e  

w h i c h  may p u r e l y  be a f u n c t i o n  o f  t h e  d e f i n i t i o n  r a t h e r  t h a n  

o f  a n  u n d e r l y i n g  r e l a t i o n s h i  p.

T h e  t w o  m e a s u r e s  o f  f i r m  p o s i t i o n ,  s a l e s  r a n k  a n d  t h e  

p e r c e n t a g e  o f  m a r k e t  s h a r e ,  h a v e  no l i n e a r  r e l a t i o n s h i p  w i t h  

a d v e r t i s i n g  i n t e n s i t y .  As t h e  h y p o t h e s e s  r e g a r d i n g  f i r m  

p o s i t i o n  i n  c h a p t e r  f i v e  w e r e  s t a t e d  i n  t e r m s  o f  a d i c h o t o m y  

b e t w e e n  l e a d e r s  and f o l l o w e r s  t n e  d i v i s i o n  o f  t h e  s a m p l e  by  

s a l e s  r a n k  i s  s t i l l  w o r t h w h i l e  and i s  shown i n  t a b l e s  7 . 2 5  

and 7 . 2 6 .
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TABLE 7 . 2 4 a  ADVERTISING IN T E N S IT Y  AT FIRM  LEVEL 1 9 8 1 .
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K e y : CONS
SALES
RANK
MSP
R E T A IL
OWN

I n t e r c e p t .  (
S a l e s  ( £ ) .
S a l e s  Rank .
M a r k e t  S h a r e  P e r c e n t a g e .
R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t  
Own L a b e l  S h a r e  o f  t h e  M a r k e t .

M o t e i  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a =: s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l .
c = s ign ifican t at 90% level.
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TABLE 7 . 2 5 :  ADVERTISING IN T E N S IT Y  BY MARKtT LhAUbRS 1 9 8 1 .

a d j .
CONS SALES MSP R E T A IL  OWN N R sq R sq

( 1 )  1 2 . 8 2  - 1 . 0  E - 8  /  /  /  4 5  . 0 3  . 0 1
( 3 . 5 4 )  ( 9 . 3  E - 9 )

( 2 )  - . 9 8 8  - 7 . 1  E - 9  /  . 2 1 8  /  4 3  . 0 6  . 0 2
( 1 1 .  16 )  ( 9 . 7  E - 9 )  ( .  1 7 2 )

( 3 )  3 2 . 6 6 a  - 2 . 1  E - 8 b  /  /  - 1 . 0 7 a  4 5  . 2 3 a  . 2 0
( 6 . 7 0 )  ( 8 . 9  E - 9 )  ( . 3 2 0 )

( 4 )  1 6 . 5 7  - 1 . 7 9  E - 8 c  /  . 2 7 2 c  - 1 . 1 3 a  4 3  . 2 9 a  . 2 3
( 1 1 . 0 5 )  ( 9 . 0 8  E - 9 )  ( . 1 5 3 )  ( . 3 2 1 )

( 5 )  - 3 . 8 1  /  /  . 2 4 7  /  4 3  . 0 5  . 0 3
( 1 0 . 4 2 )  ( « 1 6 6 )

( 6 )  2 4 . 8 5 a  /  /  /  - . 8 0 0 a  4 5  . 1 3 b  . 1 1
( 6 . 1 5 )  ( . 3 1 4 )

( 7 )  3 .  5 9  /  . 0 7 9  /  /  4 5  . 0 0  - . 0 2
( 8 . 8 2 )  ( . 2 3 9 )

( 8 )  - 4 . 3 5  /  . 0 2 3  . 2 4 3  /  4 3  . 0 5  . 0 0
( 1 2 . 2 0 )  ( . 2 5 5 )  ( . 1 7 5 )

( 9 )  2 3 . 3 7 a  /' . 0 4 1  /  - .  7 9 6 b  4 5  . 1 3 c  . 0 9
( 1 0 . 2 2 )  ( . 2 2 6 )  ( . 3 1 9 )

K e v : CONS
SALES
RANK
MSP
R E T A IL
OWN

I n t e r c e p t .
S a l e s  ( £ ) .
S a l e s  R an k .
M a r k e t  S h a r e  P e r c e n t a g e .
R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t  
Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,  
a = s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c  =  s i g n i f i c a n t  a t  90% l e v e l .



TABLE 7 . 2 6 :  ADVERTISING IN T E N S IT Y  BY MARKET FOLLOWERS 1 9 6 1 .

CONS SALES MSP R E T A IL  OWN N R sq

( 1 )  1 4 . 5 1 a  - 4 . 3  E - S  /  /  /  41 . 0 3
< 3 . 9 1 )  < 3 . 7  E - 8 )

<2)  - 2 1 . 9 8  - 3 . 5  E - 9  /  . 5 8 6 b  /  3 6  . 2 1 b
( 1 3 . 8 0 )  ( 3 . 8  E - 8 )  ( . 2 1 6 )

( 3 )  3 2 . 5 1 a  - 8 . 5  E - 0 b  /  /  - . 9 9 5 b  41 . 1 7 b
( 8 . 0 7 )  < 3 . 8  E - 8 )  ( . 3 9 8 )

( 4 )  - 2 . 7 3  - 4 . 5  E - 8  /  . 5 4 0 b  - . 8 9 1 b  3 6  . 3 3 a
( 1 5 . 3 1 )  ( 4 . 0  E - 8 )  ( . 2 0 3 )  ( . 3 7 9 )

( 5 )  - 2 2 . 5 7 c  /  /  . 5 9 3 a  /  3 6  . 2 1 a
( 1 2 . 0 2 )  ( . 1 9 7 )

( 6 )  2 2 . 5 9 a  /  /  /' - . 6 1 0  41 . 0 6
( 7 . 0 6 )  ( . 3 7 6 )

( 7 )  9 . 7 9  /  . 3 0 1  /  /  41 . 0 1
( 7 . 0 0 )  ( . 6 3 1 )

( 8 )  2 0 . 4 1  /  . 2 0 9  /  - . 5 9 8  41 . 0 7
( 9 . 6 5 )  ( . 6 2 2 )  ( . 3 8 2 )

( 9 )  - 1 5 . 9 9  /  . 3 5 5  . 6 2 9 a  - . 6 8 0 c  41 . 3 1 a
( 1 4 . 2 7 )  ( . 6 0 7 )  ( . 1 9 1 )  ( . 3 4 6 )

K e y : CONS
SALES
RANK
MSP
R E T A IL
OWN

I n t e r c e p t .
S a l e s  ( £ ) .
S a l e s  R an k .
M a r k e t  S h a r e  P e r c e n t a g e .
R e t a i l  C o n c e n t  r a t i o n  o f  M a r k e t  
Own L a b e l  S h a r e  o f  t h e  M a r k e t .

N o t e :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
a
b
c

s i g n i f i c a n t  a t  99% l e v e l  
s i g n i f i c a n t  a t  95% l e v e l ,  
s i g n i f i c a n t  a t  90% l e v e l .
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R sq

. 01 
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. 0 4  
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T h e  most  n o t i c e a b l e  a s p e c t  o f  d i v i d i n g  t h e  s a m p l e  by f i r m  

p o s i t i o n  i s  t h e  s m a l l  e f f e c t  o f  r e t a i l  c o n c e n t  r a t i o n  on t h e  

a d v e r t i s i n g  i n t e n s i t y  o f  m a r k e t  l e a d e r s  a s  c o m p a r e d  t o  i t s  

e f f e c t  on m a r k e t  f o l l o w e r s .  T h e  p o s i t i v e  e f f e c t  on m a r k e t  

f o l l o w e r s  i s  s u c h  t h a t  j u s t  by i t s e l f  i t  h a s  a 21% 

s t a t i s t i c a l  " e x p l a n a t i o n "  o f  t h e  v a r i a n c e  o f  a d v e r t i s i n g  

i n t e n s i t y  ( e q u a t i o n  5  o f  t a b l e  7 . 2 6 ) .  T h e  e f f e c t  on m a r k e t  

l e a d e r s  i s  much w e a k e r  w i t h  r e t a i l  c o n c e n t  r a t i o n  o n l y  h a v i n g  

a n  e f f e c t  when i n c l u d e d  w i t h  s a l e s  a nd  own l a b e l  ( e q u a t i o n  4 

o f  t a b l e  7 . 2 5 ) .  T h e  p a r a m e t e r  e s t i m a t e  i n  t h i s  c a s e  b e i n g  

l o w e r  and  l e s s  s i g n i f i c a n t  t h a n  i n  t h e  same e q u a t i o n  f o r  t h e  

s a m p l e  o f  m a r k e t  f o l l o w e r s  ( t a b l e  7 . 2 6 ) .  T h u s  t h e r e  i s  

e v i d e n c e  t o  s u g g e s t  t h a t  w h i l s t  r e t a i l  c o n c e n t  r a t i o n  h a s  a 

p o s i t i v e  e f f e c t  on t h e  a d v e r t i s i n g  i n t e n s i t y  o f  a l l  f i r m s  i n  

t h e  s a m p l e  t h e  a f f e c t  i s  m o re  m a r k e d  on t h e  a d v e r t i s i n g  o f

f i r m s  w h i c h  a r e  " f o l l o w e r s "  a s  o p p o s e d  t o  " l e a d e r s " .

Own l a b e l  p e n e t r a t i o n  w h i c h  i s  f o u n d  t o  h a v e  a n e g a t i v e  

i m p a c t  on t h e  w h o l e  s a m p l e  has  a g r e a t e r  i m p a c t  on t h e  

a d v e r t i s i n g  i n t e n s i t y  o f  l e a d e r s  a s  o p p o s e d  t o  f o l l o w e r s .  

T h i s  c a n  be s e e n  f r o m  c o m p a r i n g  b o t h  t h e  p a r a m e t e r  e s t i m a t e s  

o f  own l a b e l  s h a r e  and t h e i r  s i g n i f i c a n c e  b e t w e e n  t h e  two  

s u b - s a m p l e s  ( e . q .  e q u a t i o n  4 o f  t a b l e s  7.1^5 a nd  7 . ^ 6 ) .

T h e  i m p l i c a t i o n  o f  t h e  i m p a c t  o f  r e t a i l  c o n c e n t  r a t i o n  and

own l a b e l  p e n e t r a t i o n  on f i r m s  o f  d i f f e r i n g  m a r k e t  p o s i t i o n  

i s  t h a t  h i g h  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  s h a r e  h a v e  

i n c r e a s e d  t h e  a d v e r t i s i n g  i n t e n s i t y  o f  m a r k e t  f o l l o w e r s  m o re  

t h a n  t h e  a d v e r t i s i n g  i n t e n s i t y  o f  l e a d e r s .



7 . 7 .  SUMMARY.

T h i s  c h a p t e r  has  c o n t a i n e d  a w i d e  r a n g e  o f  t e s t s  on t h e  

l e v e l  an d  i n t e n s i t y  o f  a d v e r t i s i n g  a t  b o t h  m a r k e t  and  f i r m  

l e v e l .  T h e  o v e r a l l  c o n c l u s i o n ,  d e s p i t e  m i x e d  r e s u l t s ,  m ust  be  

t h a t  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n  c a n n o t  be  

i g n o r e d  i n  t e s t s  f o r  s t r u c t u r a l  d e t e r m i n a n t s  o f  a d v e r t i s i n g .

T h e  m a r k e t  t e s t s  on t h e  l e v e l  o f  a d v e r t i s i n g  w e r e  

d o m i n a t e d  by a  c o r r e l a t i o n  w i t h  t h e  l e v e l  o f  s a l e s .  G i v e n  t h e  

s t r o n g  p o s s i b i l i t y  o f  tw o  way  c a u s a l i t y  b e t w e e n  t h e s e  tw o  

v a r i a b l e s  i t  was n e c e s s a r y  t o  m ake t h e  a d v e r t i s i n g  s a l e s  

r a t i o  t h e  d e p e n d e n t  v a r i a b l e  t o  h a v e  a p o t e n t i a l l y  m o re  

r o b u s t  m o d a l .

A t  t h e  m a r k e t  l e v e l  own l a b e l  p e n e t r a t i o n  was f o u n d  t o  

h a v e  a s i g n i f i c a n t  n e g a t i v e  l i n e a r  i m p a c t  on t h e  i n t e n s i t y  o f  

a d v e r t i s i n g  f o r  b o t h  t i m e  p e r i o d s .  I n d e e d  i t  was t h e  o n l y  

v a r i a b l e  f o u n d  t o  h a v e  a s i g n i f i c a n t  c o r r e l a t i o n  w i t h  t h e  

a d v e r t i s i n g  s a l a s  r a t i o  f o r  t h e  1931  s a m p l e  e i t h e r  i n  a 

l i n e a r  o r  l o g a r i t h m i c  f a s h i o n .

F o r  t h e  e a r l y  t i m e  p e r i o d  r e t a i l  c o n c e n t r a t i o n  was a l s o  

f o u n d  t o  h a v e  a s i g n i f i c a n t  r e l a t i o n s h i p  w i t h  a d v e r t i s i n g  

i n t e n s i t y  a l t h o u g h  i n  t h i s  c a s e  t h e  r e l a t i o n s h i p  was  

p o s i t i v e .  The  l o g a r i t h m i c  f o r m  was f o u n d  t o  be o f  s t r o n g e r  

s i g n i f i c a n c e  and e x p l a n a t i o n  w h i c h  s u g g e s t s  t h a t  a f t e r  a 

c e r t a i n  t h r e s h o l d  o f  r e t a i l  c o n c e n t  r a t i o n  t h e  r e s u l t i n g  

i n c r e a s e  i n  t h e  a d v e r t i s i n g  s a l e s  r a t i o  i s  l e s s  t h a n  a t  l o w e r

l e v e l s  o f  c o n c e n t  r a t i o n .

M a n u f a c t u r e r  c o n c e n t  r a t i o n  i s  f o u n d  t o  h a v e  a  s i m i l a r  

p o s i t i v e  l o p a r i t h m i c  r e l a t i o n s h i p  w i t h  a d v e r t i s i n g  i n t e n s i t y  

w h i c h  a d d s  t o  t h e  e m p i r i c a l  e v i d e n c e  on m a n u f a c t u r e r



c o n c e n t  r a t i o n  and a d v e r t i s i n g  i n t e n s i t y  b e i n g  r e l a t e d .  O f  

some i m p o r t a n c e  f o r  o t h e r  s t u d i e s  i s  t h a t  r e t a i l  

c o n c e n t  r a t i o n  an d m a n u f a c t u r e r  c o n c e n t  r a t i o n  a r e  f o u n d  t o  be  

( w e a k )  c o m p l i m e n t a r y  v a r i a b l e s  i . e .  t h e  i n c l u s i o n  o f  r e t a i l  

c o n c e n t  r a t i o n  a c t u a l l y  i m p r o v e s  t h e  s i g n i f i c a n c e  o f  

m a n u f a c t  u r e r  c o n c e n t  r a t  i  on.

T e s t s  on c h a n g e s  i n  a d v e r t i s i n g  i n t e n s i t y  a t  m a r k e t  l e v e l  

b e t w e e n  t h e  tw o  t i m e  p e r i o d s  sh o w ed  c h a n g e s  i n  p r o d u c t  

v a r i e t y  and c h a n g e s  i n  s a l e s  t o  be t h e  o n l y  tw o  v a r i a b l e s  t o  

be c o r r e l a t e d .  T h e s e  w e r e  f o u n d  t o  be c o m p l i m e n t a r y  v a r i a b l e s  

and w hen b o t h  v a r i a b l e s  w e r e  i n c l u d e d  t o g e t h e r  v a r i e t y  was  

f o u n d  t o  be p o s i t i v e l y  r e l a t e d  and  s a l e s  was f o u n d  t o  be  

n e g a t i v e l y  r e l a t e d .  T h u s  a r i s e  i n  v a r i e t y  was  a s s o c i a t e d  

w i t h  a  f a l l  i n  t h e  m a r k e t  a d v e r t i s i n g  s a l e s  r a t i o  w h i l s t  a  

r i s e  i n  s a l e s  was a s s o c i a t e d  w i t h  a d r o p  i n  t h e  r a t i o .

A t  t h e  f i r m  l e v e l  b o t h  t h e  r e t a i l  c o n c e n t  r a t i o n  a n d  t h e  

own l a b e l  p e n e t r a t i o n  t h a t  f i r m s  f a c e d  w e r e  f o u n d  t o  h a v e  a 

s i g n i f i c a n t  i n f l u e n c e  on an  i n d i v i d u a l  f i r m ’ s a d v e r t i s i n g  

s a l e s  r a t i o .

R e t a i l  c o n c e n t r a t i o n  was s i g n i f i c a n t  f o r  b o t h  t i m e  

p e r i o d s  i n  a p o s i t i v e  l i n e a r  f a s h i o n .  F o r  t h e  l a t t e r  p e r i o d  

i t  was f o u n d  t o  h a v e  a g r e a t e r  e f f e c t  on t h e  a d v e r t i s i n g  o f  

m a r k e t  f o l l o w e r s  t h a n  f o r  m a r k e t  l e a d e r s .

Own l a b e l  p e n e t r a t i o n  was  f o u n d  t o  be s i g n i f i c a n t l y  

c o r r e l a t e d  t o  t h e  d e g r e e  o f  a d v e r t i s i n g  i n t e n s i t y  f o r  t h e  

l a t e r  p e r i o d .  T h i s  s t r o n g  n e g a t i v e  l i n e a r  r e l a t i o n s h i p  was  

l i k e w i s e  f o u n d  t o  h a v e  m o re  e f f e c t  on t h e  a d v e r t i s i n g  o f  

f o l l o w e r s  c o m p a r e d  t o  l e a d e r s .
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3 . 0 .  O B J E C T IV E S .

T h i s  c h a p t e r  i s  c o n c e r n e d  w i t h  t e s t i n g  t h e  h y p o t h e s e s  

r e g a r d i n g  p r o d u c t  v a r i e t y  w h i c h  w e r e  d e r i v e d  i n  c h a p t e r  f i v e .  

T h e  f u l l  l i s t  o f  t h e  r e s u l t s  o f  t h e s e  t e s t s  i s  g i v e n  i n  

a p p e n d i x  A b u t  t h o s e  o f  most  i n t e r e s t  a r e  r e p r o d u c e d  and  

d i s c u s s e d  i n  t h i s  c h a p t e r .

8 . 1 .  A N A L YS IS  OF PRODUCT V A R IE T Y  AT MARKET LEVEL*.

T h i s  s e c t i o n  c o n s i d e r s  t h e  d e t e r m i n a n t s  o f  p r o d u c t

v a r i e t y  f r o m  a  m a r k e t  p e r s p e c t i v e .  T h u s ,  a s  was d o n e  i n  t h e  

p r e c e d i n g  c h a p t e r ,  t h e  v a r i o u s  m a r k e t s  w i t h i n  t h e  s a m p l e  o f

c o n v e n i e n c e  g o o d s  w e r e  a n a l y s e d  f o r  t r e n d s  common t o  t h e

w h o l e  s a m p l e .  The  d i s c u s s i o n  i s  i n  f o u r  s e c t i o n s :  t h e  f i r s t

g i v e s  a n  o v e r v i e w  o f  t r e n d s  i n  b r a n d e d  p r o d u c t  v a r i e t y ;  t h e  

s e c o n d  and  t h i r d  p r o v i d e  t h e  r e s u l t s  o f  c r o s s  s e c t i o n

a n a l y s i s  f o r  t h e  1 9 7 0  and 193 1  s a m p l e s  r e s p e c t i v e l y ; a n d  t h e  

f o u r t h  s e c t i o n  e x a m i n e s  t h e  c h a n g e s  i n  p r o d u c t  v a r i e t y  

b e t w e e n  1 9 7 0  and 1 9 3 1 .

3 . 1 . 1 .  PRODUCT VA R IE T Y  -  THE TRENDS.

B e f o r e  m o re  s o p h i s t i c a t e d  t e c h n i q u e s  a r e  e m p l o y e d  some  

i n s i q h t  i n t o  t h e  l e v e l s  o f  p r o d u c t  v a r i e t y  a s  m e a s u r e d  by •



b r a n d e d  p r o d u c t s  c a n  be g a i n e d  f r o m  e x a m i n i n g  t h e  c h a n g e  i n  

b r a n d  n u m b e r s  o v e r  t i m e  f o r  a  s e l e c t e d  n u m b e r  o f  m a r k e t s  

( t a b l e  8 .  1. ) .

TABLE 8 . la  NUMBER OF BRANDS PER MARKET 1 9 7 0  -  1 9 8 1 .

7 0 71 7 2 7 3
YEAR

7 4 7 5 7 6 7 7 7 8 7 9 8 0 81 %c h
MARKET: 
B i s c u i t s 8 5 1 8 2 2 81 1 8 1 7 3 5 1 8 9 5 6 7 0 7 3 3 6 2 4 6 9 4 711 7 2 3 - 1 5 %
B r k .  C e r e a l 3 7 4 3 4 0 3 9 41 4 6 4 2 51 5 9 5 2 5 6 5 2 119%
C h o c  C o n . * 3 4 2 3 6 7 2 8 2 401 4 1 0 4 1 3 4 2 5 4 6 0 4 8 7 5 4 9 591 6 3 4 85%
I n s . C o f f e e 2 0 2 4 2 8 2 7 3 0 •*|C 2 4 2 7 4 0 1 0 0 %
C r i s p s 8 3 7 6 8 9 10 5 9 5 111 i l l 144 149 155 2 1 5 254%
C u s t a r d  Po 18 13 13 11 12 9 9 9 11 13 17 17 - 6 %
F l o u r 4 8 4 2 41 2 6 2 4 2 3 2 8 24 2 6 2 6 2 7 24 *-4 - 5 0 %
F r u i t ( C an ) 181 153 153 118 1 2 4 9 8 7 4 4 7 6 6 9 2 1 2 8 190 crwJ /*
F r u i t  Ju 31 4 7 & ul 81 12 8 9 7 10 2 81 9 3 133 1 d 7 179 d 77%
H o n e y 1 5 2 1 8 7 1 9 0 2 1 1 91 8 4 81 103 110 10 8 100 109 ~ p ■/*
J e 1 1 i e s 4 3 4 2 3 7 31 2 8 2 6 2 5 24 2 0 19 2 5 — 0 fy %
M at  c h e s * 3 4 3 4 3 6 2 8 2 0 21 21 24 2 2 24 O 1 b .16 - 5 3 ; *
P r e s e r v e s b>b3 3 2 6 2 9 3 2 8 6 2 8 7 2 8 7 2 8 4 2 6 2 2 7 0 •' y1 2 4 8 - 2 7  %
S o u p  ( C a n ) 3 4 8 3 5 7 3 5 8 2 1 5 281 271 2 5 7 2 8 9 251 2 3 9 2 6 7 j . j  Zi —. /■. y«
T o o t  h p a s t e 41 4 7 4 2 41 4 5 4 4 4 4 4 7 4 6 6 2 cr crwJ O E'TJw
Wash Up L i q 18 I S •-.O 16 15 19 2 7 2 9 2 6 2 2 adxj 2 5 56%

•Sources G r o c e r  P r i c e  L i s t s  ( J u n e )  
( *  = 3 haws G u i d e  t o  P r i c e s )

V i s u a l  i n s p e c t i o n  o f  t a b l e  8 - 1 .  shows how p r o d u c t  v a r i e t y  

H as  f o l l o w e d  c o n s t a n t  t r e n d s  f o r  t h e  m a j o r i t y  o f  s e c t o r s  

b e t w e e n  1 9 7 0  and 1 9 8 1 .  V a s t  f l u c t u a t i o n s  f r o m  y e a r  t o  y e a r  

a r e  n o t  v e r y  common b u t  t h e  l e v e l  o f  v a r i e t y  a c r o s s  t h e  

S e c t o r s  i s  v e r y  d i v e r s e .

8 - 1 . 2 .  THE DEGREE OF PRODUCT V A R IE T Y  1 9 7 0 .

T h e  h y p o t h e s e s  i n  c h a p t e r  f i v e  s t a t e d  t h a t ,  o n c e  t h e  

n a t u r e  o f  t h e  p r o d u c t  had b e e n  s t a n d a r d i z e d  i n  t e r m s  o f  lo w  

v a l u e  c o n v e n i e n c e  g o o d s ,  t h e  d e g r e e  o f  p r o d u c t  v a r i e t y  w o u l d  

be a f u n c t i o n  o f !

( 1 )  R e t a i l  C o n c e n t  r a t i o n
( 2 )  M a n u f a c t u r e r  C o n c e n t  r a t i o n
( 3 )  S a 1e s
( 4 )  Own L a b e l  P e n e t r a t i o n
( 5 )  A d v e r t i s i n g  I n t e n s i t y



T a b l e  8 .  Li. sh ows a sum w a r y  o f  t h e  r e s u l t s  o f  o r d i n a r y  

l e a s t  s q u a r e s  r e g r e s s i o n s  f o r  l i n e a r  r e l a t i o n s h i p s .

T h e  o n l y  v a r i a b l e  t h a t  i s  s i g n i f i c a n t l y  c o r r e l a t e d  t o  

p r o d u c t  v a r i e t y  i n  a l i n e a r  f a s h i o n  i s  t h a t  o f  s a l e s  

( e q u a t i o n  6 ) .  T h i s  i s  s i g n i f i c a n t  a t  t h e  99% l e v e l  o f  

c o n f i d e n c e  and  e x p l a i n s  3S% o f  t h e  v a r i a t i o n  i n  t h e  l e v e l  o f  

b r a n d  v a r i e t y .  I t  i s  r e l a t e d  p o s i t i v e l y  i . e .  t h e  g r e a t e r  t h e  

l e v e l  o f  s a l e s  t h e  g r e a t e r  t h e  n u m b e r  o f  b r a n d s .  T h e  o t h e r  

m e a s u r e s  w e r e  n o t  s i g n i f i c a n t  e i t h e r  j o i n t l y  o r  s e v e r a l l y  i n  

t h e s e  l i n e a r  t e s t s .

T a b l e  8 . 3 .  p r e s e n t s  t h e  r e s u l t s  o f  t e s t s  f o r  l o g - l i n e a r  

r e l a t i o n s h i p s .  O nce  a g a i n  s a l e s  i s  t h e  d o m i n a n t  e x p l a n a t o r y  

v a r i a b l e  a l t h o u g h  t h e  d e g r e e  o f  f i t  o f  t h e  r e g r e s s i o n  l i n e  i s  

o n l y  m a r g i n a l l y  h i g h e r  t h a n  t h e  l i n e a r  e q u a t i o n  ( i . e .  a n  R 

s q u a r e d  o f  . 4 5  a s  o p p o s e d  t o  . 4 1 ) .

M a n u f a c t u r e r  c o n c e n t  r a t i o n ,  a s  m e a s u r e d  by b o t h  t h e  t h r e e  

f i r m  c o n c e n t  r a t i o n  r a t i o  and t h e  H i n d e x ,  sho w s a d e g r e e  o f  

n e g a t i v e  c o r r e l a t i o n  a t  t h e  90% l e v e l  when i n c l u d e d  on i t s  

own ( e q u a t i o n s  2 , 3  and 9 ) .  T h i s  s u g g e s t s  t h a t  t h e  g r e a t e r  t h e  

d e q r e e  o f  c o n c e n t  r a t i o n  a m o n g s t  b r a n d  m a n u f a c t u r e r s  t h e  

s m a l l e r  t h e  n u m b e r  o f  b r a n d s  a v a i l a b l e  b e c o m e s .  The  

l o g a r i t h m i c  n a t u r e  o f  t h e  r e l a t i o n s h i p  s u g g e s t s  t h a t  t h e  

r a t i o  o f  d e c l i n e  i n  b r a n d  n u m b e r s  d e c r e a s e s  w i t h  h i g h e r  

d e c r e e s  o f  c o n c e n t  r a t i o n .  S u c h  a f i n d i n g  w o u l d  h a v e  a n  

i m p l i c a t i o n  f o r  p u b l i c  p o l i c y  i f  t h e  f i n d i n g  p r o v e d  r o b u s t .  

I n  t h i s  s a m p l e  t h e  r e l a t i o n s h i p  h o w e v e r ,  a p p e a r s  t o  be weak  

a s  e q u a t i o n  7 shows t h e  s i g n i f i c a n c e  o f  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  d i s a p p e a r s  when i n c l u d e d  w i t h  s a l e s .



TABLE Q. 2 s  PRODUCT VARIETY 1970 -  TESTS FOR LINEAR R ELATIO NSHIPS:

a d j .
CONS MANUF. A / S  RET. OWN SALES R sq R sq N

( 1 )  - 1 9 4  - 1 . 7 2  - 5 . 4 0  6 . 9 5  . 3 3 0  2 . 6 1 b  . 5 0  . 2 2  15
( 4 1 3 )  ( 3 . 9 3 )  ( 1 3 . 4 )  ( 6 . 6 3 )  ( 7 . 6 i )  ( 1 . 0 6 )

( 2 )  2 5 7  - 3 4 0  /  /  /  /  . 0 5  . 0 1  17
( 1 4 3 )  ( 3 7 0 )

( 3 )  2 2 0  /  - 1 8 . 9  /  /  /  . 1 1  . 0 5  16
( 8 2 . 8 )  ( 1 4 . 1 )

( 4 )  2 9 3  /  /  - 3 . 5 9  /  /  . 0 3  - . 0 3  16
( 2 3 3 )  ( 4 . 8 4 )

( 5 )  1 3 6  /  /  /  - . 5 5 0  /  . 0 0  - . 0 7  17
( 8 7 . 4 )  ( 5 . 6 3 )

( 6 )  - . 6 7 4  /  /  /  /  2 . 0 8 a  . 4 1 a  . 3 6  16
( 6 2 . 1 )  ( . 6 7 1 )

K e y :  CONS = I n t e r c e p t .
MANUF = M a n u f a c t u r e r  3  F i r m  C o n e .  R a t i o .
f t / S  = A d v e r t i s i n g  S a l e s  R a t i o .
RET = R e t a i l  C o n c e n t  r a t  i o n .
OWN = Own L a b e l  M a r k e t  S h a r e .
SALES = S a l e s  (£  in ) .
N = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i q u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  i n d i c a t e
s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :  

a = s i g n i f i c a n t  a t  9 9 ’/- l e v e l ,
b = s i g n i f i c a n t  a t  9 5 / .  l e v e l ,
c = s i g n i f i c a n t  a t  9 0 ’/  l e v e l .



I B B L E  8 . 5 .  PRODUCT V A R IE T Y  1 9 7 0  -  TESTS FDR LOG L I N E A R
R E L A T I O N S H I P S :

a d j .
CONS MANUF. A / S  RET. OWN SALES R sq R sq N

( 1 )  1 . 3 5  - . 6 2 9  - . 3 0 7  . 1 8 0  - . 1 4 3  . 9 4 1 c  . 5 8  . 3 4  15
( 3 . 8 7 )  ( 1 . 6 6 )  ( . 4 6 0 )  ( 1 . 3 4 )  ( . 3 6 1 )  ( . 4 3 2 )

( 2 )  6 . 2 0 b  - 2 . 3 2 c  /  /  /  /  . 2 1 c  . 1 6  17
( 2 . 2 4 )  ( 1 . 1 6 )

( 3 )  - .  5 9 3  /  - . 5 9 3 c  /  /  /  2 4 c  . 1 8  16
( . 3 8 6 )  ( . 2 8 6 )

( 4 )  4 . 2 0  /  /  - 1 . 5 0  /  /  . 1 1  . 0 6  18
( 1 . 7 4 )  ( 1 . 0 5 )

( 5 )  1 . 7 5  /  /  /  - . 0 2 3  /  . 0 0  - . 0 7  17
( . 2 8 7 )  ( . 2 8 6 )

( 6 )  . 1 0 5  /  /  /  . 9 9 2 a  . 4 5 a  . 4 1  16
( . 4 9 3 )  ( . 2 9 1 )

( 7 )  2 . 8 0  - 1 . 4 2  /  /  /  1 . 0 1 a  . 5 6 a  . 4 8  15
( 2 . 1 2 )  ( . 9 9 8 )  ( . 3 2 2 )

H -  I n  ( 1 )
( 8 )  1 . 2 5 a  - 1 . 0 1 c  /  /  /  ‘ /  . 2 0 c  . 1 4  17

( . 2 7 9 )  ( . 5 3 0 )

H -  I n  ( h )
( 9 )  1 . 2 3 a  - 1 . 0 6 c  /  /  /  /  - 2 1 c .  15 17

( . 2 7 9 )  ( . 5 3 7 )

K e y : CONS
MANUF
A / S
RET
OWN
SALES
N
( a d j ) R sq =

I n t e r c e p t .
M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t i o n  R a t i o ,  
A d v e r t i s i n g  S a l e s  R a t i o .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  M a r k e t  S h a r e .
S a l e s  (£  m) .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
s i g n i f i c a n c e  w i t h  t  o r  F  t e s t s :  

a = s i g n i f i c a n t  a t  99*/. l e v e l ,
b = s i g n i f i c a n t  a t  9 5 “« l e v e l ,
c = s i g n i f i c a n t  a t  90*/. l e v e l .

i n d i c a t e



T h e  l a c k  o f  s i g n i f i c a n c e  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  i n  

e q u a t i o n  7 may be c a u s e d  by s l i g h t  lYiult i c o  11 i n e a r i  t y  b e t w e e n  

t h e  t w o  v a r i a b l e s .  E v i d e n c e  o f  s u c h  lYiult i c o  11 i n e a r  i t y  i s  

f o u n d  i n  t h e  s i m p l e  c o r r e l a t i o n  c o e f f i c i e n t  o f  - . 2 5 1  b e t w e e n  

m a n u f a c t u r e r  c o n c e n t  r a t i o n  (CR 3 )  and  s a l e s .  T h e  i m p l i c a t i o n

o f  t h i s  i s  t h a t  no c l e a r  c o n c l u s i o n  c a n  be d r a w n  f r o m  t h i s

s a m p l e  i n  r e g a r d  t o  t h e  e f f e c t  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  

on v a r i e t y  o t h e r  t h a n  s a y i n g  t h a t  t h e  e v i d e n c e  d o e s  n o t  r u l e  

o u t  t h e  p o s s i b i l i t y  o f  a  l o g a r i t h m i c  r e l a t i o n s h i p .

8 . 2 . 3 .  THE DEGREE OF PRODUCT V A R IE T Y  1 9 3 1 .

T h e  m a i n  r e s u l t  o f  t e s t s  f o r  l i n e a r  r e l a t i o n s h i p s  on t h e  

1 9 3 1  s a m p l e  r e - e n f o r c e s  t h e  m a i n  f i n d i n g  o f  t h e  1 9 7 0  s a m p l e ,  

n a m e l y  t h a t  s a l e s  h a s  a p o s i t i v e  r e l a t i o n s h i p  w i t h  v a r i e t y .  

T h e  r e l a t i o n s h i p  i s  f o u n d  t o  h a v e  a h i g h  d e g r e e  o f  

c o r r e l a t i o n  (6i ' /«)  and i s  s i g n i f i c a n t  a t  t h e  99% l e v e l  o f

s i g n i f i c a n c e  ( e q u a t i o n  6 o f  t a b l e  Q . 4 .  >.

A d i f f e r e n c e  f r o m  t h e  e a r l i e r  s a m p l e  i s  t h e  f a c t  t h a t  on 

i t s  own r e t a i l  c o n c e n t  r a t i o n  i s  s i g n i f i c a n t l y  c o r r e l a t e d  

w i t h  p r o d u c t  v a r i e t y  ( e q u a t i o n  4 ) .  T h e  r e l a t i o n s h i p  i s  

n e g a t i v e  w h i c h  may be t h e  r e s u l t  o f  tw o  . i n t e r —r e l a t e d  f a c t o r s  

t h a t  c o u l d  w o r k  by tw o  d i f f e r e n t  m e c h a n is m s .

I t  may be a r e s u l t  o f  t h e  a l l e g e d  p o l i c y ,  d i s c u s s e d  i n

c h a p t e r  f i v e ,  o f  l a r g e  r e t a i l e r s  t o  s t o c k  o n l y  t h e  l e a d i n g

b r a n d s  ( H e n l y  C e n t r e  f o r  F o r e c a s t i n g  1 9 3 2 ) .  A m o re  g e n e r a l

e x p l a n a t i o n  i s  t h a t  t h e  h e t e r o g e n e i t y  o f  b u y i n g  p o l i c i e s  t h a t

c a n  be  e x p e c t e d  i n  m a r k e t s  w i t h  a l a i g s  numbei  o f  i e b a i  x 

f i r m s  c a n  be e x p e c t e d  t o  d e c r e a s e  a s  t h e  n u m b e r  o f  r e t a i l e r s  

d e c r e a s e .



TABLE Q . 4

CONS

( 1 )  7 0 5  
( 4 5 9 )

( 2 )  4 4 0 b
( 1 8 5 )

( 3 )  2 4 7  
( 9 4 )

( 4 )  5 4 9 a
( 1 8 6 )

( 5 )  2 0 8 b  
( 9 6 )

( 6 )  2 6 . 7  
( 5 4 . 7 )

( 7 )  - 9 4  
( 2 6 6 )

(Q) 1 9 0  
( 2 5 9 )

K e y :

N o t e s •

PRODUCT VflRIfc. iV 1981 -  TESTS FOR LINEAR RELATIONSHIPS

ad i .
MANUF. A / S  RET.  OWN SALES R sq R sq N

- 1 3 .  S 5 c  - 3 . 4 3  5 . 1 6  2 . 7 9  3 . 0 3 b  . 7 9 b  . 6 1  12
( 5 . 3 7 )  ( 1 6 . 1 1 )  ( 3 . 7 6 )  ( 6 . 7 4 )  ( . 8 4 2 )

- 7 6 1  /  /  /  /  . 15 . 0 9  15
( 4 9 3 )

/  - 1 3 . 5 8  /  /  /  . 0 6  - . 0 2  14
( 1 6 .  15 )

/  /  - 5 . 6 6 b  /  /  . 2 6 b  . 2 0  15
( 2 . 6 8 )

/  /  /  - .  2 1 4  /  . 0 2  - . 0 4  17
( 3 .  9 3 )

/  /  /  /  2 . 0 6 a  . 6 1 a  . 5 7  14
( . 4 7 9 )

/  /  1 . 6 5  /  2 . 3 1 b  , 6 1 b  . 5 2  12
( 3 . 3 7 )  ( .  7 6 8 )

- 1 . 9 3  /  /  /  2 . 0 3 a  . 6 2 a  . 5 5  14
( 2 . 9 9 )  ( . 4 9 4 )

CONS -  I n t e r c e p t .
MANUF = M a n u f a c t u r e r  3  F i r m  C o n c e n t r a t i o n  R a t i o .
f l / S  = A d v e r t i s i n g  S a l e s  R a t i o .
RET = R e t a i l  C o n c e n t  r a t i o n .
OWN = Own L a b e l  M a r k e t  S h a r e .
SALES ~ S a l e s  (£  m̂  •
N = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  i n d i c a t e  
s i g n i f i c a n c e  w i t h  t  o r  F t e s t s !  

a — s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c = s i g n i f i c a n t  a t  90% l e v e l .



T h e s e  tw o  p a s s i b l e  n e g a t i v e  r e l a t i o n s h i p s  b e t w e e n  r e t a i l  

c o n c e n t  r a t i o n  a n d  p r o d u c t  v a r i e t y  way  w o r k  i n  t w o  w a v s .  T h e  

e f f e c t  way  be i n d i r e c t  w i t h  siYiai l  m a n u f a c t u r e r s  l e a v i n o

m a r k e t s  o f  h i g h  c o n c e n t  r a t i o n  and t h e r e b y  r e d u c i n q  t h e

o v e r a l l  l e v e l  o f  v a r i e t y .  T h e  m o r e  d i r e c t  e f f e c t  w o u l d  be i f  

h i g h  r e t a i l  c o n c e n t  r a t  i  on was a s s o c i a t e d  w i t h  l e s s  v a r i e t y  

p e r  f i r m .  T h e  p o s s i b i l i t y  o f  t h i s  l a t t e r  e f f e c t  w i l l  be  

e x a m i n e d  i n  s e c t i o n  8 . 3 .

D e s p i t e  t h e  e v i d e n c e  o f  e q u a t i o n  4 d o u b t  i s  c a s t  on t h e

e x p l a n a t o r y  p o w e r  o f  r e t a i l  c o n c e n t  r a t i o n  i n  e x p l a i n i n q  t h e

l e v e l  o f  v a r i e t y  when i t  i s  i n c l u d e d  w i t h  s a l e s  ( e q u a t i o n  7 ) .  

F o r  w hen  r e t a i l  c o n c e n t  r a t i o n  i s  i n c l u d e d  w i t h  s a l e s  t h e  

r e t a i l  v a r i a b l e  c e a s e s  t o  be s i g n i f i c a n t .  T h e  r e a s o n  f o r  t h i s  

c o u l d  be  a t t r i b u t e d  t o  tw o  f a c t o r s .  F i r s t ,  t h e  s a m p l e  s i z e  

h a s  d e c r e a s e d  w h i c h  c o u l d  r e d u c e  t h e  s i g n i f i c a n c e  o f  t h e  

r e t a i l  v a r i a b l e  i f  i t s  s i g n i f i c a n c e  w e r e  d e p e n d e n t  on  

o u t l i e r s .  S e c o n d ,  t h e r e  c o u l d  be h i g h  m u l t  i c o l  .1 i n e a r i t  y 

b e t w e e n  s a l e s  a nd  r e t a i l  c o n c e n t  r a t i o n .

I t  t u r n s  o u t  t h a t  t h e  f i r s t  p o s s i b l e  r e a s o n  ( s a m p l e  s i z e )  

c a n  be r u l e d  o u t  b e c a u s e  when e q u a t i o n  4 i s  r e —r u n  u s i n g  t h e  

s m a l l e r  s a m p l e  t h e  s i g n i f i c a n c e  and R s q u a r e d  i n c r e a s e .  T h u s  

t h e  c a u s e  must  be  m u l t i c o 11 i n e a r i t y  b e t w e e n  t h e  v a r i a b l e s .  

T h e  e v i d e n c e  f o r  t h i s  l i e s  i n  t h e  s i m p l e  c o r r e l a t i o n  

s t a t i s t i c  o f  - . 6 8 6  b e t w e e n  t h e  tw o  v a r i a b l e s .  Such  

c o r r e l a t i o n  i s  s l i g h t l y  s u r p r i s i n g  and an e x p l a n a t i o n  o t h e r  

t h a n  . it  b e i n g  a s t a t i s t i c a l  a n o m a l y  must  r e s t  on t h e  s l i g h t l y  

d u b i o u s  h y p o t h e s i s  t h a t  f e w e r  r e t a i l e r s  a r e  n e e d e d  f o r  

s m a l l e r  m a r k e t s .  T h i s  h y p o t h e s i s  must  be r e g a r d e d  a s  s u s p e c t  

b e c a u s e  e v e n  i f  m o re  o u t l e t s  a r e  r e q u i r e d  f o i  a o i g g e r  m a r k e z  

t h i s  i s  n o t  t h e  same a s  s a y i n g  t h a t  m ore  f i r m s  a r e  r e q u i r e d .



I n d e e d  i f  a  b i g g e r  m a r k e t  i s  met  t h r o u g h  m o r e  s a l e s  p e r  

o u t l e t  t h e n  p o t e n t i a l  g a i n s  f r o m  e c o n o m i e s  o f  s c a l e  w o u l d  

l e a d  t o  l a r g e r  s a l e s  a c t i n g  a s  a f o r c e  i n c r e a s i n g  r e t a i l  

c o n c e n t  r a t  i  on.

T h e  end  r e s u l t  o f  t h e  e x i s t e n c e  o f  m u l t i c o l 1 i n e a r i t y  i s  

h o w e v e r  t h a t  w h e t h e r  t h e  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  s a l e s  

a n d  r e t a i l  c o n c e n t  r a t i o n  i s  s p u r r i o u s  o r  n o t ,  t h e  e x t e n t  o f  

t h e  e f f e c t  o f  r e t a i l  c o n c e n t  r a t i o n  when o n e  a l l o w s  f o r  t h e  

i n f l u e n c e  o f  s a l e s  c a n n o t  be a s s e s s e d  f r o m  t h i s  s a m p l e .  T h a t  

t h e  l e v e l  o f  s a l e s  i s  a  l a r g e r  and  m ore  r o b u s t  " e x p l a n a t i o n "  

o f  t h e  d e g r e e  o f  p r o d u c t  v a r i e t y  c o m p a r e d  t o  r e t a i l  

c o n c e n t  r a t i o n  i s  n e v e r t h e l e s s  b e y o n d  d i s p u t e .

T h e  r e s u l t s  o f  t h e  l o g  l i n e a r  t e s t s  on t h e  1 9 8 1  s a m p l e

a r e  p r e s e n t e d  i n  t a b l e  8 .  5.

T h e  r e t a i l  c o n c e n t  r a t i o n  v a r i a b l e  i s  s t i l l  s i g n i  f i c a n t  

w hen i n c l u d e d  i n  a t e s t  f o r  a l o g  l i n e a r  r e l a t i o n s h i p  

( e q u a t i o n  4 i n  t a b l e  8 . 5 )  b u t  t h e  e v i d e n c e  s u g g e s t s  t h a t  t h e  

l i n e a r  r e l a t i o n s h i p  i s  t h e  s t r o n g e r  i n  t e r m s  o f  e x p l a n a t o r y

p o w e r .  As w i t h  t h e  l i n e a r  t e s t s  t h e r e  i s  a  s t r o n g  d e g r e e  o f

m u l t i c o l 1 i n e a r i t y  b e t w e e n  r e t a i l  c o n c e n t  r a t i o n  an a  s a l e s ,  

d e s p i t e  b o t h  v a r i a b l e s  b e i n g  s i g n i f i c a n t  on t h e i r  own n e i t h e r  

i s  s i g n i f i c a n t  when i n c l u d e d  t o g e t h e r .

As was  t h e  c a s e  f o r  t h e  1 9 7 0  s a m p l e  c o n c e n t  r a t  i o n  o f

b r a n d  m a n u f a c t u r e r s  i s  a g a i n  s i g n i f i c a n t l y  c o r r e l a t e d  bo 

p r o d u c t  v a r i e t y  i n  a n e g a t i v e  l o g - l i n e a r  f a s h i o n .  T h u s  t h e r e  

se em s  r o b u s t  e v i d e n c e  t o  s u g g e s t  t h a t  m a n u f a c t u r e r  

c o n c e n t  r a t i o n  i s  i n d e e d  a f a c t o r  t h a t  i n f l u e n c e s  t h e  a m o u n t  

o f  p r o d u c t  v a r i e t y .
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TABLE 8 . 5 :  PRODUCT V A R IE T Y  198.1 -  TESTS FOR L O G - L IN E A R
R E L A T I O N S H I P S :

CONS MANUF. A / S  RET. OWN SALES

( 1 )  1 3 . 1 4 c  - 7 . 9 5 c  - . 2 1 3  1 . 4 8  - . 3 9 9  1 . 2 1
( 6 . 1 1 )  ( 3 . 8 0 )  ( . 3 2 3 )  ( 1 . 3 2 )  ( . 5 1 2 )  ( . 5 4 3 )

a d j .
R sq R sq N

. S uii . . j j O 1 ji

( 2 )  1 . 0 6 b  - 1 . 7 6 c
( . 4 7 6 )  ( . 9 8 2 )

/ / / / . 2 0 c  . 1 4  1!

( 3 )  2 . 0 4
( . 2 0 3 )

/ - .  1 48
( . 3 0 8 )

. 0 2  - . 0 6  14

( 4 )  4 . 3 4 a
( 1 .  3 0 )

/  - 1 . 3 5 c
( . 7 1 8 )

. 2 1 c  . 15 1!

( 5 )  1 . 9 8 a
( . iljwO )

/ /  - . 0 6 3
( .  2 6 9 )

. 0 0  - . 0 6  17

( 6 )  . 6 0 1  /
( . 5 5 0 )

( 7 )  - . 2 0 3  - 1 . 7 7 c
( . 6 9 3 )  ( . 9 7 7 )

/ . 8 0  l c  
( .  3 1 4 )

/  . 7 6 1 b
( .  JjOo )

. 3 5 c  . 3 0  14

. 5 0 b . 4 0  13

( 8 ) 1 . 2 2  
( 2 . 4 2 )

/ /  - . 2 9 8
( .  9 8 8 )

/  . 7 3 8
( . 5 2 4 )

. 3 1  . 1 6  l:

K e y :  CONS = I n t e r c e p t .
MANUF = M a n u f a c t u r e r  3 F i r m  C o n c e n t  r a t i o n  R a t i o .
q / S  = A d v e r t i s i n g  S a l e s  R a t i o .
RET *  R e t a i l  C o n c e n t  r a t i o n .
OWN *  Own L a b e l  M a r k e t  S h a r e .
SALES = S a l e s  (£  m).
N = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i q u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  i n d i c a t e  
s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :  

a = s i g n i f i c a n t  a t  997- l e v e l ,
b = s i q n i f i c a n t  a t  9 5 7  l e v e l .
c = s i g n i f i c a n t  a t  907- l e v e l .



F o r  t h e  1 3 3 1  s a m p l e  m a n u f a c t u r e r  c o n c e n t  r a t  i  on i s  

s i g n i f i c a n t  b o t h  on i t s  own and when i n c l u d e d  w i t h  s a l e s  

( e q u a t i o n s  2 and  7 ) .  T h e  n e g a t i v e  m a n n e r  o f  i t s  a s s o c i a t i o n  

m ea n s  t h a t  t h e  h i g h e r  t h e  c o n c e n t  r a t i o n  o f  b r a n d  m a n u f a c t u r e

t h e  l o w e r  t h e  n u m b e r  o f  b r a n d s  a v a i l a b l e .  T h e  l o g a r i t h m i c

f o r m  m e a n s  t h a t  a f t e r  a c e r t a i n  t h r e s h o l d  t h e  r a t e  o f  c h a n g e  

d e c r e a s e s  i n  t h e  r e l a t i o n s h i p  b e t w e e n  t h e  d e c l i n e  i n  b r a n d  

n u m b e r s  a n d  i n c r e a s i n g  c o n c e n t  r a t i o n .

S a l e s  i s  a g a i n  t h e  most  d o m i n a n t  v a r i a b l e  i n  " e x p l a i n i n g "  

t h e  l e v e l  o f  v a r i e t y .  T h o u g h  s a l e s  i s  s i g n i f i c a n t  i n  l o g -

l i n e a r  f o r m  i t  w o u ld  a p p e a r  t h a t  t h e  l i n e a r  r e l a t i o n s h i p  has  

a  b e t t e r  f i t  ( a n  R s q u a r e d  o f  . 3 1 ,  s i g n i f i c a n t  a t  t h e  937.  

l e v e l ,  c o m p a r e d  t o  an R s q u a r e d  o f  . 3 5 ,  s i g n i f i c a n t  a t  t h e  

957- l e v e l ) - .

8 . 2 . 4 .  CHANGES IN  V A R IE T Y  1 9 7 0 - 1 9 3 1 .

I t  i s  w o r t h w h i l e  t o  i d e n t i f y  n o t  o n l y  t h e  p o s s i b l e

d e t e r m i n a n t s  o f  t h e  l e v e l  o f  v a r i e t y  f o r  1 9 7 0  and  1931  b u t  

a l s o  t h e  p o s s i b l e  d e t e r m i n a n t s  o f  c h a n g e s  i n  v a r i e t y .  A 

f e a t u r e  o f  a n a l y s i n g  c h a n g e s  t h r o u g h  t i m e  i s  t h a t  a l l  t h e  

v a r i a b l e s  t h a t  d e t e r m i n e  an a b s o l u t e  l e v e l  do n o t  h a v e  t o  be 

i d e n t i f i e d  s i n c e  i t  i s  o n l y  t h e  v a r i a b l e s  t h a t  a r e  " a c t i v e "  

d u r i n g  t h e  p e r i o d  u n d e r  r e v i e w  t h a t  h a v e  t o  be s p e c i f i e d .  

S u c h  a p r o p e r t y  i s  b o t h  an a d v a n t a g e  and a d i s a d v a n t a g e  s i n c e  

i t  i n c r e a s e s  t h e  c h a n c e  o f  a h i g h e r  s t a t i s t i c a l  e x p l a n a t i o n  

o f  t h e  p e r i o d  u n d e r  r e v i e w  b u t  r e d u c e s  t h e  l i k e l i h o o d  o f  t h e  

m o d e l  b e i n g  u s e f u l  f o r  o t h e r  t i m e  p e r i o d s  d u e  t o  t h e

p o s s i b i l i t y  o f  d o r m a n t  v a r i a b l e s .

T a b l e  3 . 6 .  shows t h e  summary  r e s u l t s  o f  t h e  l i n e a r  t e s t s

c h a n g e s  i n  v a r i e t y .

on

2 17



TABLE B . 6 :  CHANGES IN  VARIETY -  TESTS FOR LINEAR RELATIONSHIPS*

a d j .
CONS MANUF. A / S  RET.  OWN SALES R sq R sq N

( 1 )  2 4 . 3 3  . 4 1 2  1 . 1 0 b  . 7 7 6  - . 0 5 9  1 . 3 2 c  . 7 1  . 4 7  12
( 3 2 . 5 9 )  ( . 5 6 7 )  ( . 3 5 0 )  ( . 8 4 3 )  ( . 2 0 0 )  ( . 3 0 3 )

( 2 )  6 0 . 6 b  - . 1 7 5  /  /  /  /  . 0 6  - . 0 1  15
( 2 0 . 3 )  ( .  1 8 9 )

( 3 )  9 5 . 2 b  /  . 1 2 2  /  /  /  . 0 0  - . 0 8  14
( w»7. 1)  ( .  6 3 3 )

( 4 )  8 4 . 6 b  /  /  - . 7 9 5  /  /  . 1 0  . 0 3  14
( 3 3 . 7 )  ( . 6 8 7 )

( 5 )  7 0 . 2 b  /  /  /  - .  1 3 6  /  . 0 4  - . 0 3  15
( 2 6 . 5 )  ( . 1 7 7 )

( 6 )  6 4 . 6 a  /  /  /  /  . 5 7 7 a  . 7 2 a  . 7 0  14
( 2 0 . 4 )  ( . 1 0 4 )

( 7 )  6 0 . 6 a  /  . 7 6 9 b  /  /  . 6 5 1 a  . S 3 a  . 8 0  14
( 1 6 . 6 )  ( .  2 8 4 )  ( .  0 8 8 )

K e y :  CONS *  I n t e r c e p t .
MANUF = M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t i o n  R a t i o .
f i / S  = A d v e r t i s i n g  S a l e s  R a t i o .
RET = R e t a i l  C o n c e n t  r a t i o n .
OWN =  Own L a b e l  M a r k e t  S h a r e .
SALES -  S a l e s  ( £  m ) .
N = S a m p l e  S i z e .
( a d j )  R sq =  ( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i p u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  used  t o  i n d i c a t e  
s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :  

a = s i g n i f i c a n t  a t  997- l e v e l ,
b = s i g n i f i c a n t  a t  957- l e v e l ,
c  — s i p n i f i c a n t  a t  3u7> l e v e l .
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l - o r m a l  a n a l y s i s  o f  t h e  c h a n g e  i n  p r o d u c t  v a r i e t y  b e t w e e n  

1 9 7 0  an d  1 981  shows t h e  c h a n g e  i n  v a r i e t y  t o  be  c o r r e l a t e d  

w i t h  t h e  c h a n g e  i n  s a l e s .  T h i s  i s  shown by e q u a t i o n  6 o f  

t a b l e  8 . 6 .  i n  w h i c h  v a r i a t i o n s  i n  s a l e s  g r o w t h  a c c o u n t  f o r  

7z%  o f  t h e  v a r i a t i o n  i n  t h e  c h a n g e  o f  v a r i e t y  a c r o s s  t h e  tw o  

p e r i o d s .  When a d v e r t i s i n g  i n t e n s i t y  ( a s  m e a s u r e d  by  t h e  

a d v e r t i s i n g  s a l e s  r a t i o )  i s  a d d e d  t o  t h i s  t h e  e x p l a n a t i o n  

w o u l d  seem t o  be e v e n  h i g h e r  ( e q u a t i o n  7 ) .  ft p r o b l e m  w i t h  t h e  

v a r i a b l e  o f  t h e  a d v e r t i s i n g  s a l e s  r a t i o  i s  t h a t  o f  

a s c e r t a i n i n g  t h e  d i r e c t i o n  o f  c a u s a l i t y  w i t h  p r o d u c t  v a r i e t y .  

F o r  a c h a n g e  i n  a d v e r t i s i n g  i n t e n s i t y  c o u l d  be c a u s e d  by a 

c h a n g e  i n  t h e  am ou n t  o f  v a r i e t y  and  at- t h e  same t i m e  a c h a n g e  

i n  a d v e r t i s i n g  i n t e n s i t y  may r e s u l t  i n  p r e s s u r e  f o r  b r a n d s  t o  

b e  i n t r o d u c e d  o r  w i t h d r a w n .  ft p r i o r i  one w o u l d  e x p e c t  t h e  

e f f e c t  o f  p r o d u c t  v a r i e t y  t o  be s t r o n g e r  i n  e x p l a i n i n g  

a d v e r t i s i n g  i n t e n s i t y  t h a n  v i c e  v e r s a  b u t  t h e  p o t e n t i a l  

s o u r c e  o f  b i a s  t h a t  a r i s e s  f r o m  d u a l  c a u s a l i t y  c a n n o t  be  

r e s o l v e d  by s i n g l e  s t a g e  l e a s t  s q u a r e s  and c a n n o t  be r e s o l v e d  

e v e n  by t w o  s t a g e  l e a s t  s q u a r e s  on s u c h  a s m a l l  s a m p l e .

T h e  m a i n  c o n c l u s i o n  t h a t  c a n  be d r a w n  i s  t h a t  c h a n g e s  i n  

s a l e s  a r e  s i a n i f i c a n t l y  and h i g h l y  c o r r e l a t e d  w i t h  c h a n g e s  i n  

p r o d u c t  v a r i e t y  i n  a p o s i t i v e  and l i n e a r  m a n n e r .

T h e  s u b s i d i a r y  c o n c l u s i o n  i s  t h a t  t h e  n u l l  h y p o t h e s i s  o f  

no l i n e a r  r e l a t i o n s h i p  has  t o  be a c c e p t e d  f o r  t h i s  s a m p l e  i n  

r e s p e c t  t o  c h a n g e s  i n  p r o d u c t  v a r i e t y  and e a c h  o f  t h e  

f o l l o w i n g  v a r i a b l e s :  c h a n g e s  i n  m a n u f a c t u r e r  c o n c e n t r a t i o n

( o f  b r a n d e d  p r o d u c t s ) ,  c h a n g e s  i n  r e t a i l  c o n c e n t  r a t i o n  and  

c h a n q e s  i n  own l a b e l  m a r k e t  s h a r e .

I n  t h e  t e s t s  f o r  l o g - l i n e a r  r e l a t i o n s h i p s  ( t a b l e  8 . 7 . )  

t h e  p i c t u r e  i s  v e r y  s i m i l a r  w i t h  s a l e s  h a v i n g  a p o s i t i v e  and



h i g h l y  s i g n i f i c a n t  c o r r e l a t i o n  ( e q u a t i o n  6 ) .  T h e  d i f f e r e n c e  

i n  t h e  c o r r e l a t i o n  o f  t h e  l i n e a r  and l o g - l i n e a r  r e l a t i o n s h i p s  

f o r  s a l e s  and  v a r i e t y  h o w e v e r  s u g g e s t s  t h a t  t h e  l i n e a r  

r e l a t i o n s h i p  i s  t o  be p r e f e r r e d .

As b e f o r e  t h e  c h a n g e  i n  t h e  a d v e r t i s i n g  s a l e s  r a t i o  

b e c o m e s  s i g n i f i c a n t  when  i n c l u d e d  w i t h  c h a n g e s  i n  s a l e s  b u t  

m u s t  be r e g a r d e d  o n l y  a s  v e r y  t e n t a t i v e  e v i d e n c e  o f  a 

r e l a t i o n s h i p  b e t w e e n  a d v e r t i s i n g  i n t e n s i t y  and p r o d u c t  

v a r i e t y .

C h a n g e s  i n  t h e  r e t a i l  v a r i a b l e s  do n o t  a p p e a r  t o  h a v e  any  

s i g n i f i c a n c e  i n  e x p l a i n i n g  c h a n g e s  i n  p r o d u c t  v a r i e t y .



TABLE 5 . 7 :  CHANbES IN  VARIETY -  TESTS FOR LOG-LINEAR
RELATIONSHIPS a

CONS MANIJF. A / S RET. OWN SALES R sq
a d j . 
R sq N

( 1 ) - 2 .  13  
( 2 .  9 2 )

. 3 0 9  
( . 5 9 4 )

. 4 8 9 b  
( . 1 8 4 )

. 4 5 3  
( . 6 4 1 )

- .  1 2 5  
( . 2 5 7 )

1. 0 2  
( .  5 3 6 )

. 6 6 . 3 8 12

( 2 ) 2 .  7 0 a  
( .  5 1 5 )

2 7 5
( . 2 5 5 )

/ / / / . 0 8 . 01 15

( 3 ) 1.  8 4 a  
( . 4 2 0 )

/ . 199  
( .  2 1 8 )

/ / / . 0 7 . 01 14

( 4 ) 3 .  8 0 a  
( 1 . 0 2 )

/ / - .  7 8 0  
( . 4 7 7 )

/ / . 18 . 11 14

( 5 ) 2 .  7 4 a  
( . 5 1 0 )

/ / / —. 2 6 6  
( . 2 2 7 )

/ . 0 9 . 0 3 15

(S ) . 9 1 6 b  
( .  3 8 9 )

/ / / / . 6^>4a 
( .  1 8 8 )

. 4 9 a . 4 4 14

( 7 ) - .  0 2 5  
( . 4 8 4 )

/ . 7  0 
( .  1 3 5 )

/ / . 7 4 9 a  
( .  1 5 8 )

. 7 0 a . 6 4 14

K e y  a CONS
MANUF
A / S
RET
OWN
SALES
N
( a d j ) R sq =

I n t e r c e p t .
M a n u f a c t u r e r  3  F i r m  C o n c e n t  r a t  i  on R a t i o  
A d v e r t i s i n g  S a l e s  R a t i o .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  M a r k e t  S h a r e .
S a l e s  ( £  m) .
S a m p l e  S i z e .
( a d j u s t e d )  R - s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
s i g n i f i c a n c e  w i t h  t  o r  F t e s t s -  

a = s i g n i f i c a n t  a t  9 9 *  l e v e l ,
b = s i g n i f i c a n t  a t  95/*  l e v e l ,
c = s i g n i f i c a n t  a t  9 0 *  l e v e l .

i n d  i c a t e



8 . 3 .  A N A L Y S IS  Oh PRODUCT V A R IE T Y  AT F IR M  LEVEL.

As w e l l  a s  t e s t s  on v a r i e t y  a t  m a r k e t  l e v e l  a n a l y s i s  a t

t h e  f i r m  l e v e l  was u n d e r t a k e n .  I t  s h o u l d  be r e m e m b e r e d  t h a t ,  

a s  w i t h  t h e  e x a m i n a t i o n  o f  a d v e r t i s i n g  a t  f i r m  l e v e l ,  t h e  

f i r m s  i n c l u d e d  i n  t h e  s a m p l e  ( a p p e n d i x  d)  a r e  l i m i t e d  t o

t h o s e  w i t h  a l a r g e  e n o u g h  m a r k e t  s h a r e  t o  be  i n c l u d e d  i n

m a r k e t  r e p o r t s .  I n  p r a c t i c e  t h e  t h r e s h o l d  o f  m a r k e t  s h a r e  

n e e d e d  t o  be  i n c l u d e d  i n  t h e  m a r k e t  r e p o r t s  r a n g e d  b e t w e e n  1 *  

and  5 * .

T e s t s  w e r e  c o n d u c t e d  on p o s s i b l e  d e t e r m i n a n t s  o f  b o t h  

b r a n d  n u m b e r s  and t h e  p e r c e n t a g e  o f  b r a n d s  w i t h i n  a 

c o n v e n i e n c e  good m a r k e t  f o r  b o t h  1 9 7 0  and 1 9 8 1 .

8 . 3 . 1 .  THE LEVEL OF V A R IE T Y  1 9 7 0 .

T h o u g h  t h e  s a m p l e  o f  f i r m s  was s m a l l  and c o n s t r a i n e d  t o  

t h e  c o n v e n i e n c e  good s e c t o r  t h e  l e v e l  o f  s a l e s  o f  a f i r m  i n  a  

m a r k e t  was  f o u n d  t o  h a v e  a d i r e c t  p o s i t i v e  c o r r e l a t i o n  w i t h  

t h e  n u m b e r  o f  b r a n d s  t h a t  a  f i r m  o f f e r e d  i n  a m a r k e t  

( e q u a t i o n  2 o f  t a b l e  8.  8.  ) .

S p e c i f i c  m e a s u r e s  o f  a f i r m ’ s p o s i t i o n  w i t h i n  a m a r k e t  

( a s  o p p o s e d  t o  t h e  a b s o l u t e  l e v e l  o f  s a l e s )  s u c h  a s  

p e r c e n t a g e  m a r k e t  s h a r e  and s a l e s  r a n k i n g  w e r e  f o u n d  t o  h a v e  

no l i n e a r  r e l a t i o n s h i p  w i t h  t h e  t o t a l  n u m b e r  o f  b r a n d s  t h a t  a  

f i r m  o f f e r e d  i n  a m a r k e t  a f t e r  a l l o w i n g  f o r  t h e  e f f e c t  o f  

s a l e s  ( e q u a t i o n s  3 and 4 ) .

T h e  d e g r e e  o f  r e t a i l  c o n c e n t  r a t  i o n  i n  a m a r k e t  was f o u n d  

t o  h a v e  no s i g n i f i c a n t  l i n e a r  e f f e c t  on t h e  l e v e l  o f  v a r i e t y  

e i t h e r  b e f o r e  o r  a f t e r  a l l o w i n g  f o r  t h e  e f f e c t  o f  a f i r m s  

s a l e s  ( e q u a t i o n s  5 and 7 ) .



TABLE 8 . 8 :  PRODUCT VARIETY AT FIRM LEVEL 1 97 0  -  RESULTS OF
LINEAR REGRESSIONS.

CONS

m - . s a a
( 1 8 . 5 )

( 2 )  7 . 2 7
( . w i7)

( 3 )  1 2 . 3
( 4 . 5 )

( 4 )  . 9 7 4  
< 6 . 3 8 )

( 5 )  - . 4 8  
( 1 2 )

( 6 ) 6 . 8 6  
( 4 .  9 3 )

( 7 )  2 2 . 5  
( 1 1 . 8 )

( 8 )  1 6 . 8 a  

( 4 .  4 0 )

K e y  ■

N o t e s

ad
SALES MSP RANK R E T A IL  OWN N R sq R

6 . 3 7 E - 7 a  - . 4 3 1 c  - 1 . 4 4  . 4 0 4  . 0 7 9  3 6  . 3 6 b  . 2
( 1 . 6 1 E - 7 )  ( . 2 5 4 )  ( 3 . 5 2 )  ( . 2 7 1 )  ( . 2 2 1 )

4 .  l E - 7 a  /  /  /  /  3 6  . 2 5 a  . 2
( 1 .  2 E - 7 )

4 . 9 9 E —7 a  - . 2 3 6  /  /  /  3 6  . 3 1 a  . 2
( 1 . 3 0 E - 7 )  ( . 1 4 4 )

4 . 6 4 E ~ 7 a  /  2 . 2 5  /  /  3 6  . 2 8 a  . 2
( 1 . 3 2 E - 7 )  ( 2 . 1 5 )

4 . 4 2 E—7 a  /  /  • 161  /  ^s6 . . i6 a  .
( 1 ,  3 3 E - 7 )  ( . 2 4 9 )

4 .  1 I E —7 a  /  /  /  . 0 2 6  3 6  . 2 5 a  . 2
( 1 . 2 S E —7 )  ( . 2 ^ . o )

/  /  /  - .  1 7 8  /  3 6  . 0 1  —. 0
( . 2 5 9 )

/  /  /  /  - .  1 5 7  3 6  . 0 1  - . 0 2
( .  2 4 4 )

I n t e r c e p t .
P e r c e n t a g e  o f  B r a n d  M a r k e t  ( s a l e s ) .  
S a l e s  Rank .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  M a r k e t  S h a r e .
S a l e s .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

F i q u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o 1 l o w i n q  s y m b o l s  a r e  u s ed  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :

a = s i g n i f i c a n t  a t  99% l e v e . i .
b = s i g n i f i c a n t  a t  95% l e v e l .
q = s i g n i f i c a n t  a t  90% l e v e l .

CONS
MSP
RANK
RET
OWN
SALES
N
( a d j )  R sq =



b i m i l a r l y  t h e  d e g r e e  o f  own l a b e l  p e n e t r a t i o n  w i t h i n  a 

m a r k e t  was f o u n d  t o  h a v e  no s i g n i f i c a n t  l i n e a r  r e  3. a t  i  o n s h i p  

w i t h  t h e  n u m b e r  o f  b r a n d s  t h a t  an  i n d i v i d u a l  f i r m  o f f e r e d  

b e f o r e  o r  a f t e r  a l l o w i n g  f o r  t h e  e f f e c t  o f  a  f i r m s  s a l e s  

( e q u a t i o n s  9 and S) .

T h e  r e s u l t s  o f  t e s t s  i n  l o g a r i t h m i c  f o r m  t e n d e d  t o  r e 

e n f o r c e  t h e  c o n c l u s i o n s  d r a w n  f r o m  t h e  l i n e a r  t e s t s  ( t a b l e

8 . 9 ) .  S a l e s  i s  a g a i n  t h e  d o m i n a n t  v a r i a b l e  w i t h  r e t a i l

c o n c e n t  r a t i o n  and own l a b e l  p e n e t r a t i o n  h a v i n g  no s i g n i f i c a n t  

i m p a c t  on t h e  l e v e l  o f  b r a n d  n u m b e r s .

When i n c l u d e d  w i t h  s a l e s  t h e  two  m e a s u r e s  o f  m a r k e t

p o s i t i o n  ( m a r k e t  s h a r e  and s a l e s  r a n k i n g )  b o t h  h a v e  a n  e f f e c t

on t h e  l e v e l  o f  v a r i e t y  ( e q u a t i o n s  3 and 4 ) .  I n t e r e s t i n g l y

t h e  e f f e c t  i s  s u c h  t h a t  t h e  l a r g e r  f i r m s  a r e  o f f e r i n g  l e s s

v a r i e t y  t h a n  t h e  s m a l l e r  f i r m s  o n c e  d i f f e r e n c e s  i n  s a l e s  a r e

a l l o w e d  f o r .  G f  t h e  tw o  m e a s u r e s  m a r k e t  s h a r e  h a s  a much m ore  

s i g n i f i c a n t  i m p a c t  t h a n  t h e  dummy v a r i a b l e  o f  s a l e s  r a n k .  An 

e x p l a n a t i o n  o f  f i r m s  i n  w e a k e r  m a r k e t  p o s i t i o n s  o f f e r i n g  

g r e a t e r  v a r i e t y  p e r  pound s t e r l i n g  o f  r e v e n u e  i s  t h a t  s u c h  

f i r m s  may h a v e  t o  o f f e r  a s i m i l a r  p o r t f o l i o  o f  v a r i e t y  a s  

m a r k e t  l e a d e r s  i f  t h e y  hope  t o  e x p a n d .

S u b - d i v i d i n g  t h e  1 9 7 0  s a m p l e  b e t w e e n  m a r k e t  l e a d e r s  and  

m a r k e t  f o l l o w e r s  d i d  n o t  h a v e  a n y  i m p a c t  on t h e  l a c k  o f  

i m p a c t  o f  r e t a i l  c o n c e n t  r a t i o n  and own l a b e l  i n  e i t h e r  l i n e a r  

o r  l o g a r i t h m i c  f o r m  ( t a b l e s  S. 10 and S. 1 1 ) .  T h e r e  was a 

s l i g h t  e f f e c t  on t h e  r e l a t i o n s h i p  w i t h  s a l e s  b u t  t h e  

i m p l i c a t i o n  o f  t h i s  i s  a m b ig u o u s  g i v e n  t h a t  t h e  r e l a t i o n s h i o  

was s t r o n p e r  f o r  m a r k e t  l e a d e r s  t h a n  f o l l o w e r s  i n  l i n e a r  f o r m  

b u t  w e a k e r  i n  l o g a r i t h m i c  f o r m  ( s q u a t  i o n s  1 and 4  o f  t a b l e s

8 .  10 and 3.. 1.1. ) .
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TABLE 6 . 9 :  PRQDUCi VARIETY AT FIRM LEVEL 1970  -  RESULTS OF
LOG-LINEAR REGRESSIONS.

a d j .
CONS SALES MSP RANK R E T A IL  OWN N R sq R sq

( 1 )  - 4 . 4 Q  . 9 S 5 a  - 1 . 5 7 a  - 1 . 1 3 b  . 7 4 6  - . 1 9 0  3 6  . 5 7 a  . 5 0
( 1 . 5 9 )  ( . 1 7 1 )  ( . 3 6 0 )  ( . 5 0 9 )  ( . 5 2 2 )  ( . 1 2 7 )

( 2 )  - 2 . 0 5  . 4 2 5 a  /  /  /  /  3 6  . 2 0 a  . 1 8
( 1 . 0 2 )  ( . 1 4 6 )

( b )  —b . S 7  . S 3 1 a —■7 8 4 a  /  /  /  3 6  ■4 6 a  • 4 3
( . 9 6 5 )  ( . 1 5 8 )  ( . 1 9 5 )

( 4 )  - 3 . 4 5  . 5 9 6 a  /  . 5 7 1 c  /  /  3 6  . 2 9 a  . 2 4
( 1. 2 0 )  ( .  1 6 b ) ( .  3bO )

( 5 ) '  - 1 . 1 1  . 3 8 8 b  /  /  - . 4 1 8  /  3 6  . 2 1 b  . 1 6
( 1 . 6 4 )  ( . 1 5 6 )  ( . 5 6 3 )

( 6 )  —1 . 7 6  . 3 9 7 b  /  /  /  —. 1 0 3  3 6  . 2 1 b  . 1 6
( 1 . 1 2 )  ( . 1 5 3 )  ( . 1 5 1 )

K e y :  CONS = I n t e r c e p t .
MSP =  P e r c e n t a g e  o f  B r a n d  M a r k e t  ( s a l e s ) .
RANK = S a l e s  R an k .
RET -  R e t a i l  C o n c e n t  r a t i o n .
OWN = Own L a b e l  M a r k e t  S h a r e .
SALES = S a l e s .
M = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u sed  t o
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :

a = s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c = s i g n i f i c a n t  a t  9o% l e v e l .



TABLE 8 . 1 0 :  THE LEVEL OF PRODUCT Vh RIETY OF MARKET LEADERS AND
MARKET FOLLOWERS 1 9 7 0 . L IN E A R REGRESSION RESULTS.

CONS SALES R t  i OWN N R sq
ad j . 
R sq

MARKET LEADERS  
( i )  3 . 4 2  

( 5 .  4 9 )
4 .  7 E - 7 a  

( 1 . 6 E - 7 )
/ / 2 2 ■ j u a 2 6

( 2 )  - 1 3 . 2  
( 2 0 . 5 )

5 . 5 E - 7 a  
( 1 . 9 E - 7 )

. 3 2 4  
( .  3 8 5 )

/ 2 2 . «i)2a 2 5

( 3 )  2 . 3 1  
( 7 .  6 5 )

4 . 6 E - 7 b  
( 2 . 6 E - 7 )

/' . Ob^f
( . 2 9 5 )

. .ifOa

MARKET FOLLOWERS 
( 4 )  1 0 . 3 1 b  

( 3 . 6 5 )
4 . 6 E - 7 c  

( 2 . S E - 7 )
/ / 14 . 2 2 c . 16

( 5 )  - 2 . 7 6  
( 1 6 .  0 9 )

6 . 3 E - 7 c  
( 3 . 2 E - 7 )

. 2 6 2  
K. 3 o S )

./ 14 . 2 7 . 14

( 6 )  9  • OS 
( 6 .  7 2 )

5 . O E - 7  
( 2 . 9 E - 7 )

/
(

. 0 6 0  
• si63)

14 . 2 3 . 0 9

K e y : COM3
RET 
OWN 
SALES
N
( a d j )  R sq

I n t e r c e p t .
R e t a i l  C o n c e n t  r a t i o n .  
Own L a b e l  M a r k e t  S h a r e ,  
S a l e s .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u sed  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  h t e s t s :

a = s i g n i f i c a n t  a t  39'/- l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c = s i g n i f i c a n t  a t  90% l e v e l .

2 ^b



TABLE 8 . 1 1 :  THE LEVEL OF PRODUCT VARIETY QF MARKET LEADERS AND
MARKET FOLLOWERS 1 9 7 0 .  L O G - L IN E A R  REGRESSION  
RESULTS.

CONS SALES RET OWN N R sq
a d j .  
R sq

MARKET
( 1 )

LEADERS
- 3 .  5 0  b 
( 1 . 5 1 )

. 6 1 0 a  
( . 2 1 0 )

/ / 2 2 ■ t f̂Oa . 2 6

( 2 ) - 2 .  9 3
( 2 .  4 4 )

« 58z»a 
( . 2 3 3 )

- .  2 2 6  
( . 7 4 8 )

/ 2 2 . 3 0 b . 2 3

( 3 ) - 3 .  2 3  
( 1 .  5 3 )

. 5 9 2 b  
( . 2 1 0 )

/ - .  168  
( .  1 6 4 )

2 2 . .I* b . 2 6

MARKET
( 4 )

FOLLOWERS
- 4 .  0 0  
( i . a i )

. 7 4 4 b  
( . 2 7 2 )

/ / 14 . 3 8 b . j  j

( 5 ) - 6 .  15c
( si. V>3 )

. 3 9 5 b
( . 3 4 1 )

. 7 1 5  
( .  9 4 2 )

/ 14 . 4 2 c . 31

( 6 ) “ S . 5 3 b 1. 0 6  b / . 4 3 9  ' 14 . 4 6 b . 3 7

K e y :  CONS = I n t e r c e p t .
RET = R e t a i l  C o n c e n t  r a t i o n .
□WN ^ Own L a b e l  M a r k e t  S h a r e .
SALES = S a l e s .
[M = SaiYiple S i z e .
( a d j )  R sq =  ( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s ed  t o

i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s ,  
a = s i g n i f i c a n t  a t  9 S’A l e v e l .
^ = s i g n i f i c a n t  a t  :J5/« l e v e l ,
c 55 s i g n i f i c a n t  a t  9 u % l e v e l .



8 - 3 . 2 -  THE LEVEL OF PRODUCT V A R IE T Y  i 9 3 1 .

T e s t s  u n d e r t a k e n  on t h e  1 9 7 0  s a m p l e  on p o s s i b l e

d e t e r m i n a n t s  o f  t h e  l e v e l  o f  b r a n d  n u m b e r s  o f f e r e d  by f i r m s  

w e r e  r e p e a t e d  on t h e  l a t e r  s a m p l e .  I n t e r e s t i n g l y  t h e  r e s u l t s  

s h o w e d  some d e g r e e  o f  c o n t r a s t  t o  t h e  e a r l i e r  s a m p l e  

p a r t i c u l a r l y  i n  t h e  s p e c i f i c a t i o n  o f  t h e  r e l a t i o n s h i p  w i t h  

s a l e s .

I n  t h e  l i n e a r  t e s t s  ( t a b l e  8 . 1 2 )  s a l e s  was  n o t  f o u n d  t o  

be a s i g n i f i c a n t  e x p l a n a t i o n  o f  t h e  d e g r e e  o f  v a r i e t y  e i t h e r  

on i t s  own o r  when i n c l u d e d  w i t h  t h e  o t h e r  v a r i a b l e s

( e q u a t i o n s  1 t o  S ) . S i m i l a r l y  t h e  m e a s u r e s  o f  m a r k e t  p o s i t i o n  

( m a r k e t  s h a r e  and r a n k )  d i d  n o t  h a v e  a s i g n i f i c a n t  l i n e a r  

r e l a t i o n s h i p  w i t h  v a r i e t y .

T h e  o n l y  v a r i a b l e  t o  show a n  e f f e c t  on t h e  l e v e l  o f

v a r i e t y  was  t h e  v a r i a b l e  o f  r e t a i l  c o n c e n t  r a t i o n  ( e q u a t i o n

5 ) .  T h a t  i t  d o e s  so on i t s  own i s  s l i g h t l y  s u r p r i s i n g  i n  t h e  

s e n s e  t h a t  t h i s  i s  s u g g e s t i n g  t h a t  t h e  l e v e l  o f  v a r i e t y  t h a t  

a f i r m  o f f e r s  i s  m o r e  d o m i n a t e d  by t h e  r e t a i l  e n v i r o n m e n t  i n  

i t s  s p e c i f i c  m a r k e t  t h a n  e i t h e r  t h e  s c a l e  o f  t h e  f i r m ’ s 

o p e r a t i o n s  ( i . e  s a l e s )  o r  by i t s  r e l a t i v e  p o s i t i o n  i n  i t s  

m a r k e t .  S u c h  e v i d e n c e  i s  n o t  immune f r o m  p o s s i b l e  

met hod o 1 oci i  c a  1 c r i t i c i s m  t h a t  on s u c h  a  s m a l l  samp.ie  o f  

m a r k e t s  ( 1 2 )  a l l  t h e  r e t a i l  v a r i a b l e  i s  d o i n g  i s  a c t i n g  as  a 

p r o x y  f o r  e a c h  m a r k e t  h a v i n g  a d i f f e r e n t  u n d e r l y i n g  

p o s s i b i l i t y  f o r  p r o d u c t  r a n g e  and  t h a t  t h e  d e g r e e  o f  f i r m  

r a n q e  i s  n o t  b e i n g  e x p l o r e d .  T h o u g h  s u c h  a c r i t i c i s m  c a n n o t  

be r e f u t e d  a b s o l u t e l y  t h e  f a c t  t h a t  t h e  r e t a i l  m e a s u r e  has  a  

s t a t i s t i c a l l y  s i g n i f i c a n t  s y s t e m a t i c  r e l a t i o n s h i p  w i t h  b o t h  

f i r m  and m a r k e t  v a r i e t y  ( t a b l e  8 . 4 )  s u g g e s t s  t h a t  a t  t h e  v e r y  

l e a s t  t h e  d e q r e e  o f  r e t a i l  c o n c e n t  r a t i o n  i s  ( n e g a t i v e l y )
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TABLE 3

CONS

( 1 )  5 4 . 6  
( 2 3 . 7 )

( 2 )  1 7 . 5  
( 3 .  5 )

( 3 )  1 7 .  Sa
( 5 .  4 )

( 4 )  1 7 . 4b  
( 7 .  3 )

( 5 )  5 5 . 2  
( 1 3 . 1 )

( 6 )  1 4 . 2  
( 6 .  7 )

( 7 )  5 5 . 3  
( 1 1 . 0 )

( 3 )  1 9 . 6  
( 5 .  Q)

K e y  s

N o t e s

. , 128  PRODUCT VARIETY AT FIRM LEVEL 19B1 -  RESUL15 Qh
LINEAR REGRhSSluNS.

a d j .
SALES MSP RANK R E T A I L  OWN N R sq R sq

2 . O E - 9  . 0 6 5  - . 5 5 0  6 4 2 a  . 4 5 2  4 6  . 2 1  . 0 9
( 1 . 1 E - 3 )  ( . 3 6 7 )  ( 4 . 3 5 )  ( . 2 3 4 )  ( . 3 8 9 )

1 . 3 E —3 /  /  /  /  4 6  . 0 5  0 2
( 9 . I E - 9 )

1 . 4 E - 3  - . 0 2 0  /  /  /  4 6  . 0 5  . 0 0
( 9 . 5 E - 9 )  ( . 1 9 2 )

1 . 3 E - 3  /  - 0 3 9  /  /  4 6  . 0 5  . 0 0
( 9 . 5 E - 9 )  ( 2 . 3 5 )

7 . 5 E - 1 0  /  /  - . 5 4 3 a  /  4 6  , 2 1 a  . 1 7
( 9 . 4 E - 9 )  ( . 1 3 4 )

1 . 6 E - 3  /  /  /  2 U 8  4 6  . 0 5  . O i
( 9 . 9 E - 9 )  ( . 3 5 5 )

/  /  /  - . 5 5 4 a  /  4 6  . 2 1 a  . 1 9
( .  1 6 3 )

/  /  /  /  - 3 . 9 E - 4  4 6  . 0 0  - . 0 2
( . 3 3 4 )

CONS
MSP
RANK
RET
OWN
SALES
N
(a d  j ) R sq -

I n t e r c e p t .
P e r c e n t a g e  o f  
S a l e s  R an k .
R e t a i l  C o n c e n t  r a t i o n .  
Own L a b e l  M a r k e t  S h a r e .  
S a l e s .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

f  B r a n d  M a r k e t  ( s a l e s )

F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .  
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
s i g n i f i c a n c e  w i t h  t  o r  F t e s t s -  

a = s i g n i f i c a n t  a t  99% l e v e l ,
b ~ s i g n i f i c a n t  a t  95/£ l e v e l ,
c = s i g n i f i c a n t  a t  90%  l e v e l .

i n d i c a t e
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r e f l e c t i n g  t h e  s c o p e  f o r  b r a n d  v a r i e t y  and i s  t e n t a t i v e  

e v i d e n c e  t h a t  h i g h e r  r e t a i l  c o n c e n t  r a t i o n  h a s  a n e q a t i v e  

e f f e c t  on b r a n d  v a r i e t y .

T e s t s  f o r  l o g a r i t h m i c  r e l a t i o n s h i p s  shown i n  t a b l e  S . 13  

p r o v i d e  e v i d e n c e  f o r  b o t h  s a l e s  and r e t a i l  c o n c e n t  r a t i o n  

h a v i n g  a l o g  l i n e a r  r e l a t i o n s h i p  w i t h  v a r i e t y .

S a l e s  h a s  a p o s i t i v e  r e l a t i o n s h i p  w i t h  v a r i e t y  w h e r e a s  

r e t a i l  c o n c e n t  r a t i o n  i s  n e g a t i v e l y  r e l a t e d .  T h e  f a c t  t h a t  a 

l o g a r i t h m i c  r e l a t i o n s h i p  b e t w e e n  a f i r m ’ s s a l e s  and i t s  l e v e l  

o f  b r a n d  v a r i e t y  i s  s i g n i f i c a n t  f o r  b o t h  t i m e  p e r i o d s

i l l u s t r a t e s  t h a t  t h e  r e l a t i o n s h i p  i s  r e a s o n a b l y  r o b u s t .

T h e  f a c t  t h a t  r e t a i l  c o n c e n t  r a t i o n  i s  f o u n d  t o  be

c o r r e l a t e d  t o  t h e  l e v e l  o f  v a r i e t y  a t  t h e  f i r m  l e v e l  f o r  t h e  

l a t e r  t i m e  p e r i o d  o n l y  i s  c o n s i s t e n t  w i t h  a n u m b e r  o f

e x p l a n a t i o n s .  On t h e  o ne  hand  i t  i s  c o n s i s t e n t  w i t h  t h e  

h y p o t h e s i s  t h a t  t h e  r e v o l u t i o n  i n  t h e  r e t a i l  e n v i r o n m e n t  

d i s c u s s e d  i n  c h a p t e r  one  has  b e e n  s u c h  t h a t  i t  i s  o n l y  i n

m o r e  r e c e n t  y e a r s  t h a t  c o n c e n t  r a t  i  on h a s  b e e n  a do mi i n a n t

f a c t o r  i n  e x p l a i n i n g  t h e  l e v e l  o f  v a r i e t y  w i t h i n  t h e

c o n v e n i e n c e  g ood  s e c t o r .  On t h e  o t h e r  hand t h e  f a c t  t h a t  i t

i s  o n l y  s i g n i f i c a n t  f o r  one o f  t h e  tw o  s a m p l e s  may i n d i c a t e

t h e  l a c k  o f  a r o b u s t  r e l a t i o n s h i p .

T h a t  t h e  l e v e l  o f  own l a b e l  p e n e t r a t i o n  i n  a m a r k e t  h a s  

no o b s e r v a b l e  e f f e c t  on t h e  n u m b e r  o f  b r a n d s  t h a t  a f i r m  

o f f e r s  f o r  e i t h e r  t i m e  p e r i o d  i s  e i t h e r  t h e  r e s u l t  o f  s e l f  

c a n c e l l i n g  f o r c e  ( d i s c u s s e d  i n  c h a p t e r  f i v e )  o r  e v i d e n c e  o f  

no i n f l u e n c e .  I n  e i t h e r  c a s e  i t  i s  p r i m a  f a c i e  e v i d e n c e  t o  

s u g g e s t  t h a t  c o n s u m e r  c h o i c e  i s  n o t  b e i n g  h a rm e d  by t h e  r i s e  

o f  own l a b e l .  C o n su m er  c h o i c e  may be a f f e c t e d  by  o t h e r  

f a c t o r s  b u t  n o t  by t h e  r i s e  o f  own ± a b e l .
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D i v i d i n g  t h e  s a m p l e  b e t w e e n  m a r k e t  l e a d e r s  and m a r k e t  

f o l l o w e r s  ( t a b l e s  S . 14 and  a. 15 )  sh o w s how r e t a i l  

c o n c e n t  r a t i o n  h a s  d i f f e r e n t  e f f e c t s  on t h e  t w o  g r o u o s .  

E x a m i n i n g  t h e  l i n e a r  r e l a t i o n s h i p  f i r s t ,  t h e  r e t a i l  v a r i a b l e  

i s  f o u n d  t o  be n e g a t i v e l y  r e l a t e d  t o  t h e  n u m b e r  o f  b r a n d s  

o f f e r e d  by  m a r k e t  l e a d e r s  ( e q u a t i o n  4 )  a t  t h e  95% l e v e l  o f  

s i g n i f i c a n c e  b u t  t o  h a v e  no s i g n i f i c a n t  r e l a t i o n s h i p  w i t h  t h e  

v a r i e t y  o f  m a r k e t  f o l l o w e r s  ( e q u a t i o n  8 ) .  T h i s  i s  c o n s i s t e n t  

w i t h  t h e  e x p e c t a t i o n  e x p r e s s e d  i n  c h a p t e r  f i v e  t h a t  m a r k e t  

l e a d e r s  w o u l d  be f o r c e d  t o  c u t  b a c k  v a r i e t y  i f  r e t a i l  

c o n c e n t  r a t i o n  i n c r e a s e d .  T h e  c a v e a t  t h a t  p e r h a p s  a t  v e r y  h i g h  

l e v e l s  o f  c o n c e n t  r a t i o n  r e t a i l e r s  m i g h t  w i s h  m a n u f a c t u r e r s  t o  

o f f e r  m o r e  v a r i e t y  was n o t  t e s t e d  a s  t h e r e  w e r e  t o o  f e w  

o b s e r v a t i o n s  o f  v e r y  h i g h  l e v e l s  o f  c o n c e n t  r a t i o n  i n  t h e  

s a m p l e  and i n d e e d  i n  t h e  t i m e  p e r i o d  u n d e r  o b s e r v a t i o n .

T h e  l o q a r i t h m i c  t e s t s  shown i n  t a b l e  8 . 1 5  c o n f i r m  r e t a i l  

c o n c e n t  r a t i o n  h a v i n g  m o re  e f f e c t  on t h e  b r a n d  ( n u m b e r )  p o l i c y  

o f  l e a d i n g  m a n u f a c t u r e r s  t h a n  on s m a l l e r  m a n u f a c t u r e r s  

( e q u a t i o n s  4 and 8 ) .  E q u a t i o n  3 h o w e v e r  sh o w s  t h a t  r e t a i l  

c o n c e n t  r a t  i o n  i s  r e l a t e d  t o  t h e  a m o u n t  o f  v a r i e t y  a m a r k e t  

f o l l o w e r  o f f e r s .  T h i s  a g a i n  i s  e v i d e n c e  o f  t h e  r e t a i l  

e n v i r o n m e n t  a f f e c t i n g  t h e  b r a n d  p o l i c y  o f  m a n u f a c t u r e r s .



TABLE 3 . 1 5 :  PRODUCT VARIETY AT FIRM LEVEL .1981 -  RESULTS OF
LOG-LINEAR REGRESSIONS.

a d j .
CONS SALES MSP RANK R E T A IL OWN N R sq

( 1 ) - 1 .  2 7  
( 2 . 1 5 )

. 5 6 4 a  
( .  1 8 8 )

—. 6 6 3  
( . 4 4 4 )

~ .  5 5 8  
( . 6 9 0 )

—. 7 6 7  
( . 6 7 2 )

. Jj41 
( . 2 0 8 )

4 6 ■ o 7  a

( 2 ) . 1 4 3  
( .  2 4 6 )

. 1 1 3 a  
(■ O b b )

/ / / / 4 6 . 2 2 a

( 3 ) - 2 .  5 6  
( .  8 S 8 )

. 5 1 2 a  
( .  1 2 6 )

- .  2 7 8  
( .  1 9 3 )

/ / / 4 6 • b o a

( 4 ) . 2 2 9  
( . 2 8 0 )

. 1 1 6 a  
( . 0 3 4 )

/ - .  1 9 4  
( . 2 9 5 )

/ /' 4 6 . jluia

( 5 ) 2 .  4 6 b  
( .  9 8 2 )

. 0 8 2 b  
( .  0 3 5 )

/ / - 1 .  15b  
( .  4 7 3 )

/ 4 6 . o 2 a

( 6 ) . 2 2 9  
( « 2 8 0 )

. 1 i b a  
( .  0 3 4 )

/ / / 1 9 4
( . 2 9 5 )

4b . 2 3 a

( 7 ) 3 .  8 9 a  
( . 8 0 5 )

/ / / —1 • 6 3 a  
( . 4 4 8 )

/ 4 6 . 2 b a

( 8 ) 1. 2 0 a  
( .  1 7 4 )

/ / / / - .  2 4 0  
( .  1 6 1 )

4 6 . 0 5 0 3

K e y :  CONS
MSP •
RANK
RET
OWN
SALES
N
( a d j )  R sq

I n t e r c e p t .
P e r c e n t a g e  o f  B r a n d  M a r k e t  ( s a l e s )  
S a l e s  R an k .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  M a r k e t  S h a r e .
S a l e s .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u sed  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :

^  ss s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l .
q  ss s i g n i f i c a n t  a t  90% l e v e l .



TABLE 8 . 1 4 ;  THE LEVEL OF PRODUCT VARIETY OF MARKET LEADERS AND
MARKET FOLLOWERS 1 9 8 1 .  L INEAR REGRESSION RESULTS.

ad
CONS SALES RET OWN N R sq R

MARKET LEADERS
( 1 )  1 9 . 7 1  9 . S E - 9  / ’ /  2 2  . 0 5

( 5 . 4 3 )  ( 1 . 0 E - 8 )

( 2 )  8 5 . 3 1  2 .  7 E - 9  - . 6 5 7 b  /  2 2  . 2 8 b
( 1 9 . 0 8 )  ( l . O E - S )  ( . 2 6 6 )

( 3 )  2 1 . 2  8 . 9 E - 9  /  - . 0 8 3  2 2  . 0 5
( 1 1 . 6 )  ( 1 . 2 E - 8 )  ( . 5 6 8 )

( 4 )  6 2 . 5 a  /  - . 6 2 3 b  /  2 2  . 2 7 b
( 1 5 . 2 )  ( . 2 2 6 )

MARKET FOLLOWERS
( 5 )  1 7 . 7  3 .  9 E - 8  /  /  2 0  . 0 8  -

( 6 . 0 4 )  ( 4 . 0 E - 8 )

( £ )  4 0 . 2  1 . 0 E - 8  - . 3 3 8  /  2 0  . 0 8
( 3 0 . 5 )  ( 5 . 5 E - S )  ( . 4 4 0 )

( 7 )  8 . 6 6  5 . 9 E - 8  /  . 4 8 2  2 0  . 0 8
( 1 2 . 3 2 )  ( 4 . 8 E - S )  ( . 6 0 6 )

(Q) 4 4 . 4  /  * - . 3 9 4  /  2 0  . 0 8
( 2 0 . 2 )  ( . 3 1 7 )

K e y  : CONS
RET
OWN
SALES
N
( a d j )  R sq  =

I n t e r c e p t .
R e t a i l  C o n c e n t  r a t i o n .  
Own L a b e l  M a r k e t  S h a r e .  
S a l e s .
S a m p l e  S i z e .
(ad  l u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s ,
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :

a = s i g n i t■F -i c a n t  a t 99% l e v e l .
b = s i g n i f i c a n t  a t  95% l e v e l ,  
c  = s i g n i f i c a n t  a t  90% l e v e l .

j .
sq  

. 0 0  

. 20 

. 05  

. 24

. 0 2  

. 0 2  

. 0 3  

0 3



TABLE 8 . 1 5 :  THE LEVEL OF PRODUCT VARIETY OF MARKET LEADERS AND
MARKET FOLLOWERS 1 9 9 1 .  L Q G - L IN E A R  REGRESSION  
RESULTS.

a d j .
CONS SALES RET OWN N R sq  R sq

MARKET LEADERS
( 1 )  - 2 . 5 2 c  . 4 5 5 b  /  /  2 2  . 2 7 b  . 2 3

( 1 . 3 4 )  ( . 1 6 3 )

( 2 )  - . 2 7 0  . 3 2 2  - . 6 7 3  /  2 2  . 3 1 b  . 2 3
( 2 . 6 0 )  ( . 2 1 3 )  ( . 6 6 6 )

( 3 )  - 2 . 8 2  . 4 8 6  /  . 0 5 2  2 2  . 2 7 b  . 1 9
( 1 . 9 7 )  ( . 2 2 6 )  ( . 2 5 3 )

( 4 )  3 . 4 0 a  /  - 1 . 3 0 b  /  2 2  . 2 2 b  . 1 8
( . 9 6 9 )  ( . 5 4 1 )

MARKET FOLLOWERS
( 5 )  - 2 . 6 5  . 4 9 0 b  /' /  2 0  . 2 7 b  . 2 3

( 1 . 4 2 )  ( . 1 9 1 )

( £ )  - 2 .  16 . 4 6 2  - . 1 5 6  /  2 0  . 2 7 c  . 1 8
( 4 .  17 )  ( . 3 0 0 )  ( 1 . 2 6 )

( 7 ) - 3 . 7 3 c  . 6 1 0 b  /  . 2 0 4  2 0  . 2 9 c  . 2 1
( 2 . 0 4 )  ( . 2 5 3 )  ( . 2 7 7 )

(Q ) 3 . 8 4 b  /  - 1 . 6 2 c  /  2 0  - . 1 7 c  . 1 2
( 1 . 5 2 )  ( . 8 5 5 )

K e y  : CONS
RET
OWN
SALES
N
( a d j )  R sq =

I n t e r c e p t .
R e t a i l  C o n c e n t  r a t i o n .  
Own L a b e l  M a r k e t  S h a r e .  

• S a l e s .
S a m p l e  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :

a = s i g n i f i c a n t  a t  99% l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c = s i g n i f i c a n t  a t  90% l e v e l .



8 . 3 . 3 .  THE DEGREh Or PRODUCT V A R IE T Y  h T F IR M  LEVEL 1 9 7 0 .

As w e l l  a s  e x a m i n i n g  t h e  p o s s i b l e  d e t e r m i n a n t s  o f  t h e  

a b s o l u t e  l e v e l  o f  v a r i e t y  t h a t  a  f i r m  o f f e r s  ( r e g a r d l e s s  o f  

m a r k e t )  i t  i s  p r u d e n t  t o  e x a m i n e  t h e  p o s s i b l e  d e t e r m i n a n t s  o f  

t h e  s h a r e  o f  b r a n d  n u m b e r s  t h a t  a  f i r m  h a s  w i t h i n  a  m a r k e t .  

T h e  a d v a n t a g e  o f  so d o i n g  i s  t h a t  i t  a v o i d s  h a v i n g  t o  e x p l a i n  

v a r i e n c e  i n  b r a n d  n u m b e r s  t h a t  a r i s e  f r o m  a d i f f e r e n t  s c o p e  

b e t w e e n  p r o d u c t  m a r k e t s  t o  o f f e r  d i f f e r e n t  b r a n d s .

T a b l e  3 . 1 6  p r e s e n t s  t h e  r e s u l t s  o f  l i n e a r  t e s t s  on t h e  

p e r c e n t a g e  o f  b r a n d s  o f f e r e d  by f i r m s  i n  1 9 7 0 .  M a r k e t  

p o s i t i o n  i s  f o u n d  t o  be s i g n i f i c a n t l y  c o r r e l a t e d  w i t h  

p e r c e n t a g e  v a r i e t y  b o t h  i n  t e r m s  o f  m a r k e t  s h a r e  ( e q u a t i o n  2 )  

and s a l e s  r a n k  ( e q u a t i o n  4 ) .  O f  t h e  tw o  e l e m e n t s  m a r k e t  s h a r e  

was f o u n d  t o  be a b e t t e r  e x p l a n a t i o n  t h a n  s a l e s  r a n k  ( a n  R 

s q u a r e d  o f  . 2 1  s i g n i f i c a n t  w i t h  93% c o n f i d e n c e  c o m p a r e d  t o  an  

R s q u a r e d  . 1 7  w i t h  95% c o n f i d e n c e ) .

T h o u g h  m a r k e t  s h a r e  and s a l e s  r a n k  a r e  c o n c e p t u a l l y  

d i f f e r e n t  m e a s u r e s  o f  m a r k e t  p o s i t i o n  r e g r e s s i n g  th e m  

t o g e t h e r  i s  n o t  w o r t h w h i l e  g i v e n  a 93% l e v e l  o f  c o r r e l a t i o n  

b e t w e e n  t h e m .

I n t r o d u c i n g  t h e  ( m a r k e t )  v a r i a b l e s  o f  own l a b e l  s h a r e  and  

r e t a i l  c o n c e n t r a t i o n  w i t h  m a r k e t  s h a r e  p e n e t r a t i o n  was  

e x p l o r e d  i n  e q u a t i o n s  4 and 5.  T h e  p e r c e n t a g e  s h a r e  o f  b r a n d  

n u m b e r s  was n o t  a f f e c t e d  by t h e  l e v e l  o f  r e t a i l  c o n c e n t  r a t i o n  

b u t  t h e  i n t r o d u c t i o n  o f  own l a b e l  p e n e t r a t i o n  was f o u n d  t o  

h a v e  a n e g a t i v e  r e l a t i o n s h i p  w i t h  t h e  p e r c e n t a g e  o f  v a r i e t y  

a f t e r  a l l o w i n g  f o r  f i r m  p o s i t i o n .  T h e  t e n t a t i v e  i n f e r e n c e  t o  

be made f r o m  s u c h  an o b s e r v a t i o n  i s  t h a t  t h e  r e l a t i o n s h i p  

w i t h  m a r k e t  s h a r e  i s  i m p r o v e d  once  t h e  n e g a t i v e  i n f l u e n c e  o f  

own l a b e l  s h a r e  i n  t h e  m a r k e t  i s  a l l o w e d  f o i .



TABLE Q . 1 6 :  PERCENTAGE PRuDUCT V A E I ETY AT F IR M L t V t L  1 9 7 0
- RESULTS OF L IN E A R  REGRESSIONS.

CONS MSP RANK SALES R E T A IL OWN N R sq
a d j . 
R sq

( 1 ) 1 3 . 3 3  
( 1 4 . 5 )

. w>o7c 
( .  1 9 7 )

- .  8 0 0  
( 2 .  7 3 )

- 1 . 2 E - 7  
( 1 . 3 E - 7 )

- .  0 1 2  
( . 2 1 1 )

- . 3 5 9 b  
( .  1 7 2 )

3 6 . 3 2 b . 21

( 2 ) 4 .  31
( 3 . 5 1 )

■ 3 1 1  a 
( .  1 0 3 )

/ / / / . 2 1 a . 19

( 3 ) 5 .  0 0  
( 3 .  5 9 )

■ 3  u a 
( .  1 1 5 )

/ - 3 . 9 E - Q  
( 1 . O E - 7 )

/ / 3 6 . jLjL b . 17

( 4 ) 4 .  3 2  
(S .  I S )

. 11 a 
( .  106)-

/ / . 0 0 5  
( .  1 8 0 )

/ 3 6 . 2 1 b . 17

( 5 ) 3 .  5 3  
( ■  S3  /

. 3 2 4 a  
( . 0 9 9 )

/ / / - . 3 0 9 c  
'(. 1 5 3 )

3 6 . o u a ■ 2 5

( 6 ) •iivJ. O
( 4 . 1 4 )

/ - 4 . 15b
( 1 .  5 5 )

// / / . 17b . 15

( 7 ) iiiwf. 9 
( 5 .  5 )

/ - 4 . 2 7 b  
( 1 .  7 2 )

—1 . 9 E - 3  
( 1 . I E - 7 )

/ / q»6 . 18b . 13

( 3 ) 2 1 .  2  
( 9 . 4 6 )

/ - 4 . 10b  
( 1 .  5 3 )

/ . 0 4 3  
( . 1 8 2 )

/ jf6 . 13b . 13

( 9 ) 2 6 . 9
( 4 . 5 8 )

/ - 4 .  15a  
( 1 . 5 1 )

/ / 2 7 6  
( .  1 6 3 )

3 6 . 2 4 b . 1 9  '

K e y :  CONS -  I n t e r c e p t .
MSP ”  P e r c e n t a p e  o f  B r a n d  M a r k e t  ( s a l e s )
RANK -  S a l e s  R an k .
pgrj = R e t a i l  C o n c e n t  r a t  i  on.
q WN =  Own L a b e l  M a r k e t  S h a r e .
SALES = S a l e s .
N -  SaiYiple S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s * ,

a = s i g n i f i c a n t  a t  9 9 "A l e v e l ,
b = s i q n i f i c a n t  a t  95% l e v e l ,
c  = s i q n i f i c a n t  a t  90% l e v e l .



T h u s  o n e  c o u l d  e x p e c t  t h e  f i r i Y i s  w i t h  h i g h  m a r k e t  s h a r e  f a c i n q  

h i g h  own l a b e l  c o m p e t  i t  i  on t o  h a v e  a  l o w e r  p e r c e n t a g e  o f  

b r a n d  n u m b e r s  t h a n  m a r k e t  l e a d e r s  f a c i n g  l o w e r  d e c r e e s  o f  own 

l a b e l  c o m p e t i t i o n .  T h o u g h  t h e r e  a r e  i m p l i c a t i o n s  o f  s u c h  

e v i d e n c e  f o r  t h e  a r g u m e n t  t h a t  own l a b e l  c o m p e t i t i o n  b e n e f i t s  

m a r k e t  l e a d e r s  i t  s h o u l d  be r e m e m b e r e d  t h a t  t h e  e v i d e n c e  i s  

o f  l i m i t e d  s t r e n g t h .

I n  t h e  e a r l i e r  p a r t  o f  t h e  c h a p t e r  t h e  l e v e l  o f  a  f i r m s  

s a l e s  was  f o u n d  t o  be a s i g n i f i c a n t  v a r i a b l e  i n  e x p l a i n i n g  

t h e  a b s o l u t e  l e v e l  o f  v a r i e t y ,  e q u a t i o n  t h r e e  h o w e v e r  

s u g g e s t s  t h a t  i t  i s  n o t  a s i g n i f i c a n t  d e t e r m i n a n t  o f  t h e  

p e r c e n t a g e  o f  b r a n d  v a r i e t y  t h a t  a  f i r m  h a s  i n  t h e  m a r k e t .

T h e  l o g a r i t h m i c  t e s t s  on t h e  1 9 7 0  s a m p l e  ( s u m m a r i z e d  i n  

t a b l e  8 . 1 7 )  a g a i n  show m a r k e t  s h a r e  i n  t e r m s  o f  s a l e s  t o  be 

s i g n i f i c a n t l y  a n d  d i r e c t l y  c o r r e l a t e d  w i t h  m a r k e t  s h a r e  i n  

t e r m s  o f  b r a n d  v a r i e t y .  T h e  p o w e r  o f  e x p l a n a t i o n  o f  t h e  

m a r k e t  s h a r e  p e r c e n t a g e  i s  g r e a t e r  i n  t h e  l o g a r i t h m i c  f o r m  

t h a n  t h e  l i n e a r  w h i c h  may be a c a s e  f o r  p r e f e r r i n g  t h e  

f o r m e r .  G i v e n  t h a t  b o t h  t h e  l i n e a r  and  l o g a r i t h m i c  

r e l a t i o n s h i p s  a r e  s i g n i f i c a n t  t h i s  d o e s  h o w e v e r  i n d i c a t e  t h e  

n e e d  f o r  t e s t s  on o t h e r  s a m p l e s  t o  s e e  w h i c h  i s  m o r e  r o b u s t .

T h e  v a r i a b l e  o f  s a l e s  r a n k  i s  a g a i n  s i g n i f i c a n t  and w i t h  

a s i m i l a r  c o r r e l a t i o n  c o e f f i c i e n t  t o  m a r k e t  s h a r e .  i h i s  

s u g g e s t s  t h a t ,  f o r  t h i s  s a m p l e ,  s a l e s  r a n k  i s  a c t i n g  

p r i m a r i l y  a s  a p r o x y  f o r  m a r k e t  s h a r e  r a t h e r  t h a n  r e f l e c t i n g  

a  m o r e  p s y c h o  1 o g i c a l  d i m e n s i o n  o f  m a r k e t  p o s i t i o n  i n  t e r m s  o f

f i r m  o r d e r  r a n k i n g .

R e t a i l  c o n c e n t  r a t i o n  and own l a b e l  s h a r e  w e r e  n o t  f o u n d  

t o  h a v e  a n y  i m p a c t  on t h e  c o r r e l a t i o n  w i t h  m a i k e t  p o s i t i o n .



TABLE Q . 17:  PERCENTAGE PRODUCT VARIETY AT FI RM LEVEL 1970
-  RESULTS QF L O G - L IN E A R  REGRESSIONS.

CONS MSP RANK SALES R E T A I L OWN N R sq
a d j  

• R s

( 1 ) 3 .  SS 
( 1 .  8 8 )

. 0 1 5  - .  
( . 0 0 9 )  (

0 8 8  
! . 0 0 9 )

— . 2 9 6  
( .  1 9 3 )

. 5 o 5  
( . 5 9 8 )

- .  2 0 4  
( .  1 4 2 )

. 6  b ■ 2 5

( 2 ) . 2 6 4
( . 2 1 4 )

. 5 2 7 a  
( .  1 5 7 )

/ / / / 3 6 . 2 5 a •

( 3 ) 1.  2 3  
( 1 . 0 1 )

. 6 5 5 a
( . 2 0 5 )

/ - .  1 6 2  
( .  1 6 6 )

/ / 3 6 . 2 7 a m vJ

( 4 ) . 6 7 9  
( . 7 8 0 )

. 5 3 4 a  
( .  1 5 9 )

/ / - .  2 6 1  
( . 4 7 1 )

/ . 2 6 a . 21

( 5 ) . 4 5 8  
( . 2 6 4 )

. 4 8 7 a  
( .  1 5 9 )

/ / / - .  1 5 8  
( .  1 2 7 )

3 6 . 2 8 a . 2 4

( 6 ) 1. 21  
( .  1 0 0 )

/  - .  

( .

8 5 7 a
2 5 8 )

/ / / 3 6 . 2 4 a . 2 2

( 7 ) 1 . 6 2  
( 1 . 1 1 )

/  - .  

( .
9 1 5 a
3 0 5 )

—. 0 5 6  
( .  1 5 1 )

/ / 3 6 . 2 5 a . 2 0

( 8 ) 1 .  6 6  
( . 7 8 2 )

/  - .  

( .
8 7 0 a  
2 6 2 )

/ - .  2 7 2  
( . 4 7 3 )

/ 3 6 . 2 5 a . 21

( 9 ) 1.  3 4  
( .  1 4 0 )

' /  - .  
( .

7 9 5 a
2 6 0 )

/ / - .  1 6 7  
( .  1 2 7 )

3 6 . 2 8 a . 2 4

Kevs  CONS = I n t e r c e p t .
MSP = P e r c e n t a g e  o f  B r a n d  M a r k e t  ( s a l e s ) .
RANK = S a l e s  Rank .
r e t  s  R e t a i l  C o n c e n t  r a t i o n .
OWN = Own L a b e l  M a r k e t  S h a r e .
SALES = S a l e s .
j\j = S a m p l e  S i z e .
( a d j )  R sq = ( a d j u s t e d )  R s q u a r e d .

N o t e s !  F i q u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u s e d  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s !

a = s i g n i f i c a n t  a t  99*/- l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c  = s i g n i f i c a n t  a t  90% l e v e l .
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a . 3 . 4 .  THE DtGRhE OF PRODUCT VARIETY AT FI RM LEVEL 1 9 8 1 .

T h e  t e s t s  on p o s s i b l e  d e t e r m i n a n t s  o f  a  f i r m ’ s s h a r e  o f  

v a r i e t y  w i t h i n  a m a r k e t  d e s c r i b e d  i n  t h e  p r e v i o u s  s e c t i o n  

w e r e  r e p l i c a t e d  on t h e  19 81  s a m p l e .

T h e  l i n e a r  t e s t s  r e p r o d u c e d  i n  t a b l e  Q . 18 d e m o n s t r a t e  

m o r e  e v i d e n c e  t o  s u p p o r t  t h e  f i n d i n g s  o f  t h e  1 9 7 0  s a m p l e .

M a r k e t  s h a r e  i s  a g a i n  f o u n d  t o  be s t r o n g l y  and d i r e c t l y  

c o r r e l a t e d  w i t h  t h e  s h a r e  o f  v a r i e t y  ( e q u a t i o n  2 ) .

T h e  r e l a t i v e l y  weak e v i d e n c e  f r o m  t h e  1 9 7 0  s a m p l e  t h a t  

t h e  l e v e l  o f  own l a b e l  p e n e t r a t i o n  w i t h i n  a  m a r k e t  n e g a t i v e l y  

a f f e c t e d  t h e  p e r c e n t a g e  o f  b r a n d s  a f i r m  had a f t e r  a l l o w i n g  

f o r  m a r k e t  s h a r e  was f o u n d  t o  be s t r o n g e r  f o r  t h i s  s a m p l e .  

T h e  e v i d e n c e  o f  t h i s  e f f e c t  i s  shown i n  e q u a t i o n  f i v e  w h e r e  

own l a b e l  p e n e t r a t i o n  i s  s i g n i f i c a n t  when i n c l u d e d  w i t h  

m a r k e t  s h a r e -  F u r t h e r m o r e  t h e  c o e f f i c i e n t  and  s i g n i f i c a n c e *  o f  

m a r k e t  s h a r e  show a s m a l l  i n c r e a s e .  H a r d l y  s u r p r i s i n g l y  own 

l a b e l  p e n e t r a t i o n  i s  n o t  s i g n i f i c a n t l y  c o r r e l a t e d  w i t h  a 

f i r m ’ s s h a r e  o f  b r a n d s  w i t h i n  t h e  m a r k e t  when  i n c l u d e d  a s  t h e  

s o l e  i n d e p e n d e n t  v a r i a b l e .

V a r i a t i o n  i n  r a n k  i s  f o u n d  t o  a c c o u n t  f o r  o n l y  8'/- o f  t h e  

v a r i a t i o n  i n  t h e  p e r c e n t a g e  n u m b e r  o f  b r a n d s  a n d  i s  

s i g n i f i c a n t  a t  t h e  1 0 *  l e v e l .  T h i s  s u g g e s t s  t h a t  t h e  e f f e c t  

o f  m a r k e t  p o s i t i o n  i s  b e s t  r e f l e c t e d  by m a r k e t  s h a r e  r a t h e r  

t h a n  by o r d e r  o f  r a n k i n g .  T h e  d i s t i n c t i o n  i s  i t r , p o r t a n t  

b e c a u s e  i t  s u g g e s t s  t h a t  a  f i r m ’ s s h a r e  o f  v a r i e t y  i s  l i k e l y  

t o  be b e t t e r  r e p r e s e n t e d  by a f i r m ’ s p o s i t i o n  i n  t e r m s  o f  

p e r c e n t a g e  o f  s a l e s  r a t h e r  t h a n  by a  f i r m ’ s p o s i t i o n  i n  t e r m s  

o f  s a l e s  r e l a t i v e  t o  t h e  o t h e r  f i r m s  i n  t h e  m a r k e t .



TABLE 8 .  18 i PERCENTAGE, PRODUCT VARIETY AT FIRM LEVEL 1931
~ RESULTS QF LINEAR REGRESSIONS.

CONS MSP RANK SALES R E T A IL  OWN N R sq

( 1 )  “ S.  2 8  . 3 8 6 a  2 . 2 1  '1. 3 E - 9  . 1 4 2  —. 3S S b  4 2  . 3 9 a
( 8 . 8 1 )  ( . 1 3 6 )  ( 1 . 6 2 )  ( 4 . 2 E - 9 )  ( . 0 8 7 )  ( . 1 4 5 )

( 2 )  6 . 2 3  . 2 4 4 a  /  /  /  /  4 2  , 2 1 a
( 2 . 2 4 )  ( . 0 7 6 )

( 3 )  6 . 1 4  . 2 2 9 a  /  2 . 7 E - 9  /  /  4 2  . 2 1 a
( 2 . 2 6 )  ( . 0 8 0 )  ( 3 .  8 E —9 )

( 4 )  5 . 0 7  . 2 4 2 a  /  /  . 0 1 9  /  4 2  . 2 1 b
( 5 . 2 1 )  ( . 0 7 8 )  ( . 0 7 8 )

( 5 )  1 0 . 4 8  . 2 5 2 a  /  /  /  - . 2 9 9 b  4 2  . 3 1 a
( 2 . 7 6 )  ( . 0 7 2 )  ( . 1 2 4 )

( 6 )  1 6 . 6 8  /  - 1 . 8 1 c  /  /  /  4 2  . 0 8 c
( 2 . 9 3 )  ( . 9 8 5 )

( 7 )  1 5 . 3 4  /  - 1 . 5 6  4 .  I E - 9  /  /  4 2  . 1 0
( 3 . 2 2 )  ( 1 . 0 2 )  ( 4 . 0 E 0 9 )

( 8 )  1 4 . 4 3  /  - 1 . 7 7 c  /  . 0 3 4  /  4 2  . 0 8
( 6 . 2 7 )  ( 1 . 0 0 )  ’ ( . 0 8 3 )

( 9 )  2 1 . 4 5  /  - 1 . 9 5 b  /  /  - . 2 9 7 b  4 2  . 1 8 b
( 3 . 5 5 )  ( . 9 4 3 )  ( . 1 3 5 )

K e y ! CONS
MSP
RANK
RET
OWN
SALES
N
(ad  j ) R sq =

I n t e r c e p t .
P e r c e n t a g e  o f  B r a n d  M a r k e t  ( s a l e s )  
S a l e s  Rank.
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  M a r k e t  S h a r e .
S a l e s .
S a m p le  S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e s F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r  
T h e  f o l l o w i n g  s y m b o l s  a r e  " 
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F

a — s i g n i f i c a n t  a t  9 9 *  l e v e l ,
b = s i g n i f i c a n t  a t  95% l e v e l ,
c = s i q n i f l e a n t  a t  9 0 *  l e v e l .

d e r r o r s ,  
u s ed  t  o 

t  e s t s ■

ad j . 
R sq

. \ - j o 

. 18 

. 17  

. 16  

. 2 7  

. 0 6  

. 0 6  

. 0 3  

. 14



The results of tests on the logarithmic foriYis of the 

variables are preserveed i n  table 3 .  1 9 .

E q u a t i o n  tw o  shows how m a r k e t  s h a r e  i s  a g a i n  c o r r e l a t e d  

w i t h  t h e  p e r c e n t a g e  n u m b e r  o f  b r a n d s  w i t h i n  a m a r k e t .  T h e  

l o g a r i t h m i c  f o r m  i s  s i g n i f i c a n t  a t  t h e  95'/- l e v e l  o f  

c o n f i d e n c e  w i t h  a  12'/. e x p l a n a t i o n  o f  t h e  v a r i a n c e .  T h i s  i s  a 

n o t i c e a b l y  p o o r e r  f i t  t h a n  t h e  l i n e a r  f o r m  w h i c h  h a s  h i g h e r  

c o r r e l a t i o n  a t  t h e  99'/. l e v e l .

O n c e  a g a i n  t h e  e f f e c t  o f  own l a b e l  h a v i n g  a n  i m p a c t  on 

t h e  r e l a t i o n s h i p  b e t w e e n  m a r k e t  s h a r e  and t h e  p e r c e n t a g e  o f  

b r a n d s  t h a t  a  f i r m  h a s  i n  a m a r k e t  i s  s i g n i f i c a n t  ( e q u a t i o n  

5 )  b u t  t h e  r e l a t i o n s h i p  i s  l e s s  p o w e r f u l  t h a n  t h e  l i n e a r  

f  o nYi.

NT -  T ■ r s  : c ,
N  »  ;: N '  > . ; f  B "  N > e  '%

N n  -  . T R a n k ,
7 - i L'N; »c:NNt r s t 7-
N S-wtr> L .a N s /l, T nn-,w'® n 7N..n ■ ns

iJb’ia •. n-. :
i  3 N 4?,

d . 7 ;  N  j? N N  . ■ '*  U i i t N i d ' ’  R

F 1 N N r## "j. n  gfc* r  N ■'‘ t7<»£S7s N ft? %  I  i i r " - vi 7 !
T--I* f  t i l  I  O W I  ' N V N NN 1 S vr‘~H
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TABLE Q . 19:  PERCENTAGE PRODUCT VARIETY AT FIRM LEVEL 1981
- RESULTS OF LQG--L IN E A R Rfc.l3Kfc.SS IO N S.

CONS MSP RANK SALES R E T A IL OWN N R sq
a d j . 
R sq

( 1 ) - 2 .  11 
( 1 . 3 6 )

. 1 8 2  
( . 2 8 1 )

- .  081  
( . 4 3 7 )

. 1 4 0  
( .  1 1 9 )

1. 2 2 a  
( .  4 2 5 ) ( .  1 3 2 )

4 2 . 2 9

( 2 ) . 6 0 4 a  
( .  1 5 5 )

. 2 8 7 b  
( .  1 2 1 )

/ / / / 4 2 . 12b . 10

( 3 ) - .  3 7 8  
( . 6 1 5 )

. 1 8 7  
( .  1 3 3 )

/ . 1 4 4  
( . 0 8 7 )

/ / 4 2 . 1 8b . 14

( 4 ) . 5 9 2  
( . 5 7 4 )

. 2 8 7 b  
( .  1 2 3 )

/ / . 0 0 7  
( . 3 1 4 )

/ 4 2 . 1 2 c . 0 8

( 5 ) . 7 7 7  
( . 1 6 3 )

. 3 2 0 a  
( .  1 1 5 )

/ / / - . 2 2 1 b
( . 0 9 1 )

4 2 . 2 4 a . 2 0

(8 ) 1 . 10  
( .  0 8 6 )

/ - . 4 4 3 b  
( . 2 0 0 )

/ / / 4 2 . l i b . 0 9

( 7 ) - .  1 1 0  
( . 7 1 6 )

/ - .  2 6 9  
( . 2 2 1 )

. 1 5 0 c  
( . 0 8 8 )

/ / 4 2 . 17b . 13

(Q) . 9 9 7 c  
( . 5 6 7 )

/ - .  4 4 5 b  
( . 2 0 2 )

/ . 0 6 0  
( . 3 1 7 )

/ 4 2 . 11 ■ 06

( 9 ) la J ) la  
( . 1 2 4 )

/ - .  4 6 9 b  
( .  1 9 2 )

/ / 2 0 5 b  
( .  0 9 3 )

4 2 - 2 1 b . 17

K e y : CONS
MSP 
RANK 
RET 
OWN 
SALES  
N
( a d j )  R sq

I n t e r c e p t .
P e r c e n t a g e  o f  B r a n d  M a r k e t  ( s a l e s )  
S a l e s  R an k .
R e t a i l  C o n c e n t  r a t i o n .
Own L a b e l  M a r k e t  S h a r e .
S a l e s .
SaiYiple S i z e .
( a d j u s t e d )  R s q u a r e d .

N o t e s :  F i g u r e s  i n  p a r e n t h e s e s  a r e  s t a n d a r d  e r r o r s .
T h e  f o l l o w i n g  s y m b o l s  a r e  u sed  t o  
i n d i c a t e  s i g n i f i c a n c e  w i t h  t  o r  F t e s t s :

a = s i g n i f i c a n t  a t  99* /  l e v e l ,
b ”  s i g n i f i c a n t  a t  9 5 % l e v e l ,
c = s i a n i f i c a n t  a t  yu% l e v e l .



a . 4 .  SUMMARY.

T h e  c h a p t e r  was d i v i d e d  i n t o  tw o  p a r t s ,  t h e  f i r s t  was

c o n c e r n e d  w i t h  t e s t s  on v a r i e t y  a t  m a r k e t  l e v e l  and  t h e

s e c o n d  a t  f i r m  l e v e l .

A t  t h e  m a r k e t  l e v e l  s a l e s  was f o u n d  t o  be t h e  d o m i n a n t  

e x p l a n a t i o n  o f  t h e  n u m b e r  o f  b r a n d s :  t h e  b i g g e r  t h e  m a r k e t

t h e  g r e a t e r  t h e  n u m b e r  o f  b r a n d s .  T e s t s  on b o t h  y e a r s  f o u n d  

s a l e s  t o  be r e l a t e d  i n  b o t h  l i n e a r  and  l o g —l i n e a r  f o r m s .  F o r  

t h e  1 9 7 0  s a m p l e  l i n e a r  and l o g - l i n e a r  f o r m s  w e r e  f o u n d  t o  be  

o f  s i m i l a r  l e v e l s  o f  e x p l a n a t i o n  b u t  on t h e  1 9 8 1  s a m p l e  t h e  

l i n e a r  r e l a t i o n s h i p  p r o v e d  t o  be  o f  much g r e a t e r  e x p l a n a t o r y  

p o w e r .

M a n u f a c t u r e r  c o n c e n t  r a t i o n  was f o u n d  t o  h a v e  a n e g a t i v e  

l o g - l i n e a r  r e l a t i o n s h i p  w i t h  p r o d u c t  v a r i e t y  f o r  b o t h  t h e  

1 9 7 0  and  t h e  1 981  s a m p l e .  I n  o t h e r  w o r d s  t h e  g r e a t e r  t h e  

l e v e l  o f  c o n c e n t  r a t i o n  ( a s  m e a s u r e d  e i t h e r  by t h e  t h r e e  f i r m  

c o n c e n t  r a t i o n  r a t i o  o r  by t h e  H -  I n d e x )  t h e  l e s s  t h e  a m o u n t  

o f  v a r i e t y  b u t  a t  t h e  same t i m e  t e n d i n g  t o w a r d s  a c e r t a i n  

m in im u m  l e v e l  o f  v a r i e t y  a t  h i g h  l e v e l s  o f  c o n c e n t r a t i o n .  The

r e l a t i o n s h i p  i n  b o t h  t i m e  p e r i o d s  was h o w e v e r  n o t  r o b u s t  i n

t h e  s e n s e  t h a t  t h e  v a r i a b l e  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  

l o s t  i t s  s i g n i f i c a n c e  when i n c l u d e d  w i t h  s a l e s .

D e s p i t e  t h e  s t r o n g  e x p e c t a t i o n  o f  r e t a i l  c o n c e n t  r a t i o n  

i n f l u e n c i n g  t h e  l e v e l  o f  v a r i e t y  t h e  e v i d e n c e  a t  t h e  m a r k e t  

l e v e l  was  f a r  f r o m  c o n c l u s i v e .  F o r  t h e  e a r l y  s a m p l e  t h e r e  i s  

no e v i d e n c e  o f  a  s i g n i f i c a n t  r e l a t i o n s h i p  i n  e i t h e r  l i n e a r  o r  

l o g a r i t h m i c  f o r m .  F o r  t h e  1981  s a m p l e  h o w e v e r  t h e r e  i s  a 

s i g n i f i c a n t  r e l a t i o n s h i p  i n  b o t h  f o r m s  when r e t a i l  

c o n c e n t  r a t  i o n  i s  t h e  s o l e  e x p l a n a t o r y  v a r i a b l e .  When i n c l u d e d  

w i t h  s a l e s  h o w e v e r  t h e  s i g n i f i c a n c e  v a n i s h e s .  T h i s  i s



p r o b a b l y  d u e  t o  a s l i g h t  m u l t i —c o l  I i n e a r i t y  w i t h  s a l e s  so  

t h a t  t h e  v a r i a t i o n  " e x p l a i n e d "  by r e t a i l  c o n c e n t  r a t i o n  on i t s  

own i s  h i d d e n  by t h e  v a r i a t i o n  " e x p l a i n e d "  by t h e  m o r e  

d o m i n a n t  v a r i a b l e  o f  s a l e s .  T h u s  t h e  r o b u s t n e s s  o f  t h e  r e t a i l  

c o n c e n t  r a t i o n  v a r i a b l e  c a n n o t  be p r o p e r l y  a s c e r t a i n e d  f r o m  

t h i s  s a m p l e .  T h e  n a t u r e  o f  t h e  r e s u l t s  u s i n g  r e t a i l  

c o n c e n t  r a t i o n  a s  t h e  s o l e  e x p l a n a t o r y  v a r i a b l e  i n d i c a t e s  t h a t  

t h e  l i n e a r  r e l a t  i a n s h i  p p r o v i d e s  a b e t t e r  d e g r e e  o f  f i t  

c o m p a r e d  t o  t h e  l o g a r i t h m i c  r e l a t i o n s h i p .

Own l a b e l  p e n e t r a t i o n  i s  f o u n d  t o  h a v e  no r e l a t i o n s h i p  

w i t h  t h e  l e v e l  o f  b r a n d  v a r i e t y  a t  m a r k e t  l e v e l  f o r  e i t h e r  

t i m e  p e r i o d .

S i m i l a r l y  t h e  d e g r e e  o f  a d v e r t i s i n g  i n t e n s i t y  w i t h i n  a 

m a r k e t  a s  m e a s u r e d  by t h e  a d v e r t i s i n g  s a l e s  r a t i o  i s  n o t  

f o u n d  t o  i n f l u e n c e  t h e  l e v e l  o f  v a r i e t y .

I n  t h e  t e s t s  f o r  d e t e r m i n a n t s  o f  c h a n g e s  i n  p r o d u c t  

v a r i e t y  b e t w e e n  1 9 7 0  and 1931  c h a n g e s  i n  s a l e s  w e r e  f o u n d  t o  

be t h e  o v e r - r i d i n g  e x p l a n a t i o n .  T h e  o n l y  o t h e r  v a r i a b l e  f o u n d  

t o  h a v e  s i g n i f i c a n c e  was t h e  c h a n g e  i n  t h e  a d v e r t i s i n g  s a l e s  

r a t i o .  D u e  t o  e x p e c t a t i o n s  o f  a  tw o  way r e l a t i o n s h i p  b e t w e e n

i t  and  c h a n g e s  i n  v a r i e t y  n o t  t o o  much w e i g h t  c o u l d  be

a t t a t c h e d  t o  i t  p a r t i c u l a r l y  as  t h e  a p r i o r i  e x p e c t a t i o n  was

f o r  t h e  d o m i n a n t  r e l a t i o n s h i p  t o  r u n  f r o m  p r o d u c t  v a r i e t y  t o

t h e  a d v e r t i s i n g  s a l e s  r a t i o  r a t h e r  t h a n  v i c e  v e r s a .

A t  t h e  f i r m  l e v e l ,  t e s t s  w e r e  d i v i d e o  i n t o  t h o s e  on t h e  

a b s o l u t e  l e v e l  o f  b r a n d  v a r i e t y  f i r m s  had w i t h i n  a  m a r k e t  and  

t h o s e  on t h e  p e r c e n t a g e  o f  v a r i e t y  t h a t  a  f i r m  had w i t h i n  a 

m a r k e t .
F i r m  s a l e s  w e r e  s i o n i f i c a n t l y  and p o s i t i v e l y  r e i a t s o  t o



t h e  n u m b e r  o f  b r a n d s  t h a t  a  f i r m  o f f e r e d  f o r  t h e  1 9 7 0  s a m p l e  

i n  b o t h  l i n e a r  and  l o g a r i t h m i c  f o r m .  T h e  l i n e a r  r e l a t i o n s h i o  

had a  f r a c t i o n a l l y  h i g h e r  c o r r e l a t i o n  c o e f f i c i e n t .  F o r  t h e  

1 9 3 1  s a m p l e  s a l e s  w e r e  n o t  l i n e a r l y  r e l a t e d  t o  b r a n d  n u m b e r s  

b u t  w e r e  s i g n i f i c a n t l y  r e l a t e d  i n  l o g a r i t h m i c  f o r m .

I n  t h e  e a r l y  s a m p l e  t h e  tw o  m e a s u r e s  o f  m a r k e t  p o s i t i o n  

( s a l e s  r a n k  a n d  m a r k e t  s h a r e )  w e r e  s i g n i f i c a n t  when i n c l u d e d  

w i t h  s a l e s  i n  l o g a r i t h m i c  f o r m .  S u c h  s i g n i f i c a n c e  was  n o t  

h o w e v e r  r e p e a t e d  on t h e  l a t e r  s a m p l e .

T h e  1 981  s a m p l e  h o w e v e r  saw r e t a i l  c o n c e n t  r a t i o n  h a v e  a 

s i g n i f i c a n t  i m p a c t  on a f i r m ’ s  l e v e l  o f  v a r i e t y  i n  b o t h  

l i n e a r  a n d  l o g a r i t h m i c  t e s t s .  T h e  h i g h e s t  l e v e l  o f  i t s  

e x p l a n a t i o n  c o m i n g  i n  l o g  f o r m  when i t  was i n c l u d e d  w i t h  f i r m  

s a l e s .

When t h e  s a m p l e  was s u b - d i v i d e d  b e t w e e n  m a r k e t  l e a d e r s

and m a r k e t  f o l l o w e r s  r e t a i l  c o n c e n t  r a t i o n  was f o u n d  t o  h a v e  a

n e g a t i v e  l i n e a r  i m p a c t  on m a r k e t  l e a d e r s  b u t  no l i n e a r  i m p a c t  

on t h e  n u m b e r  o f  b r a n d s  o f  t h e  m a r k e t  f o l l o w e r s .  T h e

l o g a r i t h m i c  t e s t s  w e r e  f o u n d  t o  show t h a t  r e t a i l  

c o n c e n t  r a t  i o n  d i d  h a v e  a n  i n f l u e n c e  on t h e  b r a n d  n u m b e r s  o f  

f o l l o w e r s  b u t  t h a t  t h i s  i m p a c t  was n o t  a s  s t r o n g  a s  t h e

i m p a c t  on m a r k e t  l e a d e r s .

As was d i s c u s s e d  t e s t s  on t h e  a b s o l u t e  l e v e l  o f  v a r i e t y  

r a t h e r  t h a n  t h e  p e r c e n t a g e  o f  v a r i e t y  i n  a m a r k e t  s u f f e r  f r o m  

t h e  c r i t i c i s m  t h a t  t h e  d o m i n a n t  e x p l a n a t o r y  f a c t o r  may be a 

n e b u l o u s  m e a s u r e  o f  d i f f e r i n g  p o t e n t i a l  f o r  b r a n d  v a r i e t y  

b e t w e e n  m a r k e t s .

T e s t s  on t h e  p e r c e n t a g e  o f  v a r i e t y  o f f e r e d  i n  e a c h  m a r k e t  

a v o i d e d  s u c h  c r i t i c i s m  and f o u n d  t h a t  t h e  m a r k e t  p o s i t i o n  

seem ed t o  h a v e  an  e f f e c t  on v a r i e t y .  F o r  t h e  1 9 7 0  s a m p l e  b o t h
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l i n e a r  avid l o g  f o r m s  o f  m a r k e t  s h a r e  (avid t o  a l e s s e r  e x t e n t  

s a l e s  r a n k )  had s i m i l a r  s i g v i i f i c a v i t  p o s i t i v e  e f f e c t s  on t h e  

s h a r e  o f  v a r i e t y .  F u r t h e r m o r e  when  i n c l u d e d  w i t h  m a r k e t  s h a r e  

own l a b e l  pev ie t  r a t  i  on was f o u n d  t o  i m p r o v e  t h e  r e l a t i o n s h i p .  

I t s  n e g a t i v e  r e l a t i o v i s h i p  s u g g e s t i n g  t h a t  t h e  h i g h e r  t h e  

d e g r e e  o f  own l a b e l  s h a r e  t h e  m o r e  e q u a l  t h e  d i v i s i o n  o f  

b r a n d  n u m b e r s  b e t w e e n  f i r m s  beca m e  ( a l l o w i n g  f o r  t h e  p o s i t i v e  

r e l a t i o n s h i p  b e t w e e n  m a r k e t  s h a r e  avid t h e  p e r c e n t a g e  o f  b r a n d  

n u m b e r s ) .

S u c h  r e l a t  i o v i s h i p s  w e r e  f o u n d  t o  e x i s t  i n  t h e  1981  

s a m p l e  a s  w e l l ,  a l t h o u g h  i n  t h i s  c a s e  t h e  l i n e a r  f o r m  

d e m o n s t r a t e d  n o t i c e a b l y  m o r e  e x p l a n a t o r y  p o w e r .
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9 .  0 .  OBJfcC i IVt=.S.

T h i s  c h a o t s r  c r a w s  t o g e t h e r  t h e  m a i n  c o n c l u s i o n s  t h a t  

a r i s e  f r o m  t h i s  s t u d y .

S e c t i o n  9 . 1 .  s t r e s s e s  t h e  i m p o r t a n c e  o f  c o n s i d e r i n g  t h e  

r e t a i l  e n v i r o n m e n t  ana t n e  b u y i n g  p r o c e s s  m  r u t u r e  wo pk on 

m a n u f a c t u r e r  b e h a v i o u r  and p e r f o r m a n c e ,  p a r t i c u l a r l y  m  a 

s e c t o r  s u c h  a s  c o n v e n i e n c e  g o o d s .

S e c t i o n s  9 . 2 .  and 9 . 3 .  s u m m a r i z e  and i n t e r p r e t  t n e  

e f f e c t s  on m a n u f a c t u r e r  a d v e r t i s i n g  o f  o o t n  t n e  r e t a i . ; .  anc  

non r e t a i l  v a r i a b l e s  on m a n u f a c t u r e r  a d v e r f i s i n g  f o u n d  i n  o r e

siYip i  r  i c a  I  p a r t  o f  t h i s  s t  u d y .

S i m i l a r l y  s e c t i o n s  9 . 4 .  and b.. to. s u m m a r i z e  a r c  c i s c u s s  

one e f f e c t s  o f  t h e  r e s t s  on p r o d u c r  v a r i e t y . ,



BEHAVIOUR AND Pl Ei-ORMANCE.

* m s  s o u  c y  has  d s v s i c o e c  t  he v i e w  t  h a t  o r e  r e t  a i  1 

ev iv i  r o n m e n t  s n o u i d  ds  c o n s  i d s  re d  a s  avi i m p o r t a n t  d e t e r m i n a n t

0 r  i'/iahur a c t  u r e  r  D s . i a v i o u r  a r c  pe r f  o r -;Y:a.nc a .

Lr na p'csr One rev is wee t  ne nat u re o f t he c rare i nc re ta i l  

environiYsnt in the U.K. in tne 1970s ana one early a980s anc 

the forces promoti n g  such change. Chapter Two reviewed t 

sstabl ished economic models of retai ler anc m a n u ~actu rer

1 n f  e r a c t i  o n . f  he t n e o r y  o f  ba r g a  i  n i  ng do we r  and t  he i  i m i t e o

man uf act u re rs. ~ue via in cone*, union to oa d r a w n  from t n e s e  two  

chapters is tnat t^e-'s is good r e a s o n  to e x p e c t  t he r e t a i l  

e n v i  ronm er i t  an a  t h e  b u y i n g  p r o c e s s  i n  g e n e r a l  to a f f e c t  

m a n u f a c t u r e r  o e n a v i o u r  an c  p e r f o r m a n c e .  I r r e s p e c t i v e  o f  t n e  

s p e c i f i c  e m p i r i c a l  f i n d i n g s  o f  t n i s  s r u a y  r e g a r d i n g

a d v e r t i s i n g  and b r a n d  v a r i e t y ,  t h e  t h e o r e t i c a l  j u s t  i f i c a t i o n  

f o r  e x a m i n i n g  t n e  e f f e c t s  of t n e  o u y i n g  p r o c e s s  anc  t  ne  

r e t a i l  e n v i r o n m e n t  on m a n u f a c t u r e r s  i s  shown t o  be i m p o r t a n t  

and one  t h a t  t n e  i n d u s t r i a l  e c o n o m i c s  l i t e r a t u r e  c a n  no 

l o n g e r  a f f o r d  t o  i g n o r e .

9 . 2 .  MARKET LEVEL TESTS ON ADVERTIS IN G.

9 . 2 .  1. THE EFFECTS OF R E TA IL  CONCENTRATION AND uwN LABEL
PENETRATION ON AD VER TIS IN G AT MARKET LEVEL.

T h e  m a r k e t  l e v e l  t e s t s  on t n e  1 9 7 0  s a m p l e  p r o v i d e d  

e v i d e n c e  f o r  o o t h  a s i g n i r i c a r t  l i n e a r  and i o p —l i n e a r  

r e l a t  i  o n s n i □ b e t w e e n  r e t a i 1 c o n c e n t  r a t i o n  ana t  ne a d v e r t i s i n g  

s a l e s  r a t i o .  Tne  r e l a t i o n s n i o  was p o s i t i v e  s u g g e s t  m g  t h a t  

t h e  h i  o h e r  t h e  o e o r e e  o f  r e t a i l  c o n c e n t  r a t  i o n  f ;j i s n i o n e r  t n e  

a d v e r t i s i n g  s a l e s  r a t i o .  > ne s t r o n g e r  a e g r e e  o f  e x o i a n a b i o n



g i v e n  o y  t h e  i  o g a r i  t  hm ic  f o r m  s u u a e s t s  t h a t  a f t e r  a c e r t a i n  

t  i- rrssriOiO o f  concern*; r a t  i  on t  ne r e s u l t i n c  d e c r e e  o f  i n c r e a s e  

i n  t n e  a d v e r t i s i n g  s a l e s  r a t i o  becomes  l e s s .  The  e v i c e n c e  o f  

a g o s i f i v e  r e i a t l o n s h i o  r u n s  c o n t r a r y  t o  t n e  h y p o t  h e s i  s t h a t  

h i g h  r e t a i l  c o n c e n t  r a t  i  on nas a n e g a t i v e  e f f e c t  on t h e  

a d v e r t i s i n g  s a l e s  r a t i o  d ue  t o  a h i g h e r  i m p o r t a n c e  o f  t r a c e  

m a r k e t i n g .  T h e  e v i d e n c e  t h u s  s u g g e s t s  t h a t  a t  t h i s  o o i n t  i n  

t i m e  m a n u f a c t u r e r s  f a c e d  w i t h  h i g h  r e t a i l  c o n c e n t  r a t i o n  s c e n t  

a h i g h e r  p r o p o r t i o n  o f  s a l e s  on a d v e r t i s i n g  t h a n  t h o s e  f a c i n g  

1 o we r  r e t  a  i  .1 c o n e e n t  r a t  i  o n . T n e  r a t  :i. o n a l e  f  o r  manu f a c t  u r e  r  s 

a c t i n g  i n  s u c h  a m a n n e r  i s  p r e s u m a b l y  t o  a v o i d  t h e  g a t e k e e p e r  

o f  t h e .  r e t a i l e r  bv a p p e a l i n g  d i r e c t l y  t o  t h e  f i n a l  consumer, ,  

“ he 1981  s a m p l e  i n  c o n t r a s t  p r o v i d e d  no e v i d e n c e  o f  a 

l i n e a r  o r  l o g —l i n e a r  r e l a t i o n s h i p  b e t w e e n  r e t a i l

c o n c e n t  r a t  i on and a d v e r t i s i n g  i n t e n s i t y .  fi p o s s i b l e  c a u s e  o f

t h i s  r e s u l t  compvared t o  t n e  r e s u l t  o f  t h e  e a r l i e r  s a m p l e  i s  

t h a t  t h e  l a t e r  s a m e l e  c o n t a i n e d  e x a m o l e s  o f  h i g h e r  r e t a i l  

co n c e n t  r a  t i  o n t  na n t h &  e a r 1 i e r  1 1 me p e r i o d .  f icc o rd  i n g  t o  t  ne  

h y p o t h e s i s  o f  c h a p t e r  f i v e ,  t h e  i m p o r t a n c e  o f  t r a d e  m a r k e t i n g  

s h o u 1d i n c r e a s e  and t h e  imoo r t  a n c s  o f  a c v e r t  i s i n g  s h o u i c

d e c l i n e  a t  h i c n  l e v e l s  o f  c o n c e n t  rat? i  on. H o w e v e r  t h e r e  i s  no

e v i d e n c e  o f  a c u a c i r a t i c  r e  j. a t  i  o n s n i  p anc a t  n i g h  l e v e i s  o f  

c o n c e n t  r a t i  on t h e r e  a r e  a v a r i e t y  o f  a d v e r t i s i n g  i n t e n s i t i e s  

w h i c h  a r e  n o t  s y s t e m a t  i c a . i  l y  r e l a t e d  t o  r e t a i l  c o n c e n t r a t i o n .

fin interesting area for further research would be to 

examine the d iffe ren t cnarecterist ics ano st racegies siYipi oysd 

in the markets facing "very hign" re ta il concent ration using 

a case study aooroacn in an attempt to explain tne 

differences in advertising intensity e.g. comparing tne



D'raaKras 'c  cereai anc w asm . no powder iviarnets to tne can nee 

cat food and canned s o l i d  M a r k e t s .  Firms in m a r k e t s  such as tne 

csrsai and washing o o w c s r  market have a o p e a r e c  tc use a 

strategy o f  o r o d u c t  d i f fe ren tia t ion through high aavertisinc, 

o r o c u c t  p r o i i f e r a t ion and r e f u s a l  to make own l a o e i s .

9.2.2. CONCLUSIONS REGARDING OTHER POSSIBLE DETERMINANTS OF 
ADVERTISING INTENSITY AT MARKET LEVEL.

A by-oroduct of the market level tests assessing tne 

imoact of re ta i l  concentration avia own label market snare on 

advert i si via is further evi device regarding variables tnat nave 

oeevi i vie 1 uded in previous st ud i es.

the main concern of previous studies has been tne

re 1 at i ovisni o bet ween manuract ure r ccncent rat ion anc t ne

aid vert isivig sales ratio. The findings of some studies 

confined to U.K. convenience gooas in the 1960s (e.g. Laole 

(1973) and Sutton (1974)) have found evidence for a quadratic

re 1 at i o vis n i o us i via both the ri mo ex anc tne tnree firm

concentration ratio although Rees (1975) has argued tnat 

Su t  t  o vis sam ole suggest s a 1 i nea r re xatiovis n i o„

Results on the 1970 sample support an argument fo r.a  iog- 

Iinear re1 at i onshi□ bet ween manufact u re r concent rat ion (as 

measured by'e ither the tnree firm concent ration ratio  or by 

the h i  via ex) and the advert isivig sales ratio. Tests for both 

a quadratic and a linear relationship using both measures of 

concent rat i on provided no s ignificant evi device for suc-h 

re 1 at i onsh i os.

For the 1981 sample no linear, log-linear or cuadra-cie 

re 1 a t  i o vis h i o was found between lYianufscfc ursr c o n c e n t  rat i on avid 

t  he a d ver t i  s i n g  sa1es r a t i o.
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m tests at t eiYiot i ng to identify  causes of chances in the 

advertising sales ratio across time changes in manufacturer 

concent rat i on we're round not to have a s ign ifican t linear or 

1og-1inear relat ionshi o.

These findings perhaps highlight the s t i l l  unresolved 

nature of the manufacturer concent ration advertising 

relationship and i ts  apparent sens it iv ity  to time periods as

well as the se n s it iv ity  to product markets identif ied  by

Sutton (1975).

The inclusion of market size (sales) was found to nave 

only a minor negative effect on tne early same1e ana no

effect on the 1981 sample. Changes in market size however aid

nave a strong sign ificant correlation with changes in 

advertising intensity when included with changes in product 

variety.

Product variety which, with the exception of Else (1966). 

has not been suojected to empirical tests as a possible 

determinant of advertising, was found to have a positive log- 

linear relationship for the 197u sample, ihis is not repeated 

for the 1981 sample but changes in brand variety are found to 

be strongly correlated with changes in advertising intensity. 

This sucpests that chances in brand numbers are a strong 

explanation of changes in advertising intensity. The 

important caveat for the tests on product variety in th is  

study is  that the small sample size neccessitates that any 

conclusions should be regarded as tentative.
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9 . 3 .  1 1RM Li=.VhL i bSTS ON ADVERTISING.

9,3.1,. i Hh SFrSCTS OF RETAIL CONCENTRATION AND GwiM LABEL 
PENETRATION ON ADVERTISING INTENSITY AT FIRN LEVEL.

The effect of re ta il concent ration on the advertising 

in tens ity  of firms is found to be positive for both 1970 and 

19Ql„ For the 1981 sample the positive linear effect of 

re ta i l  concent ration on a firm ’ s advertising sales ratio is 

found to be s ign if ican tly  greater on the qrouo of firms 

c lass if ied  as followers than on the market leaders (the too 

two firms in a market). This suggests that i t  is tn is  qrouo 

of firms who feel the effects of re ta i l  concent ration most 

acutely and tn is  qrouo that has to work harder at gaining 

acceptance by the leading reta ilers.

For the early samole the degree of re ta i l  concent rat ion 

that a firm faces is found to have a oositive effect on firms 

(s ign ificant at 90'/.) but the cifference between leaders avia 

followers is  more ambiguous. Though the re ta il variable nas 

greater explanatory power for the group of followers the 

value of the re ta i l  coeffic ient is higher fo r tne group of 

leaders. This suggests that a percentage cnanae in 

concent rat ion affects market leaders more than followers out 

at the same time that the evidence of a relationshio is 

stronger for the sample of followers. i he aegree of own

label penetration would appear to have a much more 

unambiauous effect on advertising intensity tnan the afreet 

of re ta i l  concent ration. In keeping with the inaustrv 

conclusions the decree of own laoel penetration is  founa to 

have a negative effect on the degree of advertising in tensity 

of firms in the two time periods. s he impact on advertising 

intensity of own laoel penetration seems to be more neavily



weighted towards marxet .Leaders than marKet- followers ror 

both time periods. In other words the advertisina in tensity  

of market leaders is more l ik e ly  to drop as a result of a 

change in own label share.

9. 3. k‘. CONCLUSIONS REGARDING OTHER POSSIBLE DETERMINANTS Or 
ADVERTISING INTENSITY AT FIRM LEVEL.

Other than the variables of re ta i l  concent ration ana own 

label penetration only the level of sales had a s ign ificant 

e ffect on determining the intensity of advertising. This is 

found to nave a negative linear influence wren included with 

the two re ta i l  variaoles for r, he 1981 sample.

The variaoles of market position ( i.e . market share ana 

sales rank) are found to have no effect on advertising

in tensity  apart from through the dichotomous d ivis ion between 

leaders and followers outlined aoove.

9.4. MARKET LEVEL TESTS ON BRAND VARIETY.

The variable that is found to have a s ign ificant

corre lation with brand numbers is that of market size

(sales). A strong linear relationship between sales anc 

variety is  found for both time periods. Such a relationship 

implies that the larger tne market the greater the nurnper of 

brands. The fact that the linear relationship has a stronger 

explanatory power tnan tne logarithmic re la tionsn i□ in 1̂ 81 

and a s im ilar relationship in 1970 suggests that the number 

of brands increases oroportiona'ceiv with marwet size.

Manufacturer concent ration is found to nave a negative 

corre lation with tne level of variety for both time oerioos. 

For the early sample th is correlation with the level o.



variety loses i ts  significance when included with sales out 

to r the la te r period i f  retains significance. The extern to 

whicn th is  is evidence of a negative relat i ovishi p sugoests 

that e ither the strategy,, discussed in cnaoter four, of 

product pro 1ife ra tion  in highly concentrated markets to deter 

entry (Schmalensee 1982) is not widespread or tnat i f  i t  is 

the posi t i. ovii vig in product space is wider than in less 

concentrated marKets. Either way oroduct variety in nignly 

concentrated markets, in terms of the number of brands, is 

not as hign as in less concentrated markets. This coulc be an 

important ingredient in the aeoate on monopoly policy i f  tne 

findings are proved robust in future work anc i f  tne numoer 

of products is a good proxy for consumer choice. For i f  

concent rat i on is negatively related to □ r avia numoers t nen 

excluding (potentia lly important) barrier to entry 

considerations i t  is prima facie evidence of a detrimental 

effect on consumer choice.

9.5.. FIRM LEVEL TESTS ON PRODUCT VARIETY.

9.5.1. THE EFFECTS OF RETAIL CONCENTRATION AND QUN LABEL
PENETRATION.

The depree of own laoel penetration in a m a r k e t  was t o u v i o

(for 1970 and 1981) to have a negative linear effect on tne

percentape of variety that a firm had in a .market after-

allowing for the positive effect of market snare. Thus tnougn

m a r k e t share was a o o m i n a vi t force i v i i vi c i e a s i n g tne b -i c* n d 
numbers of firms there was a market wioe influence or own

lapel share that stemmed such an increase.

There was no evidence of re ta il concent rat i on navivig an 

effect on the percentage of variety a firm hao even after 

allowinq for a f irm ’ s market position.



9« 5. 2. U U N C i - U b l U M S  rtbbHRvihib O T H E R  P G S b l B L E  u £  : E R^;IN h M T S  u F 
PRuDUCT VPR.Ic. i V Pi r I E h  L E V E L  .

ft f  i rm s p o s i t  i o n in t he ma r ket seems to pi ay an 

iiYioortarit role in determining the percentage of oranc numoers 

a firm has within a market. For both samoies market share 

percentage and sales rank were correlated with the bigger 

firms offering more products than smaller ones.

The absolute level of a firm ’ s sales were found to nave 

no effect on the company’ s percentage of variety.
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10.0. OBJECTIVES.

The objective of tn is  chaoter is to relate tne emoi nca i 

findings of th is  study back to the theoretical analysis of 

manufacturer advertising anc product policy. From th is  the 

current position of the theory w i l l  be ascertained anc the 

possible areas for future research and managerial action 

identif ied.

10.1. ADVERTISING AT THE MARKET LEVEL.

This section relates the tests on advertising at the 

marKBt level aack to the theoretical arocesses ana to 

previous empirical work.

10. 1.1. HUhiHlR hVIDENCE Os- THE RELAT IUNSH1P Jbt: i WEbN
MANUFACTURER CONCENTRATION AND ADVERTISING ?

As was snown in chanters seven ana nine tne findings of 

the tests on the 1970 sample suggested that manufacturer 

concent ration had a s ign ificant positive log linear imaact on 

manufacturer advertising. Leaving aside (un til the next



section) the major implications of considering tne retail 

environment it is worth discussing the implications of sucn a 

finding avid the apparent absentee of a relat ionshio for tne 

1981 samole, particularly as the oulk of previous emoiricai 

work on advert isivig nas oeen concerned with tnis 

relationsnip.

Previous tests on links between concent rat i on avia 

advert isivig have sometimes made the leap between tne -neo

classical models avid a hypothesis suggesting a relationship 

petween concent ration and advertising (e„g Greer 1971)„

However as Kout soyaviviis observes the linn between the

industria l empiricists and the iviaustrial theorists is 

sometimes a “ heroic" leap avia deriving theoretical 

expectat ions of a reiat ionshio are particu la rly  aeoencent on 

the tyoe of o ligop o lis t ic  behaviour that is postulated.

I f  the .1.970 finding .is robust then a plausi ole explanation 

of the link is that in very unconcentrated markets firms have 

l i t t l e  a b i l i ty  to a lte r  oemavia curves. h s  concent rat i  on 

increases the a b i l i ty  to a lte r  demand increases u n ti l  such a 

point of concent ration is reached that o ligopolists begin to 

recognize in te r—depencence and so the rate of increase in 

advert isivig expenditure ta i ls  o ff.

This is not ivicovisistevit with the trad it iona l mocels of

the firm but as was highlighted in chapters two and three the

trad it iona l models avid indeed the game theory models give 

only a very limited (or uni-dimensional) ivisignt into tne

expected behaviour of tirms. The need for further oenavioural 

work with structural uvioe ro i nni via is however of great 

importance i f  the d ifferent streams of industria l economic 

thought ident i f  ied by Hay avia morris (1979, pS) are to gain



f ram each atner.

The results of the 1970 study show some consistency witn 

previous work in tnat a relationship is founo. The form of 

th is  relationship however contrasts to previous studies in 

tnat as well as finding re ta i l  environment variables to have 

a s ign ifican t effect on the advertising sales ratios of 

manufacturers the relationship between concent ration anc 

advertising is found to be log-linear. Evidence for a linear 

relationsnip, e.g. Qrnstein (1974), Rees (1975), ana Brusn 

(1976), and evidence for a Quadratic relat i ovishi p, e.g. Caoie 

(1973), Sutton (1974), Buxton et al. (1984) ana bn  (1987), 

is not supported by th is  study.

Given that the sample is limited to convenience cooas i t  

is perhaps sensible to compare the findings to work tnat nas 

been s im il ia r ly  constrained to convenience gooes e.g. Caoie 

(1973) and Sutton (1974). Both these studies found evicence 

fo r a Quadratic relat i ovishi p baseo on samples from tne mic 

nineteen s ix ties . The contrast between the 1970 stuGy of th is  

work ana work on ea rlie r time periods by Cable (1973) and 

Sutton (1974) could arise from two causes.

F irs t, i t  could be from under soecification of the mocei.

I f  there are missing variables such as re ta i l  concent ration

then th is  may cause con flic ting  results.

Secondly, i t  could arise from sampling error. A ll three 

samples (Cable (1973), Sutton (1974) ana the early sample in 

th is  study) are small samples. As was mentioned in chapter 

three Sutton (1974) was c r it ic ise d  by Rees <1975) for tne 

quadratic nature of the function being dependent on few hign 

concentration values. Given the D if f ic u lty  of ootainina large 

samples in th is  f ie ld  the only way of establishing a
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relationship oeyona reasonaoie douot is oy a larger number of 

st u.a i es.

The 1981 findings pose further problems for tnose 

advocating a relationship between manufacturer concent ration 

and manufacturer advertising. The evidence of the 1981 sample 

is that there is no such relationship. This divergence from 

the e a r lie r  findings may arise from some dormant variable 

(again possibly connected with the re ta i le r  environment) 

becoming active or from problems with an unreoresent at 1ve 

samoie. One possible source of measurement error on too of 

those identif ied  ea rlie r is the divergence between 

advertising care rates and tne amount actually oaici for 

advert isivig. I f  the oractice of discounting has become more 

common between 1970 and 198.1 then th is  would exolain tne 

models poor performance on the la t te r  sample.

□vie cannot however rule out tne poss ib il i ty  tnat tne 1981 

results arise not from measurement error out from there being 

no re lat i ovishi p between maviufacturer concent rat i on and 

advertising. This la t te r  interpretation would of course oe 

consistent with the findings of Reekie (1975).

10. 1«2. THE IMPACT DF THE RETAIL EiMVIROMMEWT OH MANUFACTURER 
ADVERTISING. ANOTHER CRISIS FOR ECONOMIC THEORY ?

Though most of the economic lite ra tu re  on the structural 

determinants of manufacturer advertising has been concerned 

with the relationship with manufacturer concent rat ion, tne 

main thrust of th is  thesis has been to suggest that the 

re ta i l  environment has important effects on manufacturer 

be-iav i o u r avid pe r f  o rmance.

As was shown in cnapter two the tneoreticai models of



manuracturer pertormance say very i i t t i e  aoout tne lmoact or 

d if fe r ing  re ta i l  erviroments on manufacturer performance 

other than demonstrating tnat re ta i l  structure can oe

expected to affect manufacturer price. Given the o la u s ib ih tv  

of re ta i l  structure having an effect on otner asoects or 

manufacturer performance there seems to be a neea to oeveioo 

models that can generate greater understanaing as to the

magnitude and method of that effect. That sucn models w il l  

have to make a methodological departure from tne rigour of

the formal economic models and from the prescriptive emchasis 

of the marketing l i te ra tu re  to form "so fte r“ more 

q u a ! i t i ta t iv e  models (e.g. the model of bargaining cower 

derived in chapter two) is  evident from cnaoter two.

For many economists such a methodological departure to

models that are not "de fin it ive "  statements of wnat w i l l

ha□pen under certain structural cone i t  ions.out are olausioie

statements as to the tyoes of strategy that w i l l  occur in

certain structural conditions w i l l  be regarced as a 

regressive step but as Kornai (.1974) observes!

"The peak reached by the equilibrium theory is extremely
impressive, and. , perhaps i ts  present—day adherents are 
capable of ouildinq a look—out tower on th is  oeak. S t i l l  we
think that we should descend from the peak to the olains anc 
begin again from a much lower level to cl imp another steeoer 
and higher peak."

The empirical tests shown in chapter seven on the e fffec t 

of re ta i l  concent ration and own laoel on advert ising give 

limited suooort to the assertion that the re ta i l  environment 

influences manufacturer performance. That the support is only 

"lim ited" is due to the fact tnat for the la t te r  time period 

re ta i l  concentration is not found to be s ign ificant wnilst 

own label is found only to have a small (but s ignificant)



effect on the advert isivig in tensity  of manufacturers in z  he 

1981 sample. Though the limited nature of these findings 

should be recognized both the strong evidence for the ea rlie r 

sample avid tne poor a v a i la o i l i ty  of oat a ovi the re ta i l  

environment highlight the need for further studies avid a 

thorough exploration of the economics of the marketing 

channel-

10.2. ADVER i ISINb' AT THE FIRM LEVEL.

The tests for structural influences on advertising at the 

firm level provided a number of interesting although 

tentative results.

10.2.1. STRUCTURAL INFLUENCES ON FIRM BEHAVIOUR.

Of particu la r interest tests to find a relationship 

between various measures of market oosition avia a firm ’ s 

advert isivig sales ratio proved insigvii f  icant. Such a finding 

prompts the auestion of wnether firms of d iffe ren t market 

positions pursue broadly s im ilar strategies as regards the 

in tensity  of advertising or (more prooably) whether the 

relationship between market position and advertising 

in tensity is a Discontinuous one. Future work is  needed 

(perhaps using a case study approach) to shed some ligh t on 

identify ing whether strategies are more l ik e ly  to occur in 

one form of structure than another.

10.2.2. ADVERTISING STRATEGY IN THE FACE OF THE CHANGING 
RETAIL ENVIRONMENT.

The degree of advertising intensity was founc to oe 

positive ly related to re ta i l  concent ration. This might be 

reaarded as adding weight to the argument for including tne 

re ta i l  environment in models seeking to exolain manufacturer
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behaviour and oerfoPittance* One important caveat to tn is  is 

however that the re ta i l  concent rat ion ana own laoe.1 variaoies 

used were market not firm variables thus there is  the

p o ss ib i l i ty  of the variaoies re flecting the d iffe ren t market 

settings of the firms and not spec if ica lly  the d ifferent 

re ta i l  environments that these firms face.

10.3. PRODUCT VARIETY AT THE MARKET LEVEL.

10.3.1. THE STRUCTURAL. DETERMINANTS OF VARIETY.

One of the -novel features of th is  work has been the

attempt to empirically iden tify  tne structural determinants 

of product variety.

The main finaino for doth samples is  tnat market size nas 

a positive linear relationship with brand numbers and tnat 

manufacturer concent ration nas a negative relationsnio. Tnat 

marnet size influences tne amount of variety is not 

pa rticu la rly  surprising since with a sample of convenience 

gooes (low in price) size by value w i l l  re flect size in terms 

of volume. In terms of the theoretical trade o ff  oetween 

variety and economies of scale (discussed in chapter four anc 

characterized by Meade (1974)) th is  finding is  consistent

with the view that in larger markets the threshold for

economical production w i l l  be met for more oranos tnan in 

smaller marKets. This w i l l  arise oecause there w i l l  oe 

greater volume of demand at any one point on the preference 

map i f  one assumes there to be a uniform spread anc there is 

l ike ly  to be a greater volume of demand even i f  the spread is 

uneven.

The finding of a negative linear relationship between 

manufacturer concent ration and product variety is one tnat



has implications for competition policy and the l i te ra tu re  

pertaining to i t .

I t  is prima facie evidence that the consumer gets mo re 

cnoice in an unconcent rated market. The argument for going on 

to say that th is  is soc ia lly  desireable then rests on 

deciding whether such choice is of benefit to tne consumer 

and whether the l im ita t ion  of choice in more concentrated 

markets is  more than offset by cost economies m sucn 

markets.

In regard to Scherer (1979) and Schmalensee (19770 wno

ta lk  of “ brand p ro life ra tion" toy o ligooolis ts (to deter

entry) th is  evidence suggests that e ither such p ro ! ife ra t io r  

is not very commmon or tnat compared to unconcent ratea 

markets sucn "p ro life ra tion " is  small. This leads to the 

unenviable s ituation for the o ligopolis t who miay be accuses 

on the one hand of brand pro 1ife ra tion  deterring entry anc on 

the other hand of not offering more cnoice to the consumer, 

"he implication of th is  is a re-enf o rcemrent of tne be lie f

that the brand polic ies of o ligooolists have to oe examined

on a case by case oasis and that economies of scale together 

with the desireabi1i ty  of choice may be of the most 

imoortance in ju s t ify in g  brand policy.

10.3.2. DOES THE RETAIL ENVIRONMENT HAVE AN EFFECT ON THE 
AiMQUNT OF VARIETY OFFERED ?

Despite the strong a p r io r i expectations that re ta il 

concent ration and own laoel share would affect the level of 

variety on offer, the empirical results of th is  study suggest 

tnat there is no linear or log-linear relationship petween 

these variables and the number of manufacturer □rands 

available in a market.
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In terms of the general effects of increasing re ta i l  

concent rat ion i t  is imaortant to realize that th is  conclusion 

does not neccessarily mean that re ta i l  concent ration is  not 

affecting consumer choice. The ju s t i f ic a t io n  for saying th is  

is  that even given the results of these tests i t  is s t i l l  

possible that- brand numbers may be unevenly spreac across 

re ta i l  outlets with the result that overall numbers are 

unchanged whilst there is an increase in usage of large

muitiole outlets. The brand variety of such mult idles is

liKBly to be less than the variety of the equivalent number 

of SiYiaii shops needed to serve that aemand (even though i t  

may o ffe r more variety in one particu lar location). ft

tangential area for research would be tracing the level of

variety that some of the major chains offer over time.

10.4. PRODUCT VARIETY AT THE FIRM LEVEL.

The main finding of tne firm level tests was tne positive 

association found between the percentage of market share ana 

the percentage of variety within a market. The interesting 

aspect of th is  result is that i t  suggests tnat tne incidence 

of market leaders with a small number of brands is low and 

that therefore as suggested ea rlie r product o ro life ra tion  is  

a recuirement for success.

The other finding with implications for management is tnat 

for the 19Si sample re ta i l  concent ration was found to have an 

impact on orand numbers (particu larly  in log form when 

included with sales). This impact was found to be greater on 

brand leaders. This suggests tnat brand leaders especially 

are ta ilo r in g  the ir  product policy to meet the demands of the 

ret a i l  environment tnat they are in. Given tne iacn of
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evidence at a market level of sucn an effect th is  evidence 

does not support in terventionist action on tne grounds of 

consumer choice but suggests that at a more micro level the 

re ta i l  environment is affecting brand numbers.

i i j . 5 .  AREAS FOR HJtLiRh RESEARCH.

The study of the effects of re ta i l  concent ration and own 

laoel penetration on manufacturer advertising ana oroauct 

variety has promoted a number of areas that warrant further 

invest igation.

The main area fo r future research is perhaps the

importance of incorporating tne re ta i l  environment into 

future structura l work. Two dimensions to the re ta il

environment need to be exploredJ the effects of d if fe r ing  

re ta i l  structures and the effects of d if fe r ing  buying 

processes. Both can be expected to a lte r  re ta i l  power v is-a- 

vis the manufacturer and hence a lte r manufacturer behaviour 

and performance. This study has analysed two asoects of the 

re ta i l  stage, concent ration and own label snare, with respect 

to manufacturer advertising and brand variety of 

convenience goods. Within th is  ( s t i l l  large area) there is

scope for further empirical study to find now rooust the 

findings of th is  study are and scope for case stuay analysis 

to examine t ra i ts  in firm strategies across markets.

Other areas of manufacturer behaviour avid performance 

which could be examined such as p ro f ita b i1i ty  are only

constrained o y  the poor nature or re ta il data avid the 

d i f f ic u l t y  of matching classi f  icat i ovis of markets across the 

re ta ile r  manufacturer interface.



1 0 . 7 .  MANAGERIAL IMPLICATIONS.

For the manager tn is  study has suggested how structural 

forces are an important influence on performance. This not 

only re-enforces the basic marketing premise tnat strategy 

should be formed in the l igh t of the prevailing environment 

but also suggests that time should be spent considering the 

processes of structura l change (in particu lar re ta i l  change).

The increase in the number of products that are becoming 

"convenience" products is one such structural change tnat 

needs to be identif ies  particu la rly  fo r goods presently on 

what may be termed the periphery of convenience. Tnat is to 

say goods that are increasingly becoming routine purchases 

with l i t t l e  sales assistance required. Such gooos might 

include chemist products, D.i.V. goods and sort furnishings. 

Firms involved in these markets need to be aware that these 

goods are becoming increasingly convenience in -nature ana 

that s im ilar structures to the grocery sector may emerge in 

these areas.

* * * * * * * * * * * * * * * * * * * * * *
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. 0 5 - .  0 5 22

7 .  4 4  
<1. 4 5 )

/ /' / - .  I 7 2 o  
( .  0 6 7 )

— • OOSc 
( . 0 0 3 )

. 2 7 b . 2 0 2 4

P2-  2 19 81  A D V E R T IS IN G  SALES RATIO - LOG -L IN EA R RESUL “ S.

CONS H I N  <L) PV RET OWN SALES R a d j  R N

. 2 3 9  
( 4 .  SO)

4 9 7  
( 2 .  2 5 ) ( „ 4 6 5 )

. 7 0 3  
( 1 .  7 8 )

- .  7 9 4  
( . 5 4 6 )

. 0 6 0  
( . 8 6 0 )

. D 1 •“ ’I*1 ̂ 7 12

. 5 7 8  
( 2 .  7 3 )

2 7 8  
<1. 8 4 )

2 3 4
( . 3 8 1 )

. 6 8 0  
<I . 3 8 )

- .  8 5 5  
( . 6 4 7 )

/ . 2 9 19 12

» 9 2 8  
( 2 . 8 6 )

— « 8 2 3  
CL. 8 9 )

i o a  
< „ 3 8 8 )

. 3 9 2  
( 1 » 1 7 )

/ / . 0 8 - .  3 2 12

i . 0 7  
( 1 . 0 3 )

—« Xj4 o
< 1 . 5 3 )

148
( . 3 1 3 )

/ - .  4 5 4  
• ( . 3 2 2 )

/ . 2 6 - .  0 2 :L2

- 5 .  3 8  
( 1 .  3 S )

7 3 9  
< . 9 8 2 )

/' . . 4 6 7  
( . 7 1 2 ) (» 2 8 7 )  .

/ . 0 5 - .  10 22

1 10 
< 1 ■ 2 4 )

6 0 3  
< . 9 5 8 )

/ . 1 I d  
( .  5 5 5 )

/ / .  0 2 —. 0 8 22

w
( . 5 0 5 )

- .  4 4 2  
( . 8 6 1 )

/' / —» 168  
( .  196 )

/ . 0 5 0 4 •Itj

. 491  
<» 6 3 7 )

4 6 0  
( . 8 6 3 )

/ / / - .  178  
( .  2 3 9 )

.  0 4 - .  0 5 23

. 148  
( .  4 3 6 )

- .  521  
< . 8 5 0  >

/ / / / . 0 2 - .  0 3 23

CONS H I N ( H ) PV RET OWN SALES R a d j  R N

- .  152  
( 4 . 4 7 )

7 9 8
( 2 . 3 2 )

2 7 2
( . 4 7 4 )

. 8 2 6  
( 1 . 7 4 )

8 0 4  
( . 5 4 3 )

■ 1 bvi
( ■ 3 6 d )

. 31 —. 2 6 12

. 4 5 4  
( 2 .  6 2 )

—. 4 7 5
<1. 8 5 )

-« 2 4 3
\ •  aXiSvJf )

. 7 0 7  
( 1 .  3 6 )

8 5 3  
( . 6 3 6 )

/ . 2 9 - .  18 12

1 . 0 1  
( 2 .  7 3 )

8 4 9  
Cl.  9 3 )

114  
( . 3 9 1 )

- .  4 3 8  
( 1 . 12)

/ / .  0 8 m O - i L 12



/ e o n t .  A d v e r t i s i n g  B a le s  R a t i o  1 9 8 l  l o g - l i n e a r  "cests.

LUN'd H I  I’M < H ) PV RET OWN SALES sv a a j  R N

1- 0 3
( .L » Ob )

- .  4 5 9  
( 1 . 5 9 )

154
( , . 3 1 2 )

/ - .  4 5 i
( . 3 1 4 )

/ . 2 6 - .  0 2 12

—« / 9 9  
( 1 . 2 6 ) ( 1 . 0 4 )

/ . 4 8 9  
( . 6 6 7 )

2 1 8  
( .  2 7 7 )

/ , 0 9 —. 0 6 22

- ,  4 5 8  
( 1 .  18 )

- i .  15
( 1 . O b )

/ . 173  
( . 5 2 8 )

/ / . 0 6 - .  0 4 4«# iliL

■ 10 6  
( n 54(6 )

9 5 9  
(„ 9 5 8 )

/ / - .  150  
( .  19 4 )

/ . 0 9 01 2o

. 2 2 0  
( u 6 5 3 )

- .  9 9 7  
(.. 0 5 b  )

/ / / 164  
( . 2 b 4 )

. 0 8 - .  Oi 2b

- .  102  
( . 4 5 b )

- 1 .  0 7  
( . 9 3 9 )

/ / / / . 06 . 01 jib

CONS CR3 PV RET OWN SALES R aa  j  R N

wi a ^
( ‘™l „ fc? )

—2,4 8 6
( 5 .  9 8 ) ( .

3 1 7
48  i  )

. 9 7 6  
( 1 .  7 3 )

- .  8 6 2  
( .  5 5 3 )

■
( . 8 9 2 )

• 6u/ 2 4 12

3 .  6 0  
( 8 . 6 7 5

- 1 .  61 
( . 3 8 1 ) ( .

2 5 0  
3 8 1 )

. 7 2 6  
( 1 .  3 5 )

- .  8 7 9  
( . 6 2 6 )

/ . 3 0 - .  17 12

4 .  6 2  
( b . 4 3 )

- 1 5 7  
( 4 . 8 6 ) ( .

100  
3b 0)

551  
( 1 .  0 7 )

/ / . 0 7 **“* m u)u) 12

« 6 0 5  
( 3 .  6 0 )

m xltiljQ
( 1 7 2 ) ( .

.131
2 9 7 )

/ —. 4 9 6  
( .  2 8 4 )

/ . 2 8 . 0 4 13

i  - 9 6  
( 4 . 7 6 )

- 1 .  0 2  
( 2 .  6 7 )

/ n
( . 7 2 9 ) ( . 2 9 6 )

/ . 0 3 —. l b 2 2

1 n 22
( 4 .  6 2 )

—. 4 9 6  
( 2 . 5 4 )

/ . 0 1 4  
( . 5 5 2 )

/ / . 0 0 - .  10 2 2

6 9 1  
( 2 . 6 4 )

. 6 6 6  
( 1 . 3 6 )

/ / 180  
( .  193 )

/ ■ 0 6 0 3 2 4

9 2 7  
<2. 6 0 )

. 8 8 2  
( 1 . 3 4 )

/ / / - .  2 0 9  
( . 2 3 3 )

. 0 5 -« 0 4 2 4

- L  2 6  
( 2 . 5 6 )

. 8 6 2  
( 1 . 3 4 )

/ / / / . 0 2 - .  0 3 2 4

. S2fo 
( 2 .  0 3 )

/
( .

2 2 7  
3 5 1 )

. 6 2 6  
(1 .  2 4 )

- . 8 7 7
( . 5 8 5 )

/ . 2 8 - .  0 2 12

2  /  o



/ c o n t . A d v e r t i s i n g S a l e s  R a t i o  1 9 8 i  j .  o g - 1 i n e a r t e s t s .

CONS CR3 PV RET OWN S A L t S R a d j  R N

i .  7 2  
<2. OS)

/ 0 7 7
( . 3 6 1 )

—. 6 4 6  
( . 9 6 6 )

/ / . 0 5 18 12

1. 2 9 c  
( . 6 6 3 )

/ - .  149  
( . 2 6 8 )

/' 5 0 7 c  
( .  2 6 4 )

/ .  2 7 .  13 13

.  180  
( »  9 5 7  >

/ / .  j i .  4 a i

( .  6 3 9 )
- .  192  
(.  2 7 9 )

/ . 0 2 - .  0 8

. 7 4 2  
( .  6 8 9  >

/ 1 0 9
( .  wl4u )

/ / 0 4 3  
( . 4 6 6 )

. 0 2 16 14

. 8 3 8  
( 1 . 2 0 )

/ / 129
( . 5 4 1 )

/ - .  154  
( . 2 7 7 )

. 0 2 - .  0 9

1. 14b  
( n 5 0 5 )

/ / / - .  2 4 8  
e. i 9 i )

- .  2 7 7  
( .  2 3 2 )

.  11 .  0 2 24

.  4 3 5  
( .  8 7 1 )

/ / — .  0 2 6  
( . 5 0 0 )

/ / .  0 0 0 5 22

.  5 9 8  b 
( . 2 1 9 )

/ / / 194  
( .  18 8 )

/ .  0 5 .  0 0 24

. 7 5 6  
( . 4 1 5 )

/ / / / 2 0 6  
( .  2 2 9 )

. 0 4 01 24

A3.  R ESUL i S 
i  9 8 1 )

QN CHANGES IN THE AD VER TIS IN G SALES RATIO (1

A3.  i .  L IN EA R RESULTS.

CONS H - I N PV RET OWN SAl.ES R ad j  R N

140  
( 2 3 . 7 )

171 
< . 1 1 8 )

. 5 7 4 □  
( .  174 )

- .  5 3 9  
( . 5 8 5 )

- .  0 0 4
(.  i 4 0 )

1 l . □
( . 5 6 8 )

. 7 5 c . 5 3 12

— 6 8  
( 3 2 . 4 )

- .  0 8 3
( .  1 6 1 )

. 4 4 7  
( . 2 3 2 )

• u/OO
( .  64*!>)

- .  2 2 5  
( .  2 0 2 )

/ . 5 0 . 16 12

- 1 5 . 2  
( 3 2 . 5 )

0 9 7  
( . 1 6 3 )

. 4 1 2  
( . 2 3 4 )

. 0 9 0  
( . 6 1 5 )

/ / . o 9 . 1 L> 12

- i O .  2  
( 2 7 . 6 )

0 5 7  
( .  1 5 9 )

. 3 9 0  
( .  2 3 7 )

/ - .  125  
( .  193 )

/ . o 4 . 0 9 12

1 1 . 7  ■ 
( 2 8 . 6 ) ( .  2 0 6 )

/ . 3 7 8  
( . 5 2 9 )

. 0 8 8  
( .  141)

/ . 10 - .  0 6 21

276



/ c o n t .  C h a n g e s  m  t h e  A d v e r t i s i n g  S a l e s  R a t i o  L i n e a r  Tes'cs.  

COM3 H—I N  PV RET OWN SALES R a d j R  N

I S.  9 4  1 97  /  /  . 1 1 9  /  . 0 7  —. 0 2  22
( 2 1 . 4 )  ( . 2 0 0 )  ( . 1 3 6 )

CONS CR3 PV RET OWN SALES R a c j  R N

- . 0 9 5  - . 4 7 7  . 5 6 6 b  - . 5 6 9  - . 0 0 3  - 1 . 3 5 c  . 7 3 c  . 5 0  12
( 2 4 . 5 )  ( . 3 7 7 )  ( . 1 8 0 )  ( . 6 0 3 )  ( . 1 4 4 )  ( . 5 8 7 )

- 9 . 7 3  - . 2 0 4  . 4 4 9  . 3 0 5  - . 2 2 6  /  . 4 9  . 1 5  12
( 3 2 . 7 )  ( . 5 0 1 )  ( . 2 3 7 )  ( . 6 4 3 )  ( . 2 0 4 )

- 1 5 . 2 9  —. 2 5 0  . 4 1 2  . 0 6 0  /  /  . 3 8  . 1 2  12
( 3 2 . 8 )  ( . 5 0 7 )  ( . 2 3 9 )  ( . 6 1 3 )

—9 .  7 6  —. 2 0 0  . 3 8 4  /  —« 125  /' . 3 4  . 1 0  12
( 2 7 . 6 )  ( . 4 9 4 )  ( . 2 3 9 )  ( . 1 9 2 )

1 1 . 2 9  - . 5 2 7  /  . 3 6 1  . 0 8 8  /  . 0 7  - . 0 9  21
( 2 9 . 0 )  ( . 6 3 8 )  ( . 5 3 6 )  ( .  143 )

1 8 . 4 7  - . 4 9 2  /  /  . 1 1 8  /  . 0 6  - . 0 4  22
( 2 1 . 6 )  ( . 6 1 7 )  ( . 1 3 7 )

- 1 0 . 3 3  /  . 4 7 9 c  . 2 3 4  - . 2 3 3  /  . 4 7  . 2 5  12
( 3 0 . 6 3 )  ( . 2 1 2 )  ( . 5 8 1 )  ( . 1 9 1 )

- 1 6 . 2 6  /  . 4 4 7 c  - . 0 3 6  /  /  . 3 6  . 2 0  12
( 3 1 .  15 )  ( . 2 1 7 )  ( . 5 5 3 )

— I K .  St i  /  . 4 1 3 c  /  —. 1 4 8  /  . . 1 8  1 ji.
( 2 5 .  3 2 )  ( .  2 1 3 )  (- 1 79 )

—2 8 . 3 0  /  . 5 1 9 b  /  /  — ■ 3 9 b b  . 4 6 b  . l>& 14
( 1 8 . 4 0 )  ( . 1 9 2 )  ( . 1 3 1 )

13 ,  i s  /  /' - 3 0 1  . 0 6 6  /  . 0 3  - . 0 7  21
( 2 8 . 6 6 )  ( . d 2 6 )  ( . 1 4 0 )

/  /  . 0 9 1  /  - . 5 0 9  . 0 5  - .  Ob
( . 5 0 1 )  ( . 5 7 3 )

/  /  /  . 0 7 4  - . 4 2 7  . 0 5  - . 0 5
 ̂ ) ( .  1 u>8) (■ 5 7 4 )

1 B ml 2  /  /  /  - 0 9 6  /  . 0 3  - . 0 2
( 2 i  . 4 )  ( . 1 3 3 )

•4m* 9 Um  W .

( 2 6 .  19 )  

18 .  5 9

2 4 .  8 8  /  /
( i s . 5 0 )

/  - . 1 3 6  . 0 7  . 0 2  2 4
( . 1 0 9 )

277



A3. 2. RESUL i S UN UhANuES 
LINEAR RESULTS.

IN i Hi- ADVERTISING SALES RA1lu

CON'S H-IN PV RET OWN SALES R adj R N

S. 04c 
(2.86)

-a 556 
(.386)

1. 09b 
(.390)

--1. i 1
(. 8 b i. )

. 176 
(. 365)

-1 .70b 
(.696)

. 71 . 47 12

. 995 
<2. 76)

145
 ̂n aJ 1 b )

. 881 
(.540)

-. 065 
(1.01)

-. 239 
(.554)

/ . 43 . 06 12

. 897 
<2. 59)

201 
(- 467)

. 861 
(.506)

192
(.904)

/ / . 42 . 17 12

. 790 
(»494)

196
(.489)

. 799 
(.494)

/ ~. 095 
(.494)

/ . 34 .09 12

2. 87c 
( i .47)

-. 390 
( a 405)

/ -. 087 
(.626)

. 056 
(. 320)

/ . 06 -. 11 21

3. Oic 
( i. 37)

a b4b 
(.357)

/ . 14b 
(.560)

/ / . 05 -. 05

2. bSc 
(.828)

-*. 405 
i n  394)

/ / . 105 
(. 301)

/ . 05 05 2 2

5. 12a 
(1.43)

- . 698c 
(. 380)

/' / / 875c
(.455)

. 19 . 11 23

2. 68a 
(.702)

*****« O vJ U
(. 350)

/ / / / . 04 -. 00

CONS CR3 PV RET OWN SALES R adj R N

6. 73 
(3. 65)

886 
(.863)

1. 10b 
(.416)

-1. 13 
(.890)

. 1 4b
( .usa)

-1. 67c 
(. 761)

.67 . 40 12

. 719 
(3. 23)

. 024 
(1. 02)

. 932 
(.546)

-. 104 
(1. 01)

-. 231 
(. 554)

/ .4b . 04 12

. 712 
(3. 10)

-. 092 
(.940)

. 910 
(„ 515)

—. 260 
(a 910)

/ / . 40 . 14 12

. 802 
(2. 58)

-. 202 
(.960)

. 833 
(.496)

/ -. 129 
(.489)

/ 77 
m O . 08 12

3. 04 
<1. 95)

. 4bb 
(.840)

/ -. 059 
(.639)

-. 007 
(.319)

/ . 02 - .  15 21

3- 05 
(1.86)

***** ■ vLj b u)
(. 746)

/ ■“ a L  4ai
(.571)

/ / . 0 2 09

2. 96c
( i . =:(=. ̂

-. 526 
( . AOS)

/ /' . 050 
(.298)

/ . 02 -. 08 22

LOG

2 7 8



/ c o n t .  C h a n g e s  i n  t n e  A d v e r t i s i n g  S a l e s  R a t i o  L o g —l i n e a r  Tes'us.  

CuNb LRb PV Re  i OWN SALES R ad. iR N

S. 13b -1.22 / / /  -,854c . 15 .06 23
( . i .  b b )  ( ■  S b O )  ( . 436)

2 .  S 4 c  - . 4 1 3  /  /  /  /  . 0 2
< 1 . 4 6 )  ( . 7 2 6 )

. 7 6 4  /  . 9 2 7 c  - .  i O I  - .  2 7 9  /  . 4 3  . 13 12
( 2 . 4 6 )  ( . 4 7 9 )  ( . 9 2 9 )  ( . 5 0 0 )

. 5 3 0  /  . 9 2 6 c  - . 2 7 8  /  /  . 4 0  . 2 5  12
( 2 « b 2 ) ( . 4 5 3 )  ( ■ 3 b 6 )

. 3 7 1  /  . 8 6 9 c  /  —. 153  /  . 3 2  . 1 7  12
( 1 . 4 6 )  ( . 4 4 0 )  ( . 4 4 9 )

1 . 5 4 b  /  1 . 1 0 b  /  /  - 1 . 0 1 b  , 4 5 b  . 3 5  14
( . 6 5 3 )  ( . 4 0 0 )  ( . 3 6 4 )

/  /  0 8 4  - .  0 5 5  /  . 0 0  - . 1 1
( 1 .  3 5 )  ( . 6 2 4 )  ( . 2 9 9 )

3. 7 7 d  / /  - . 3 3 7  / - . 5 2 4  . 0 7  - . 0 2
( 1 . 6 6 )  ( . 5 7 1 )  in 4 3 6 )

3 .  19 b  /  /  /' —. 0 9 7  —. 4 9 2  . 0 6  —. 0 4
( 1 . 2 5 )  ( . 2 9 2 )  ( . 4 5 8 )

2.  b SC - .  163 /  /  . 0 0  - .  0 5
( 1 .  19 )  (-  5 5 8 )

2. Oba /  - . 0 0 8  /  . 0 0  - .  0 5
( .  6 2 2 )  i ■ 1 ^

2 .  9 0 a  /  /  /  ”*■ 4 5 6 c  . 13c  . 0 9  24
( . 5 0 8 )  ( . 2 5 2 )

A4.  1 9 7 0  CROSS SECTION RESULTS ON PRODUCT VA R IET Y .

A4.  1. L IN E A R  RESULTS.

C0NS H—IN  ( L )  ADSA RET OWN SALES R a d j R 1M

3 8 2  - 2 5 2  - 1 5 . 7  - 1 . 8 5  . 0 3 7 ^  /  . 1 4  . 1 7  16
( 2 8 2 )  ( 4 7 7 )  ( 1 5 . 9 7 )  ( 7 . 3 4 )  ( 7 . 8 1 )

3 8 2  - 2 5 2  - 1 5 . 7  - 1 . 8 4  /  /  . 14 - .  0 7  16
( 2 7 0 )  ( 4 5 4 )  ( 1 4 . 4 8 )  ( 6 . b6 )

279



/ u o n t . P r o c u c t  V a r i e t y  1 9 / 0  L i n e a r  T e s t a .

CONS H - I N ( L )  ADSA RET OWN SALES R ad j  R N

3 3 0 c  
( 1S3)

b 1 1
( 3 9 3 )

- 1 6 . 4 5  /  
( 1 5 .  10)

- .  8 0 0  
(S .  7 9 )

/ . 14 - .  0 8 16

3 5 1  
( 2 6 6 )

- 2 3 7
( 4 5 9 )

/ a .Cll5
(S.  9 5 )

1. 7 0  
(6# 6 4 )

/ . 0 7 - .  :L5 17

bbS
( 2 5 2 )

- 2 4 9  
( 4 4 1 )

/ - 2 . 4 3
( 5 . 9 7 )

/ / . 0 6 - . 0 7 17

254.
( I S O )

*—b4b  
( 3 8 8 )

/ / . 2 8 5  
( 5 .  7 4 )

/ . 0 5 - .  0 8 17

14.1
( 1 7 2 )

-a .  i  i
( 3 3 6 )

/ /' / 2 .  0 8 o  
( .  7 7 5 )

. 4 0□ . 3 0 15

2 5 7
( 1 4 8 )

- 3 4 0
( 3 7 0 )

/ / / / . 0 5 - .  0 8 17

b uj 1 
( )

- 3 1 0  
( 4 5 5 )

/ 3 .  31 
( 6 .  9 7 )

1. 8 3  
(S.  2 2 )

2 .  8 l
( .  9 5 0 )

. 4 9 . 2 9 15

L fc}2 
( bO / )

- 2 3 9
( 4b  wi )

/ 8 .  9 3
(S.  3 8 )

/ 2 .  8 l a  
( .  9 1 0 )

. 4 9  D "i** srB W  U .1.5

- 2 9 .  4  
( 1 3 2 )

—7 6 .  3
( 4 1 3 )

/ / 4 .  0 8  
( 6 .  0 6 )

2 .  lQo  
( . 8 0 7 )

. 4 2 c . 2 6 15

CONS H IN (H ) ADSA RET OWN Sh Ll S R a d j  R N

( 2 3 3 )
- 2 4 6
( 4 7 9 )

—1 5 . 3 9  
( 1 5 . 9 7 )

- 1 .  9 4  
( 7 .  32 )

. 0 4 5
( 7 . 3 1 )

/ . 14 - .  17 16

( 2 7 0 )
—2 4 6
( 4 5 7 )

- 1 5 . 4 2  
( i 4 . 5 0 )

- 1 . 9 2  
( 6 .  3 3 )

/ / . 14 - .  0 7 16

3 2 3  
( 1 8 4 )

—b U 7 
( 4 0 3 )

- 1 6 . 0 2  
( 1 5 . 1 7 )

/ 8 3 8  
(S.  7 9 )

/ . 14 - .  0 8 16

3 5 4
( 2 6 5 ) ( 4 6 0 )

/ *  wf a J. ilj

( S . 9 b )
1. 64  

( 6 . 6 4 )
/ . 0 7 - .  14 17

b 4 2
( 2 5 1 )

- 2 6 7
( 4 4 2 )

/ —  2 .  bb
( 5 .  9 5 )

/' / . 0 7 - „  0 7 17

2 6 2  
( 1 6 3 )

- 3 5 8
( 3 8 9 )

/ / . 2 7 3  
( 5 .  7 3 )

/ . 0 6 - .  0 8 17

2 6 4
( 1 5 0 )

—3 5 5
( 3 7 1 )

/' / / / . 0 6 - .  01 17

2 SO



/ C a n t .  P r o a a c t  V a r i e t y 1 9 /  0 L i n e a r  t e s t s .

CON a CR3 ADS ft R£T OWN SALES R a d j  R N

— 1 y 4  
( 4 1 3 )

- 1 .  7 2  
( 3 . 9 3 )

- 5 .  40  
( 1 8 . 4 )

6 .  95  
(6.. 6 8 )

. bbO
( 7 . 6 1 )

2 .  61 □ 
( 1 . 0 6 )

. 5 0 . 2 2 15

4 9 0
( 3 8 6 )

a/,J. • H*
( 4  ■ b b )

— 1 . j j
( 1 7 .  4 9 )

—b . 0 b
( S . 6 0 )

. 7 0 5  
( 7 . S 3 )

/ . 14 - .  18 16

4 8 6
( 3 6 7 ) ( 4 . i 4 )

- 1 2 .  87  
( 1 5 . 8 6 )

- 2 . 8 2
( 5 . 7 8 )

/ / . 14 —. 0 8 16

4 0 5  
( 3/!':?)

—2 .  41  
( 4 . 0 7 )

- 1 2 . 8 9
( 1 6 . 8 7 )

/ - .  7 6 3  
( 6 .  9 2 )

/ . 12 - .  10 16

55 1  
( b b 4 )

—3 .  2 4  
( 3 .  7 3 )

/ —b.  46  
( 6 .  2 0 )

i . 84  
( 6 .  5 0 )

/ . 10 ~.  10 17

5 3 8
( 3 3 9 )

- 3 .  2 8  
( 3 .  6 0 )

/ - 2 .  6 5  
( 5 .  3 2 )

/ / . 10 - .  0 3 •# -7
X <

4 5 9
( 3 0 5 )

- 3 .  8 4  
( 3 .  4 8 )

/ / . 170  
( 5 . 6b )

/ . 0 8 - .  0 5 17

4 6 0
( 2 9 3 )

” j«  bb  
( b ■ b b )

/ / / / . 08 . 0 2 17

•u> /

( 2 7 3 )
/ - 1 5 . 5 0  

( 1 5 . 4 7 )
- 3 . 7 5
( 6 .  2 0 )

. 4 3 7
( 7 .  5 4 )

/ . 12 - .  10 16

3 3 0  
( 2 4 9 )

/ i. w a U»J

( 1 3 . 7 6 )
- 2 . 9 7  
( 5 . 1 7 )

/ / . 10 - . 0 2 17

2 2 5 c
( 1 2 4 )

/ - 1 7 .  17  
( 1 4 . 8 5 )

— 1 . 5 5  
( 6 .  62 )

/ / . 09 - .  0 5 16

—3 0 4  
( 2 6 5 )

/' / 5 .  S3  
( 4 .  9 5 )

/ 2.  6 0 a  
( . 7 9 6 )

, 4 6 b • bd 16

5*40/

( 2 5 8 )
/ / - 5 .  02  

( 5 .  8 8 )
2 .  0 4  

( 6 .  4 3 )
/ . 0 5 - .  0 9 17

- 3 5 9
( 3 1 5 )

/ / 6 . 26 
( 6 .  13)

1. 55  
( 6 . 0 5 )

2 .  7 7 a  
( . 9 2 5 )

. 4 7 c a bb 15

—5 5 .  8
( 1 0 6 )

/ /' /' 3 .  81 
( 7 . 1 1 )

2 .  2 2  a 
( . 7 5 3 )

. 4 2 b ■ b2 15

/ / - 3 .  5 9 / / „ 0 3 - .  0 3 18

( 2 3 3 )  ( a .  8 4 )

i  3b /  - . 5 5 0  /  - 0 0  - . 0 7  17

( 8 7 .  4 )

^ S i



/ C o n t . P r o d u c t V a r i e t y  1 9 / 0 L i  n e a  r T e s t s .

CONS CR3 ADSA RcT OWN SALES R a d j R N

~ . 6 7 4  
( 6 2 .  .1)

/ / / / 2 .  0 8 a  
( .  6 7 1 )

- 4 1 a . 3 6 i S

A4.  2 .  1 9 / 0  PRODUCT VARIETY - LU G -L IN EA R  RESULTS.

LUNS H I N  < L ) ADSA RfcT OWN SALES R a d j R N

3 .  9 0  
( 2 .  2  2 )

” . O2 2  
e. Q i 9 )

—. 6 2 9  
( . 4 5 3 )

-  i . 0 4  
( 1 .  4 3 )

173
( . 4 2 1 )

/ . 3 5 . 0 9 15

4 .  1 8 c
( -i—n 1 2 )

130  
( .  7 5 4 )

5 2 9  
( . 3 6 8 )

“ 1. 3 5  
( 1 . 1 7 )

/' / . 2 4 . 16 15

ji. .. 2 2  0
( .  7 6 7 )

100  
< . 79 S )

6 9 0  
( . 4 3 5 )

/ “ a 2 2 5  
( .  3 4 8 )

/ * . 13 15

(2;. 2 1 )
7 7 9  

( .  5 8 6 )
/ “  1 ■ 4u  

( 1 . 2  2 )
. 175  

( . 3 1 1 )
/ . 2 6 . 0 9 17

2 .  OS 
( 1 „ 9 4 )

—. 8 2 4  
( .  5 6 4 )

/ - 1 .  05  
( 1 . 1 0 )

/ / . 25 . i 4 17

1» 2 5 a  
( .  3 7 3 )

- 1 .  0 1 c  
( .  *-j 4 ^ )

/ / - .  0 0 5  
( . 2 6 5 )

/ . 2 0 . 0 8 17

l . 2 5 a  
( . 2 7 9 )

- 1 .  01 c  
( . 5 3 0 )

/ / / / . 2 0 c . i 4 17

UUNb H IN  ( H ) ADSA RET OWN SALES R a d j  R N

3 .  8 8  
( 2 .  3 3 )

- .  0 6 0  
( . 8 4 8 )

“ .  6 1 9
( . 4 5 8 )

- 1 .  0 2  
( 1 .  44 )

170  
( .  4 1 8 )

/' a OuJ . 0 9 15

4 .  1 5 c  
( 2 .  i 5 )

—. 1  0  3  
( . 7 8 5 ) ( .  3 7 5 )

“  1 .  24  
( 1 . 1 7 )

/' / . 3 4 .  16 15

2 .  3 0 b  
( . 7 7 3 )

- .  139  
( . 8 2 2 )

- . 6 7 6
( . 4 4 1 )

/ *“  a O O 0
( . 3 4 6 )

/ M OuL. .  i  2 15

3 .  5 3
( 2 . 2 1 )

- 1 .  4 0  
( 1 .  3 4 )

/ “ 1 .  4 0  
( i . 2 4 )

.  164  
( . 3 1 1 )

/ .  2 7 .  iO 17

3« 0 2  
( i . 9 3 )

- .  8 8 2  
( . 5 7 3 )

/ - 1 .  0 3  
( i .  10)

/ / . 2 5 . 15 17

1. 2 4 a  
( .  3 7 4 )

- 1 . 0 6 c  
( . 5 5 6 )

/ / - .  0 1 3  
( . 2 6 3 )

/ . 21 . 0 9 17

1 .  2 2 a - 1 . 0 6 c / / / / . 2 1 c . 15 17

( . 2 / 9 )  ( . 5 3 7 )



/ L - o n t . p r o d u c t  V a r i e t y  1 9 / 0  -  L o g - L i n e a r  T e s t s .

U UiVa uRb ftDbft Kfc. t uWN SPLEs R ad.iR i\i

i .  3 5  
( 3 .  8 7 )

—. 6 2 b  
( 1 . S S )

3 0 7  
< . 4 6 0 )

. 180  
( 1 .  3 4 )

143  
( .  3 6 1 )

. 9 4 1 c
( . 4b.il )

. 5 8 . 3 4

4 .  S9  
( 4 . 1 7 )

- .  4 0 3  
( 1 . 9 4 )

- .  5 6 0  
( . 5 2 2 )

- 1 .  06  
( 1 . 4 2 )

150  
(» 4 2 3 )

/ a OO . 10

vj a 4  J*
( 3 .  4  y )

6 1 8  
( 1 . 7 7 )

~.  461  
( . 4.£.b )

- i .  3 6  
( 1 . 1 1 )

/ / "U* 15? ■ \JvJ . 17

2 .  9 5
f» b .  b 9  )

3 0 2  
( 1 . 8 9 )

-» 6 6 8
( . 4 9 1 )

/ M 11 *i' **JJ* is?a uJvJuJ
( . bb5  )

/ * m &*£ . 1 o

8 .  0 3 a  
( 6 6 )

****" j, 0 ^ \j
( 1 . 2 1 )

/ — 1. 62  
( 1 . 2 4 )

. 165
 ̂a b 0 b )

/ ■ 3 0 . 14

7= 7 8 a  
(bin 3 6 )

- 2 . 0 8 c
( 1 . I S )

/ - 1 . 2 6  
( 1 .  0 3 )

/ / . 2 9 c . 18

CZf a aL w*
( 2 .  3 4 )

■ v!j vlj
( 1 . 2 0 )

/ / - .  0 4 a  
( . i & b )

/ . 21 . 10

S. 2 0 o 
( 2 .  2 4 )

- 2 . 3 2 c  
( 1 . I S )

/ / / / . 2 1 c ■ 16

3 .  9 4 c  
( 2 .  0 3 )

/ - .  6 4 0
( . ob b )

-  i . 0 4  
( 1 . 3 6 )

- .  178  
( . 3 8 4 )

/ -?cr
■ w  w . 17

4 . 19b  
( 1 .  8 9 )

/ - . 5 7 7 c  
( . 2 8 0 )

- 1 .  32  
( 1 . 0 2 )

/ / . 3 2 « 2 2

2 .  4 2 a  
( . 3 7 3 )

/' - .  7 2 6 b  
( . 3 l l )

/ "*** a OuJO
t a u) 0  O )

/■ . 3 2 c . 2 0

5 .  0 0  b 
Ci .  9 9 )

/ / - 2 .  10 
( 1 . 2 7 )

. 2 4 4  
( . 3 1 5 )

/ . i  6 . 0 4

. 7 5 o
( i  «  ̂ĵ > )

/ / - .  3 4 9  
( . 9 9 3 )

/ . 9 4 7 a
( n O / )

. 4 6 b . bS

4 .  2 0  b 
( 1 . 7 4 )

/ / - 1 .  5 0  
( 1 . 0 5 )

/ / .  11 .  06

1. 7 5 a  
( . 2 8 7 )

/ / / - .  0 2 3  
( . 2 8 6 )

/ . 0 0  • 0 6

. 1 0 5  
( . 4 9 3 )

/ / / / . 9 9 2 a  
( .  2 9 1 )

.  4 5 a .  41

1D

17

17

17

17

I S

.1.5

17

1 b

18

17

1 S



A4.  i y Q i UftGfo’d SECTION KfoSULi S UN Pr<UDUU i v'Artlb. 1 Y-

A4.  1. L IN E A R  RE SULT8.

CQNfo hi IN  ( i_) ADSA RET OWN SALES R a d j  R N

7 1 8 . 4b  
( 3 0 1 . 7 )

- 5 1 4 . 0  
( 8 9 6 . 6 )

- 1 4 . 0 9  
< i s .  15)

- 4 .  02  
( 4 .  14)

- 1 .  94 / . 31 - .  0 4 13

6 9 6 . fob 
< 2 7 3 . 5 )

- 5 5 6 . 4  
< 8 3 3 .  6 )

- 1 1 . 9 5  
( 1 6 . 2 5 )

- 4 .  14 
<3. 8 9 )

/ / a w) 0 . 0 7 13

6 0 7 . 8 b  
( 2  7 7 .  8 )

- 1 0 3 2
( 7 2 4 )

- 1 5 .  4.1. 
< 1 8 . 4 5 )

/ - . 8 4 8  
< 6 . 8 7 )

/ . 21 - .  0 2 14

5 9 8 . 7b  
< 2 2 4 . 7 )

— fo 9 i j « fo
< 7 2 3 . 9 )

/ - 4 .  4 7  
< 3 . 7 2 )

. 9 1 3  
<6. OS)

/ . 2 8 . 0 6 14

5 9 7 . 8b  
( 2 l 4 . 4 )

- 3 4 4 . 1  
< 6 0 9 . 4 )

/ - 4 .  4 6
( o • b b )

/ / . 2 8 . 15 14

4 4 7 . 2b  
< 1 9 2 . 0 )

- 9 0 2 . 4  
( 6 0 8 . 4 )

/ /' 2 .  3 5  
<5. 5 7 )

/ . 17 . 0 3 15

4 4 0 . Ob 
< 1 8 5 . 1 )

- 7 6 1 . 0  
< 4 9 2 . 5 )

/ / / / . 16 .  0 9 :LS

CONS H I N  ( H ) ADSA RET OWN SAl.ES R ad j  R I’M

7 4 2 . l b  
< 3 1 5 . 6 )

- 5 5 8 . 6  
< 9 1 0 . 6 )

- i 4 . 78  
< 1 9 . 2 )

- 3 .  9 8  
<4. 0 9 )

—2.  19 
< 7 . 6 0 )

/ . 31 —. 0 3 13

- 5 0 .  2  
( 2 4 9 )

- 1 1 9 7 c  
< 5 9 9 )

/ 5 .  5 7  
( 3 .  7 0 )

4 .  19 
<4. 78 )

2 .  8 3 a  
( . 7 3 9 )

. 7 5 d .  f o i 1 2

- 5 .  17  
<240 )

- 1 0 6 2 c
( 5 7 0 )

/ 5 .  56  
( 3 . 6 5 )

/ 2 .  6 8 a  
( .  7 0 7 )

. 7 2b . 6 2 12

7 1 5 . 4o  
( 2 8 5 . 9 )

- 5 9 1 . 2  
< 8 5 6 . 2 )

- 1 2 .  3 4  
( 1 6 . 3 2 )

- 4 .  16 
( 3 . 8 3 )

/ / . 31 . 0 7 13

6 3 7 . O c -  
< 2 9 4 . 9 )

1 0 5 8 . 8  
<746 .  2 )

—1 6 . 6 3  
( 1 8 . 5 1 )

/ - 1 .  32  
<6. 79 )

/ . 21 - .  0 2 14

6 0 6 . 9b  
 ̂2foO • 7  )

—3 9 2 . 6  
< 7 2 6 . 8 )

/' - 4 .  5 3  
<3. 6 8 )

. 7 8 0  
( 5 . 9 9 )

/ . 2 8 . 0 6 14

S o b . 6 b  
< 2 1 9 . 9 )

—3 5 0 . 6  
< 6 2 1 . 7 )

/' - 4 .  51 
( 3 . 5 1 )

/' / . 2 8 . :L5 14

4 5 4 . 2 b  
< 2 0 2 .  1 >

- 8 9 0 . 2  
( 6 2 4 .  3 )

/' / 2 .  02  
<5. 5 4 )

/ . 16 . 0 2 15

4 4 7 . 2b  
< 1 9 4 . 3 )

- 7 6 8 . 0  
( 5 0 9 . 5 )

/ / / /' . l b . 0 8 15

234



/ L ' o n t .  P r o d u c t  

CONS CR3

V a r i e t y  1981 L i n e a r  T e s t s .

7 0 5
( 4 5 9 )

- 1 3 . be  
( S . 3 7 )

ADSA R E ! UWN SALbS R ad.iR

- 3 . 4 3  S. i b  2 .  / 3  3 . 0 3 o  . 7 9 d . 6 1
( 1 6 . 1 1 )  ( 3 . 7 6 )  ( 6 . 7 4 )  ( . 8 4 2 )

N

12

d 4  j. . .«£. 4 . j. 3
( 7 2 4 , 2 )  ( 9 . 2 0 )

- 1 4 . 3 8  - 4 . 4 6  - 2 . 7 2
( 1 9 . 4 0 )  ( 3 . 9 8 )  ( 7 . 6 2 )

/ 3 0  - . 0 5

9 0 3 . 0  - 4 . 1 8
( 6 8 0 . 6 )  ( 8 . 7 5 )

- 1 1 . 1 9  - 4 . 7 8
( 1 6 . 3 7 )  ( 3 . 6 9 )

/ . 2 9  . 0 5

bUU. b —3 . 6 1  “ 1 3 . 4 2
( 4 2 4 . 0 )  ( 4 . 6 2 )  ( 1 8 . 5 8 )

/ - 3 .  90  
( 6 . 6 9 )

. 10 14

7 3 8 . 1  - 3 . 3 2
< 6 1 0 . 6 )  ( 8 . 2 2 )

- 4 . 8 2  - . 1 6 8  /
( 3 . bij ) \ tj. UwF )

. 0 5 14

7 9 0 .  9 3 .  3 7
( b /  b« 3 )  ( / » 6 b )

- 4 .  84  
( 3 .  4 2 )

/ / 14

5 4 0 . ■3. 9 3 /
( 3 6 2 . 3 )  ( 4 . 1 / )

5 1 5 . 7  - 4 . 1 1
( 3 4 b . 9 )  ( 4 . O4)

6 3 9 . So /  
( 2 5 8 . 3 )

5 3  / .  bb  
( 2 2 3 .  2 )

2 9 9 .  9  
( 1 7 5 .  3 )

5 5 8 . Ob 
CL 9 5 .  9 )

- 9 4 . 4 5  
( 2 6 5 )

" t j . -jii 4*
( 9 7 . 7 2 )

-  i  :i. 8  
( 2 8 9 )

5 4 8 . 8 a  
( 1 8 b .  9 )

2 0 8 . Ob 
( 9 6 . 4 )

- 1 . 8 4  /
( 4 .  6 9 )

/ /

- 2 . 7 7  /' 1 . v-j U . U ui
( 1 8 . 3 8 ) ( 3 . 3 3 ) ( 7 • 2 7 )

- 1 0 . 0 5  - 5 . 6 6 c  /
( 1 5 .  6 )  ( 3 .  0 7 )

- i 4 . 5 i  
( 1 8 .  23 )

/

—5 . 6 6 b  
(2. 68)

—Lf. 7o
(S.  5 7 )

- 5 . 4 3 c  - 1 . 1 4  /
( 2 . 9 1 )  ( 4 . 2 3 )

. 0 8  - . 0 6

. 0 7  . 0 0

2 8

2 7

05

2 6

u 4

12

10

14

1 ■ Sfo /  2« 3 1 0  , 6 1 b
( 3 . 3 7 )  ( . 7 6 8 )

/  i . 6 5  2 .  1 l a  . 6 i a
( 3 . 9 4 )  ( . 5 1 1 )

1 . 4 5  i . 7 3  2 . 3 6 b  . 6 1 b
( 3 . 6 1 )  ( 5 . 4 2 )  ( . 8 2 2 )

/ / . 2fob

5 4

4 6

2 0

- . 2 1 4  /
( 3 .  9 3 )

. 0 2  - .  0 4

16

16

13

ib

15

12

12

12

1 /

285



b 4  — i . i>2
( 2 . 1 2 )  ( 1 . 3 3 )  ( 1 . 0 9 )  ( . 4 4 '3 )

2 .  Sb — i « 28
( 1 . 9 9 )  < 1 . 2 6 )  < . 8 9 7 )

. 8 / 2  - 2 . 0 1  
<.7vj\i) (1« i b)
l.02c -  1.88c 

( . 4 3 8 )  ( 1 . 0 3 )

a

/ L o r n ; .  P r o d u c t  V a r i e t y  1981 — L i n e a r  j e s t s .

LUNb CRb ADSA RET OWN SALES R a d j R

I 2  /  /  /! *  2 . 0 6 a  . 6 1  a . 5 7
( b 4 .  / 3  ( x 4 7 9 )

A4 .  2 . .1981 PRODUCT VARIETY -  LOG-L INEAR RESULTS.

CONS H I N ( L )  ADSA RET OWN SALES R a d j R  N

—1 . 4 1  —. 2 6 0  —. 2D7 —. b 1 iii /  . 2 8  —. 1 3  12
( 2 . 6 5 )  < i . 6 9 )  ( . 4 0 8 )  ( 1 . 4 0 )  ( . 6 4 2 )

2 . 5 2  - 1 . 4 4  - . 1 6 2  - . 6 5 7  /  /  . 2 5  0 3  12
( 2 . 4 6 )  ( 1 . 6 0 )  i . 3 3 8 )  ( i . 0 7 )

1 . 17 —1„ 9 4  —. 2 1 2  /  —. 0 5 7  /  . 2 2  —« 0 4  13
( . 9 5 b )  ( 1 . 3 7 )  ( . 3 7 1 )  ( . 3 7 7 )

2 . 9 9  - 1 . 1 8  /  - . 9 8 0  . 1 1 0  /  . 2 8  . 0 6  14
( 2 . 2 1 )  ( i . 3 3 )  ( 1 . 11 )  ( . 4 5 7 )

2 . 9 2  - 1 . 1 3  /  - . 8 5 4  /  /  . 2 7  . 1 4  14
( 2 . 0 9 )  ( 1 . 2 6 )  ( . 9 4 0 )

. 8 6 9  —1 . 9 2  /  /  .1 .06  /  . 2 1  . 0 7  15
( . 7 4 0 )  ( 1 . 1 2 )  (« 3 Ob)

1 . 0 6 b  —1 . 7 6 c  . /  /  /  /  . 2 Uc . 14 1c
( . 4 / 6 ) ( . b 8 2 )

CGNS H I N  (H) ADSA RET OWN SALES R a d j R  N

2 . 1 5  “ 1 . 6 1  —. 2 / 7  —«231  —» i>46 /  » 3o  —. 1 0  12
( 2 .  5 3 )  ( 1 .  6 b ) (» 4 0 b ) (1« \ « tsb4)

2.53 -1.58 -.162 -.692 / / « 27 -.U l 12
(2.32) ( i .51) (.335) <1.02)

i„ 16  - 2 . 0 5  - . 2 2 2  /  - . 0 8 3  /  - 2 2  - . 0 4  13
( . 9 5 2 )  ( 1 . 4 3 )  ( . 3 7 0 )  ( . 3 7 0 )

- . 9 6 8  . 0 9 4  /  . 2 9  . 0 7  14

8 5 3  /  ■/  - 2 6  . i 5  14

/  „ 0 8 6  /  « 2‘1 . 0 8  14
( „ 3 0 0 )

/ /  /  . 2 0 c  . 1 4  15



)D rTC „ P r o d u c t V a r  i et y .19 81 — L o g - L i ' n e a r  ies-cs.

)NS C R 3 PiDSft hz. i O w n S A L E S R a d j  R N

i 4 c — 7  . 9 c *— a jL 1 4 X a Pti — a 3 9 9 la 21 a 62 a 3 0 12
1 1 ) <3. 80) (.323) (1. 32) ( a 5 1 2 ) ( a 5 4 3 )

>„ 9 3 ~4. O S -. 2 8 4 — » 2 5 4 "" a / a 3 0 -a 10 12
56 ) ( 4  a .iZ uj ) ( a 4 0 3  ) i 1 a vl1 U  ) (.6 4 2 )

>« 5 2 ™ij» w/ 8 1 4 8 -a 8 7 2 / a 2 5 -a 0 3 12
2 8) ( 4 . 0 3 ) l a Uljti ) (a 9 5 8 )

4 3  c “ 2  a 14 -a 1 9 9 / -. 2 5 5 / a 17 “ a 0 8 14
43) ( i . 7 7 ) ( a 3 6 3 )

>. 8 4 -3. 7 5 / — 8 9 4 4 3. 2 4 / u 3 0 a 0 8 14
l l  ) < 3 . 5 8 ) (la 09) (. 4 4 5 )

8 4 c -3. 7 5 / “ a 9 4 4 / / a 3 0 a 17 14
04 ) <3. 40) (a 8 3 5 )

9 4 c ~2a 5 5 / / -a i 3 4 / , 17 a 0 5 16
07 ) ( i . 57) u  2 7 5 )

:03 ~i„ 7 7 c / / / . 7  S i b a 5 0  c a 4 0 13
( a 9 7 7 ) ( a 4 U  L «'

S 4 o “ 2a 4 7 / / / / a IS a 10 16
92 ) { 1 a )

8 5 c
77)

/ —  a 2 5  1 
( a 40 0 )

7 7 3
( 1 a 23)

—  a 4 4  1 
( a 6 2 9 )

/ a 21 0 9 12

1 9 / -a 1 4 8 - 1 . 2 1 / / a 18 a 0 0 12
5 8 ) ( a O  U  4  ) (.870)

4 4  b / ”  a 2 & 4 / ***** ■ alL Xaa tllia / a 0 5 - a  12 14
il8> (a 36 7 ) ( a 3 6 0 )

4 5 a
44 )

/ / —  1 a 4 6  
( a 9 3 3 )

a 0 8 2
(a 4 0 2 )

/ a aiai a 0 9 15

.cLxL

42 )
/ / 2 9 8  

(a 9 8 8 )
/ a 7 3 8  

(a 5 2 4 )
^ X a 16 12

4 4  a  

30 )
/ / - 1 . 3 5 c  

(.718)
/ / a 2 1 C a 15 15

9 8 a
4 4  )

/ / / 0 6 3  
(a 269)

/ a 0 0 —  a 0 6 17

0i
50 )

/ / / / a S O l C  
( a  31 4 )

a 3 5 c a 3 0 14

2 8 7



A5 RESL 

AS. 1. L

)LTb ON 

. I  In b A R i

LhHiNbi™ b 

RESULTS.

IN  VAR j. b. i V .

CGiNS H - I N ADSA RET UUiN SALES R a d j  R iv

£ 0 -  4 8  
( 3 7 . 5 )

. U 1 b
( . 2 1 9 )

. 869C  
( . 4 3 3 ) ( . 8 6 1 )

. 138  
( . 2 3 8 )

/ « 4 3 . 1 X 12

6 8 . 0 0 c  
l b . 7 ) ( . 2 0 7 )

. 7 8 3 c  
( . 3 9 0 )

-» 3 4 0  
( . 7 6 3 )

/ / . 41 . 18 12

8 4 .  l 3  
< 2 7 . 8 )

- .  0 9 9  
( .  19 5 )

■ £ 6 3  
( .  3 8 5 )

/ . 0 0 7 / . 3 2 „ 10 .L b

8 4 .  0 3 b
( -b / .  1) ( . 2 1 7 )

/ - .  5 9 4  
( . 8 9 2 )

0 4 2  
( .  2 2 6 )

/ n J. w) — ■ l b 14

8 2 . 7 3 b  
( b 4« 0 )

- .  116  
( . 2 0 5 )

/ 67 8
( . 7 3 7 )

/ / . 14 - .  0 3 14

7 3 . 3 8 b  
( 2 6 .  9 )

172  
( .  19 2 )

/ /
( .  178 )

/ . 10 - .  0 5 1 Zj

bU«D9b  
( 2 0 . 3 )

175  
( .  189 )

/ / / / . 0 6 - .  01 1 ~j

CONS CR3 ADSA RET OwN SALES R ad j  R IN

- 2 4 . 3 9  
( 3 2 . 5 9 )

. 4 1 2  
( .  5 6 7 )

1. 10b  
( . 3 5 0 )

. 7 7 6  
( . 8 4 3 )

0 5 9  
< , 2 0 0 )

1. 9 2 c  
( .  8 0 3 )

. 71 . 4 7 12

SO. 16  
< 3 7 . 4 1  >

156  
( . S b b )

. 8 4 5 c  
( . 4 3 1 )

4 8 0  
( „ 8 5 0 )

. J* bb
C. 23 b )

/' . 4 4 . 12 12

b { . bSc  
( 3 3 .  6.2)

2 0 6  
( . 6 3 1 )

„ 7 6 4 c  
( .  3 8 9 )

- .  3 0 2  
( . 7 5 4 )

/  . / . 41 . 19 12

6 4 .  3 7 b  
( 2 7 . £ 0 )

3 4 9  
( . 6 0 5 )

. 6 5 5  
( . 3 8 7 )

/ .. 0 0 5  
( . 2 0 1 )

/ n \1jCj . 11 X  b

8 2 . 3 0 c  
( 3 7 . 0 1 )

4 7 9
( . 6 6 9 )

/ —. 5 6 0  
( . 8 8 1 )

039  
( .  2 2 2 )

/ . 15 - . 1 1 14

7 2 .  6 7  
( 2 6 .  5 8 )

- .  6 0 3  
( . 5 9 7 )

/ / 126  
( .  177 )

/ . 12 - .  0 3 15

6 0 . 5 5 a  
( 2 0 . 0 1 )

6 2 8
( . 5 8 5 )

/' /' / / . 0 8 .  01 15

bO» 5 2  
( 3 5 .  0 9 )

/ . 8 7 7 b  
( ■ 3 8 4 )

- . 5 4 8
( . 7 5 0 )

. 140  
( .  2 2 0 )

/ .  4t jp . 2 2 12

2 8 8



/  U d Vi z * L- h a 'r"i g 0 s i  vi V a r  i  s t  y  —

COWS CR3 ADSA RET

£ 3 ,  3 8 c  /  . 8 0 i b  - . 3 8 0
( 3 1 . 7 7 )  ( . 3 5 3 )  ( . 6 7 8 )

. r i e a r  T e s t s .

OWN SAl.ES R ad j  R

/  /  4 0 c  „ 2 7

iVl

61. 98b
( .l 6 .  Li 6 )

£0,. SO 
i 1 6 . 5 7 )

/  . 7 2 i c

. / 6 9  b 
( . 2 8 4 )

. 002 
( .  194 )

3 0  . 17

/  . 6 5  l a  - 8 3 a  . 8 0
( .  0 8 8 )

i  li

es. 39 b 
(35., 93)

/ 7 5 3
( . 3 2 0 )

- .  0 2 3  
( .  2 1 6 )
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APPENDJX Bs ft NOT;- ON OWN LABELS AND THE RELA TIO N S H IP  WI TH 
R E T A IL  CONCENTRATION.

One of t  rie ci re at est changes in the U« N.. eco'noiYiv in the

last ha lf century has been the structural cnange in

re ta il ing . One feature of th is  cnange has been in the rise of 

own label penetration in low involvement convenience goods 

pa rticu la r ly  in the grocery sector.

To date l i t t l e  empirical wotk  has been done on the causes 

of variety in penetration of own laoels across markets, Tne

work that has been done has tended to concentrate on tne

variaoles of price d i f  rerent .ials, mart l i t  act u rer concent rat i on 

avid the advertising sales ratio  e.g. C o o k © and Scnutte 

(:L9£7), Norris (1979) and McNaster (i987). I t  is not the 

intention of th is  a r t ic le  to replicate th is  work but merely 

to demonstrate that re ta i l  concent ration would seem to have 

an effect on own label success. The only prior work that has 

included re ta i l  concent ration was the study by Cooke ana 

Scnutte (1957) of the U.S. market in the 1950s., Tnis s l ig h t ly  

suorisingly showed no relationship between re ta il 

concentration and own label penetration. The purpose of th is  

short paper is to show that for the U.K. grocery and 

household sector in both 1970 and 1981 the degree of re ta ile r  

concent rat ion was an important factor in explaining the 

decree of own laoel penetration.

HYPOTHESES"

workinq from within the paradigm that the oegres or own 

label penetration is determined by structural variables the 

followinci hypotheses were tested!

Own label penetration is a linear/log linear runction of*



( :l ) R et  a i I e r  Concern;  r a t  i  on
( 2 )  A d v e r t  i s i r i g —S a l e s  r a t i o
( 3 )  M a n u f a c t u r e r  C o n c e n t  r a t i o n

T h e r e  are a nuiYiber o f  reasons f o r  exoectinq own l a b e l  

p e n e t r a t ion to be influenced by t h e  level of r e t a i l  

concent rat i o n .

I n  o r d e r  t o  g a i n  t h e  b i g g e s t  p r i c e  d i f f e r e n c e  b e t w e e n  own 

l a b e l s  an a  m a n u f a c t u r e r  b r a n c s  t h e  r e t a i l e r  n e e d s  a l a r g e  

am ou n t  o f  b a r g a i n i n g  p o w e r  o v e r  t h e  own l a b e l  m a n u f a c t u r e r .  

T h o u g h  t h e r e  a r e  a n u m b e r  o f  s o u r c e s  o f  s u c h  b a r g a i n i n g  power  

a b s o l u t e  s i z e  o f  t h e  r e t a i l e r  avid s i z e  o f  t h e  r e t a i l e r  w i t h i n  

t h e  m a r k e t  w i l l  b o t h  be p o s i t i v e  i n f l u e n c e s  on t h i s  p o w er  

( c h a o t e r  t w o ) .

F o r  t h e  r e t a i l e r  t o  g a i n  v a l u a o i e  o u o l i c  r e l a t i o n s  

c o v e r a g e  a  c e r t a i n  t n r e s h o  i d  i n  s a l e s  o f  own l a b e l s  i s  l i k e l y  

t o  e x i s t .  P r e s s  c o v e r a g e  w i l l  t e n d  be r e s t r i c t e d  t o  own 

l a b e l s  t h a t  h a v e  n a t i o n a l  c o v e r a g e  and t h a t  b e l o n g  t o  

r e t a i l e r s  who a r e  f a m i l i a r  names.  The  D e g r e e  o f  r e t a i l  

c o n c e n t  r a t i o n  s h o u l d  be a p r o x y  f o r  s u c h  c h a r a c t e r i s t i c s .

R e l a t e d  t o  t h e  l i k e l i h o o d  o f  o r e s s  c o v e r a g e  o f  own l a o e l s  

toeino c r e a t o r  a t  h i g n  l e v e l s  o f  c o n c e n t  r a t i o n  i s  t n e  

l i k e l i h o o d  o f  r e t a i l e r s  i n  h i g h l y  c o n c e n t  r a t e d  m a r k e t s  u s i n g  

own l a b e l s  f o r  p r o m o t i n g  t h e  im ag e  o f  t h e i r  s t o r e s  ana  a s  a 

c o m o e t i t i v e  weapon  a g a i n s t  o t h e r  r e t a i l e r s .

T he  r e a s o n  f o r  i n d u c i n g  h y p o t h e s e s  (.d) ana iz>) i s  t o  

i n d i c a t e  t h e  r o b u s t n e s s  o f  t h e  r e t a i l  c o n c e n t  r a t i o n  m e a s u r e  

when i n c l u d e d  w i t h  o t h e r  m e a s u r e s .  i n e r e  i s  a  r i s K  o f  m u i t i — 

c o l l i n e a r i t y  i n  t h e  m u l t i  a l e  r e g r e s s i o n s  u s i n g  t n e  

a d v e r t  i s  i n a  s a l e s  r a t i o  s i n c e  i t  may oe . i n f l u e n c e d  oy t n e  

l e v e l  o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  e . g .  b u t t o n  ( i b 7 4 )  o r  ay  

r e t a i l  c o n c e n t  r a t  i  on. The r e x a t i o n s n i o  o r  r e t a i j .



concent ratx on and own laoel snare can nowever re as ona d I y oe 

expected to be found oesoite sucn problems.

i ne saiYipie consists of 29 iriarkets within the crocery anc 

household sector, in f  o rmat i on on these markets were obtained 

froiYi a variety of marxet reoorts. Given the nature of 

secondary market reoorts i t  is  important to exercise caution 

on any analysis oased on them for two reasons. F irs t, tne 

figures Quoted in such reports are often merely estimates 

based on trace sources. Second, the selection of marxets tnat 

research companies chose to investigate may not be 

represent ativs of tne poouiat ion within a particular sector.

To reduce the likelihood of wayward estimation 

influencing the figures used, mo re tnan one source was usee 

where possible. This however leaves tne problem (ana to some 

extent exaceroates the problem) of tne sample being 

represemative. Due to tne fragmentation of information in 

th is  area increasing the sample size is not very feasible. 

Given th is  problem any conclusions based on such a sample 

should be regarded with caution and regarced as Persuasive 

o n 1 y.

The measure of re ta i l  concent ration is tnat of the 

concent rat i on ratio ( i.e . market snare) of the largest .>.U 

re ta ile rs  estimated from market reports. ihough subject to 

some deqree of error in estimation such error as i t  turns out 

would have to be Quite large to nave a s ignificant effect on 

the results.

The measures of manufacturer concentration used are two 

estimates of the H—Index and the share of the largest three 

manufacturers for the branded marxet.



P r o d u c t O .L .  H - I n d . CR3 R-C niO  f i d - S a l e s

Batteries 0 4992 . 4992 88 10 a 49
fcfa.Ked Beans 26 . 5576 . 5576 99 60 1. 96
Bi scuits 17 . 3308 a O tl) '-J 81 45 in  /  O
Brk. Cereal 4 . 4159 . 4 i 60 94 50 9. 70
Cat food (c) 6 .4115 . 4148 91 60 2. 83
Choc Confee 1 . 2118 . 2138 77 20 3. 47
Cigarettes 1 .5163 ■ 5164 99 20 . 68
Coffee (ins) ■ 5066 . 5077 98 50 kj a Ob

Crisps & . 2959 . 2976 84 28 1. 88
Custard 2 . 6540 . 6542 96 49 /
D o g f  o o d (c ) 10 . 5364 . 5368 98 60 b a 8b
F i s n ( c ) b . 2029 . 2052 6b 40 « w f O

Flo u r 16 .  k j  \jj k j  ^ a k J v j  i  2 90 45 3, 05
F r u i t  (c) 14 . 0575 .061 0 35 50 .  39
•Jel 1 i es 20 » 4381 . 4502 O b 59 /

Lignt Bulbs 4 . 2668 . 2698 86 10 /

Pairrc i P ■ 1841 .  2100 6 0 27 1 a 84
Razo rs 0 .  3200 . 3600 90 40 13. 84
Soap (t) l b .  1086 a 1 kif k j  4 b 4 70 7. 72
S o u o  (c) 10 .  5150 = : v  i ,4« W  Mm — u+ 02 60 2. 2b
Squash .  1401 a 1 k*/ v«J j l . 63 36 /
Tea 29 .  3890 . 3906 96 65 j£m a k J  X

T o o t hpaste 5 .3181 .  3206 O  U 9. 47
Washing Powd 2 . 4905 . 4906 99 J O 7. 76
Woo I 0 .  092b a 1046 4c> l  i /
Y o g h u r t 17 •  b4b 1 a kl>43z 86 54 a b 4

0 .  L .  = Own Label Share of T o t  a l Market.

f i - I n d »  = H I n d e x  f o r  M a n u f a c t u r e r s  ( B r a n d e d  S e c t o r )  ,
CR3 = T h r e e  F i r m  M a n u f a c t u r e r  C o n c e n t  r a t i o n  R a t i o .
R - C R iO  = T e n  F i r m  R e t a i l e r  C o n c e n t  r a t i o n  R a t i o ,
f i d - S a l e s  = f i d v e r t i s i n g  /  S a l e s  R a t i o .



i ABLE B.2 s I98i 

Batteries 0 .3572 .3608 82 18 1. 72
Bakec Beans 29 .3756 ,.3928 8 6 75 . 92
Biscuits 26 .2849 . 2 8 s3 80 d6 2 . 16
Brk Cereals 17 .3747 .3783 89 70 6 . 56
Catfood (c) I » 4035 .4082 85 65 3. 07
Choc Confec i .2276 .2582 82 18 2.81
Cigarettes i ■ O ̂  O uL a 4̂* O 22 90 45 . 90
Coffee 30 .4986 ■4986 99 65 4. 77
Crisps 14 .2172 .2176 72 45 4. 29
Custard a .3786 .3926 92 8 8 /
Dogfood (c> :L5 . 3 8'70 .3974 8 6 65 CT **n»O m Du
Fish (c > 17 .2592 .3376 78 68 .42
Flo u r 38 .4573 .4598 97 80 . 2 6
Fruit (c) 30 .2996 .3001 80 85 . 24
Honey 47 / / / 67 /
Ice Cream 2 0 . 2421 .2286 73 . 97
Je l1 ies 42 .6234 .6234 99 84 /
Light Bulbs 8 .2164 .2274 77 22 /
Paint 18 . 2 6 19 .2783 33 36 5. 55
S o a o C t ) 16 .1807 .2012 67 80 8 . 47
Soup (c ) 16 .4167 .4213 y 85 2 . o4
Squash 38 . 2 0 2 2  .2182 71 64 /
t ea 27 .3531 .3540 97 80 4.03
Toot hioaste 6 . 2520 • 25-24 71 64 16. 25
'washing Paw 8 .4874 . 4878 99 80 5. 60
wash Uo Liq 17 .2830 .2545 78 70 4. 30
Wool 0 „1252 .1772 59 16 /
Yoghurt ji2 .2806 .2860 78 36 2 . 22

0. L. = % Own Laoel Share of Total Market.
H - I n d .  = i-i I n d e x  f o r  M a n u f a c t u r e r s  ( B r a n d e d  S e c t o r ) .
CR3 "  T h r e e  F i r m  M a n u f a c t u r e r  C o n c e n t  r a t i o n  R a t i o .
R - C R I O  = T e n  F i r m  R e t a i l e r  C o n c e n t  r a t i o n  R a t i o .
A d - S a l e s  = A d v e r t i s i n g  /  S a l e s  R a t i o .
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s he H I r i c e x  has  two m e a s u r e s  u E c a u s s  m a r K e t  r e p o r t  o a t a  d o e s  

■not c o n t a i n  d a t a  on t n e  m a r k e t  s n a r e  c a t a  o f  v e r y  siYiai i  t i n Y is  

and t h u s  i t  was n e c c e s s a r y  t o  c o n s t r u c t  t h e  l i m i t s  w i t h i n  

w h i c h  t h e  H - I n d e x  w o u l d  f a i l . .  Qne s n o r t c o m i n g  o f  t n e  h - I n c e x  

i s  d e s p i t e  i t s  p o p u l a r i t y  t n e  i m p l i c i t  v a l u e  ju d e lem en t  o f  

w e i g h t i n g  m a r k e t  s h a r e  oy i t s e l f .  T h i s  w e i g h t i n g  means t h a t  

s m a l l  f i r m s  h a v e  l i t t l e  i m p a c t  on t h e  c o n c e n t  r a t i o n  m e a s u r e .  

T h e  t h r e e  f i r m  c o n c e n t  r a t i o n  r a t i o  i s  a t r a d i t i o n a l  m e a s u r e  

o f  m a n u f a c t u r e r  c o n c e n t  r a t i o n  and was i n c l u d e d  f o r  t h i s  

r e a s o n  d e s p i t e  i t s  t o t a l  l a c k  o f  r e f l e c t i o n  o f  t h e  s i z e  and  

d i s t r i b u t i o n  o f  s m a l l e r  f i r m s .

h  p r i o r i  p r e d i c t i n g  a p o s i t i v e  o r  n e g a t i v e  r e l a t i o n s h i p  

b e t w e e n  m a n u f a c t u r i n g  and own l a b e l s  i s  d i f f i c u l t  s i n c e  one  

m i g h t  e x p e c t  two c o n f l i c t i n g  e f f e c t s  o f  c o n c e n t  r a t i o n .  F i r s t ,  

a lo w  l e v e l  o f  c o n c e n t  r a t i o n  m i g h t  be a p r o x y  f o r  l a c k  o f  

e n t r y  b a r r i e r s  i n  w h i c h  c a s e  one w o u ld  e x p e c t  a n e g a t i v e  

r e l a t i o n s h i p .  S e c o n d l y ,  h i g n  c o n c e n t  r a t i o n  ( o a r t i c u l a r l y  i f  

f o u n d e d  on a d v e r t i s i n g  a d v a n t a g e )  m i g h t  i n d i c a t e  an e a s e  o f  

m i m i c r y  f o r  an  own l a b e l ,  i n  w h i c h  c a s e  one m i o n t  e x p e c t  a 

p o s i t i v e  r e l a t i o n s h i p .

One m i a h t  e x p e c t  t h e  d e g r e e  o f  a d v e r t i s i n g  t o  l i k e w i s e  

a f f e c t  t h e  d e g r e e  o f  own l a b e l  s u c c e s s  s i n c e  i f  a d v e r t i s i n g  

l e a d s  t o  p e r c i e v e d  p r o d u c t  h e t e r o g e n e i t y  t h e n  own l a o e l s  w i l l  

be l e s s  l i k e l y  t o  s u c c e e d .  C l e a r l y  a d v e r t i s i n g  i s  n o t  t h e  

o n l y  d e t e r m i n a n t  o f  t h e  p e r c e p t i o n  o f  h e t e r o g e n e i t y  a s  t n e  

p h y s i c a l  d i f f e r e n c e s  b e t w e e n  own l a b e l s  and b r a n c s  w i l l  be 

i m p o r t a n t .  The  s l i g h t l y  h e r o i c  a s s u m p t i o n  used h e r e  i s  t h a t  

w i t h i n  t h e  c o n v e n i e n c e  good s e c t o r  p h y s i c a l  d i f f e r e n c e s  a r e  

m i n i m a l  c o m p a red  t o  t h e  s u b j e c t i v e  o p i n i o n  fo r m e d  by 

a d v e r t i s i n g  . I d e a l l y ,  one s h o u l d  i n c l u d e  some m e a s u r e  o f  t h e
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e a s e  o f  r e p l i c a t i o n  b u t  p r a c t i c a l l y  s u c h  a m e a s u r e  i s  n o t  

f e a s i b l e  a s  e v e n  e s t i m a t e s  o f  t h e  min imum e f f i c i e n t  o l a n t  

s c a l e  w o u l d  be a p o o r  p r o x y .  T h e  m e a s u r e  o f  a d v e r t i s i n g  

i n t e n s i t y  used  i s  t h e  a d v e r t i s i n g  s a l e s  r a t i o , .  G i v e n  t n e  

l i k e l i h o o d  o f  i n t e n s e  a d v e r t i s i n g  c r e a t i n g  a a e t e r e n t  t o  

e n t r y  one  w o u l d  e x p e c t  a n e g a t i v e  r e l a t i o n s h i p  w i t n  own i a o e i  

p e n e t r a t i o n .  M o r r i s  ( 1 9 7 9 )  i n c l u d e s  d a t a  on t h e  p r i c e  

d i f f e r e n t i a l  a s  w e l l  a s  a d v e r t i s i n g - s a l e s  c a t a ,  t h o u g n  d u e  t o  

t h e  d i f f i c u l t y  o f  o b t a i n i n g  a m e a s u r e m e n t  f o r  i t  g i v e n  t h e  

v a  r  i  s t  y i n  p r i c e  □ i  f  f e  r e n t  i  a I s  b e t  ween s t  o r e s  i t  i s  o m i  1 1 e d  

f romi t h i s  w o r k .

RESULTS

T a d l e  B . 3 z  THE EFFECT OF R E T A IL  CONCENTRATION ON uwN LABEl.
PENETRATION -  1 9 7 0 .
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L oq s

— 1. i ju . 2 9 7 a  
( 4 . 9 4 )  ( . 1 0 5 )

- 2 . 3 9 a  . 2 . 1 2 a
( . 6 4 7 )  ( . 4 1 8 )

—2 . 0 9  . 1 wf a
( 1 . 7 8 )  ( . 4 2 4 )

/
H - I n d e x ( h)  

. 108  
( . 3 2 6 )

CR 3
a vJ

( . 8 0 3 )

i . o 4 a

/ '

- . 4 0 2 c  
( . 1 9 6 )

—. 4 2 4 c
i n  2  1 2  ) 

/

2 4 a  . 2 1  2 7

b y s  . d 2  2 2

. u 9ci . ujjd. 2z.

. 4 0 a  . 3 7  27
( .  5 2 9  ) ( . 2 2 O)

c o n s  =  c o n s t a n t  S i g n i f i c a n c e
R e t .  Con. = R e t a i l  c o n c e n t  r a t i o n  a -  99%
Man.  Con.  — M a n u f a c t u r e r  C o n c e n t  r a t i o n  o = 95%
A d v - S a l  = A d v e r t i s i n g  S a l e s  r a t i o .  c =  90%
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nBi-b B« 4 s i 1-5E tr.i-i-tr.L-! Gi- Riz.iAj.LbR COkiCEN i RATION ON OwN LABEL
PENETRATION — 1981

a d / t .
c o n s  R e t .  Con. Man. Con.  A d v - S a l  R . s o  R . s o  N

L i  n

• OQ

10 . 18 
(9. 2 2 )

— 1. b2  
(« 9 9 7 )

3 .  0 6  
( 3 .  68/'

—' J. a UvjO

( . 6 4 6 )

. 2 8 I d  
( .  1 0 2 )

1 4 . 5 0  . 2 6 7 b
( 1 9 . 0 0 )  ( . 1 0 0 )

1 . 9 3  . 2 7 5 b
( 6 . 2 7 )  ( . 1 0 0 )

1. 4 7 a  
( „ 4 4 7 )

i . 5 9 a  
( . 4 3 8 )

1. 3 8 a  
( . 3 7 2 )

H - 1  via ex  ( h)  
- 1 4 .  11 
( 2 7 . 1 4 )

CR 3  
- .  100  
( . 2 4 3 )

/

H - I n d e x ( h) 
- .  4 7 7
( . 8 9 5 )

CR 3  
- 2 .  4 3  
(2 . 02 )

- 1 »  2 1 c  . 2 9 d . 2 9
( . 5 8 0 )

- 1 . 15b  . 3 8 b  . 2 8
( . 5 4 6 )

/

- .  153  
( .  i 9 4 )

- .  137
( .  1 8 2 )

/

c o n s  = c o n s t a n t
R e t .  Con.  -  R e t a i l  c o n c e n t  r a t i o n  
Man. Con.  = M a n u f a c t u r e r  C o n c e n t  r a t i o n  
A d v —S a l  = A d v e r t i s i n g  S a l e s  r a t i o .

. 2 2 b  . 1 9  2 9

« 4 0 d  . 3 0

4 0 o . 3 0

» 2 4 a  .2.1 2 9

S i g n i  f i c a n c e  s 
a = 99%
b =s • 95%
C as 90*/.

CONCLUSIONS

T h e  r e s u l t s  a b o v e  snow a h i g h l y  s i g n i f i c a n t  r e l a t i o n s h i p  

b e t w e e n  own l a b e l  p e n e t r a t i o n  and r e t a i l  c o n c e n t  r a t i o n  f o r  

t h e  c o n v e n i e n c e  good s e c t o r .  B o t h  t h e  l i n e a r  and  l o g  l i n e a r  

r e l a t i o n s h i o s  w o u ld  a p o e a r  t o  be s i g n i f i c a n t  b u t  t h e  l o g  

l i n e a r  m o d e l  i s  t o  be p r e f e r r e d  due t o  t h e  h i g h e r  

c o r r e l a t i o n .  T h e  l o g  f o r m  s u g g e s t i n g  t h a t  a t  h i g h  l e v e l s  o f  

c o n c e n t  r a t i o n ,  t h e  i n c r e a s e  i n  own l a b e l  a s s o c i a t e d  w i t h  a 1 

o e r c e n t  r i s e  i n  c o n c e n t  r a t  i  on i s  . iess t n a n  t n e  i n c r e a s e  a t  

l o w e r  l e v e l s  o f  c o n c e n t  r a t  i o n .

S u c h  a c o n c l u s i o n  t h u s  s u g g e s t s  t n a t  s t r u c t u r a l  

c o n s i d e r a t i o n s  a r e  o f  i m p o r t a n c e  i n  d e t e r m i n i n g  m a r k e t  

o e r f o r m a n c e .  C o o ke  and y c h u t t s ’ s ( 1 9 6 7 )  d i s m i s s a l  o t  t h e  

i m p o r t a n c e  o f  r e t a i l  c o n c e n t  r a t  i  on arid b a r g a i n i n g  oower



w o u l d  t h u s  a p p e a r  t o  be no l o n g e r  j u s t i f i e d .  T h e i r  m a in  

j u s t i f i c a t i o n  f o r  s u c h  a d i s m i s s a l  was on t h e  b a s i s ,  n o t  o f  

r i g o r o u s  e m p i r i c a l  w o r k ,  b u t  on t h e  o b s e r v a t i o n  t h a t  some 

p r o d u c t s  d i d  n o t  h a v e  much own l a o e i  p e n e t r a t i o n  d e s p i t e  h i c n  

r e t a i l  c o n c e n t  r a t i o n .  T h i s  l a t t e r  o b s e r v a t i o n  i s  o f  c o u r s e  

s t i l l  t r u e  (a n d  i t s  l i m i t e d  n a t u r e  i s  i n f l u e n t i a l  i n  t h e s e  

r e s u l t s )  b u t  i t  d o e s  n o t  n e g a t e  t h e  c o n c e p t  o f  b a r g a i n i n g  

c o w e r  a n d  c o n c e n t  r a t  i  on a c t i n g  a s  a f o u n d a t i o n  on w m c n  

m a r k e t  i n g  s t r a t  e g y  i s  b u i 11 .

An i  n t  e  r e s t  i  ng r e s  u i t  i  s  t  n a t  mi an  u f  a c t  u r e  r  c o n c e n t  r a t  i  o n 

seernis t o  h a v e  no e f f e c t  on t h e  d e g r e e  o f  own l a o e i  

pa-net  r a t  i  on r e g a  rd 1 e s s  o f  w h e t  h e r  t  he t  h r e e  f  i  rm 

c o n c e n t  r a t  i  on r a t i o  o r  t h e  H -  I n c e x  a r e  used .

“ he r e s u l t s  a l s o  s u g g e s t  t n a t  a d v e r t i s i n g  i n t e n s i t y  i s  

w e a k l y  b u t  n e g a t i v e l y  r e l a t e d  t o  own l a b e l  s u c c e s s  s u g g e s t i n g  

t h a t  a d v e r t  i s i n o  may a c t  a s  a d e t e r r e n t  a g a i n s t  own iaoe.i .  

p e n e t r a t i o n  o r  a t  l e a s t  t h a t  h i g h  a d v e r t i s i n g  w i t h i n  a m a r x e t  

m i g h t  c o l l e c t i v e l y  a c t  as  a d e t e r r e n t  a g a i n s t  own l a b e i .



S^Pz.Nd I  X C ’ AOV'hri i IS IN B  Pi I  FIRM LEVEL.

c\ey - Mb = m a r k e t  S h a r e .
SALES =  A n n u a l  S a l e s .
ADV -  A n n u a l  A d v e r t i s i n g  E x p e n d i t u r e .

1 9 7 0  SAMPLE
MS SALES ADV DV AD-SALbS

B I S C U I T S <30
U n i t e d  B i s c u i t s  51 5 9 2 6 2 0 0 0 6 2 8 5 0 0 3 4 1 . 4 0
A s s o c .  B i s c u i t s  2 5 2 9 0 5 0 0 0 0 5 2 1 4 0 0 21 1 . 7 9
B u r t o n s  5 5 6 1 0 0 0 0 - 0 0
N a b i s c o  5 5 6 1 0 0 0 0 2 8 3 0 0 1 0 . 0 5
R o w n t r e e  4 4 6 4 6 0 0 0 2 1 5 0 0 1 0 . 4 6
C a d b u r y  4 4 6 4 6 0 0 0 2 7 8 5 0 0 11 0 .  6 0
Ot  he r  6 6 9 7 2 0 0 0 7 6 2 6 0 0 3 2 1 1 . 2 2

T o t a l  B r a n d s  = i 1 6 2 0 0 0 0 0 2 4 6 1 0 0 0 2 .  12
T o t a l  M a r k e t  = 1 4 0 0 0 0 0 0 0 i .  7 6

(Own L a b e l  1 7 “/- o f  t o t a l  m a r k e t  = 2 3 6 0 0 0 0 0 )

B RK„ CEREALS
K e l l o g g s  5 7 i 9 5 2 6 7 7 5 bbb / bO0 51 11 .  4 6
w e e t a d i x  21 7 1 9 4 0 7 5 1 b!46dOO 2 9 1 7 . 3 3
N a b i s c o  12 4 1 1 0 9 0 0 2 6 5 6 0 0 7 6 .  9 5
Q u a k e r  6 2 0 5 5 4 5 0 3 2 2 2 0 0 7 15.  6 7
O t h e r  4 1 3 7 0 3 0 0 2 6 7 0 0 0 6 19 .  4 6

T o t a l  B r a n d s  = 3 4 2 5 7 5 0 0 4 3 5 8 9 0 0 12.  7 2
T o t a l  M a r k e t  = 3 5 5 0 0 0 0 0 1 2 . 2 8

(Own L a b e l  3 .  5% o f  t o t a l  m a r k e t  = 3 / 6 6 3 2 5 )

CHOCOLATE CON.
C a d b u r y s  3 4 9 0  i 0 0 0 0 0 1 9 1 5 9 0 0 ' 2 2 2 .  13
R o w n t r e e  2b 6 8 9 0 0 0 0 0 2 6 3 0 9 0 0 3 0 3 .  8 2
IMa r s  19 5 0 3 5 0 0 0 0 1 6 0 8 6 0 0 21 3 . 5 9
O t h e r  21 5 5 6 5 0 0 0 0 2 3 9 6 6 0 0 2 7 4 . 3 1

2 6 5 0 0 0 0 0 0 6 7 5 2 0 0 0 .3- 3 0

CIGARETTES
I  iYi pe  r i a l  6 7  1 0 0 7 7 0 0 0 0 V 3 8 0 5 5 0 0 41 0 .  3 6
G a l l a h e r  2 5 3 7 6 0 0 0 0 0 0 1 9 3 3 5 0 0 21 0 .  5 l
C a r r e r a s  7 1 0 5 2 6 0 0 0 0 1 3 4 0 9 0 0 14 1.  2 7
Ot h e r  1 1 5 0 4 0 0 0 0 0 2 2 2 3 6 0 0 2 4 1. 4 8

1 5 0 4 0 0 0 0 0 0 9 3 0 3 5 0 0 0 .  6 2

COFFEE
N e s t l e  64 3 4 9 6 6 6 0 0 1 0 1 0 3 0 0 4 4 3 .  5 0
Gen.  F o o d s  3 3 1 8 0 4 1 1 0 0 1 0 6 5 1 0 0 4 8 7 .  2 9

Ot  he r  3 1 6 4 0 1 0 0 1 6 8 4 0 0 a 13 .  9 3
___________ _--------------------
5 4 6 7 0 0 0 0 2 2 8 3 6 0 0 5 .  0  7
7 1 0 0 0 0 0 0

_ i e.
b . -i~ b

(Own L a b e l s  23% o f  t o t a l  m a r k e t  -  1 6 3 3 0 0 0 0 )

3 0 0



«#}
FLOUR
R-H-M. 51 14437000 4I020O 45 2.86
3 3 1 1  l e v 's  3 9 11040120 420SO0 46 3. 81
F rers 1 i t  e  3 849240 1600 0 0.22
Ot he r S 2 2 S 4 S 4 0 B90O0 9 3.93

T o t a l  B r a n d s  =  
“ o t a l  M a r k e t  =

28308000
33700000

9 2 1 6 0 0 3 . 2 6
2 . 7 3

(Own L a o e l s 16:4 of to ta l  lanarkê =  53920(000

P A IN T
I C I  31 48472340 S772O0 25 1 . 6 ©
u p h  i s 25018240 633200 26 2 . 5 4
Berger 13 20327320 580100 22 2 . 8 5
h o u s e h o l d  10 1 5 S 3 6 4 0 0 1 3 1 7 0 0 5 0 . 8 4
Other 30 4 6 9 0 9 2 0 0 665100 25 1 . 4 2

Total Brancs = 
T o t a l  Market =

I 56360000 
161200000

:26893€0 1.72
1 . 6 7

(Own laoels 3% of to ta l isst>arw:et := 6660000»

POTATO CRISPS
Solcen wonder 46 2 7 Q 8 4 3 O 0 35I 700 46 1.30
Sffliitns 23 1S 4 S 6 4 0 0 257400 36 1 . 5 6
WalKers 12 7065600 47200 6 0 . 6 7
T u dor S 3532800 33600 4 0.95
Me red i t  h Drew fa 3532800 7O200 9 1 . 9 9
Others 2 1177S00 2500 0 0 .  2 1

T o t a l  B r a n d s  =  
T o t a l  M a r k e t  =

58880000
64000000

763OO0 1 . 3 0  
1 .  1 9

(Own Laoels & %  of to ta l i i s r a e t  = 5120O00I

RAZORS,BLADES
G i l l e t t e 4 0 2 8 0 0 0 0 0 6 6 7 7 O 0 4 3 2 4 . 5 6
U i I k i n s o n 4 0 2 8 0 0 0 0 0 4 7 O 3 3 0 30' 1 6 . 8 0
O t h e r 2 0 1 4 0 0 0 0 0 4 2 4 5 7 0 2 7 3 0 . 3 3

7 0 0 0 0 0 0 1 5 6 2 6 0 0 2 2 . 6 1

SOAP
U n i  l e v e r 2 0 5 0 4 0 0 0 0 7 5 7 0 0 0 3 1 1 5 -  © 2
C o l g a t e 19 4 7 8 8 0 0 0 3 3 4 2 0 0 1 4 6 . 6 3
P r o c  & Bmmale 14 3 5 2 6 0 0 0 794O O 0 3 2 2 2 .  5 1
C u s s o n s 11 2 7 7 2 0 0 0 1 7 2 6 O 0 7 6 . 2 3
O t h e r 3 6 9 0 7 2 0 0 0 4O 7 40O 1 6 4 .  4 9

T o t a l  B r a n d s  * 2 5 2 0 0 0 0 0 2 4 7 5 2 0 0 9 . 6 2
T o t a l  M a r k e t  - 3 0 0 0 0 0 0 0 8 .  2 5

<Own L a b e l  16'/- o f  t o t a l  M a r k e t  = 4 8 0 0 0 O 0  £



mS SAl.E'3 Hij V £»irrif '•# ire / O iTMi-M ii ji u

SOUP (CANNED)
H e i n z 70 34850000 478400 m 1-37
C a m p b e 1 I s 13 6435000 209900 2 i 3-26
C +- B l a c k w e l l 9 4455000 201900 21 4-53
Ot ner 8 3960000 89200 9 2- :25

Total B r a n d s = 49500000 977400 1-57
Total Market =S 55000000 1- 78

\Uwn label 10%  of to ta l market = asOOOGOii

scyf iS H
C aoibury — Sch 2 6 i 3 2 i 8 4 0 0 5 5 4 0 0 11 0 . 4 2
E s c k i t t ( R o d ) 2 0 I 0 1 6 8 0 0 0 93SOO 1 8 0 . 9 2
B eech am 17 8 6 4 2 8 0 0 — — —

s a t  c n e I o  r s  9 4 5 7 5 6 0 0 I S 5 S 0 0 3 2 3 . 6 2
S f f o o d s 3 1 5 2 5 2 0 0 — — —

O t  h e  r s 2 5 1 2 7 1 0 0 0 0 1 9 7 8 0 0 3 5 1 . 5 5

T o t a I B r a n d s  = 5 0 8 4 0 0 0 0 5 1 2 4 0 0 1 . 0 1
T o t a l m a r k e t  = 8 2 0 0 0 0 0 0 0 . 8 2

<Uwr» laoei 38% of t o t a l  market =  322&00<U0)>

TEh
Bfoons Bond 57 56658000 1048800 29 i.fflS
~yoihoo 27 26638000 766900 2 i 2. m

Lyons 8 7952000 452300 12 5.63
Others a 7952000 1365700 36 17. 1 7

Total Branas = 99400000 3633800 3.66
Total market as 140000000 2.60

(Own label 2 9 % of to ta l m a r k e t  —m m m m »

TOOTHPASTE
Colgate 38 7942000 736700 41 9.2©
Uni lever 36 7524000 534500 30 7. m

Beeeham 21 4389000 3S9200 20 ©. 4 i
O t h e r s 5 1045000 I68300 3 2 6 . 1 1

Total Branos m 20900000 1808700 ©.65
Total market s 22000000 <8. 22

(Own labels 5% of to ta l m a r k e t  —

H m m m  up  l i q u i d «*»
P r o c t  & G a m b le  5 5 8 7 1 2 0 0 0 8 1 1 4 0 0 46 9 . 3 2
U n i l e v e r  2 3 3 6 4 3 2 0 0 3 3 5 3 0 0 1 9 9 - 2 0
C o l g a t e  P a lm  .13 2 0 5 9 2 0 0 6 2 4 0 0 0 351 30». 2 5
O t h e r s  9 1 4 2 5 6 0 0 1 0 7 0 0 0. 75

Total Irsmds ■ 1 5 8 4 0 0 0 0 1 7 8 0 4 0 0 22.24
Total Market & 2 2 0 0 0 0 0 0 ©. 09

(Own l a p e l s  28*>6 o f  t o t a l t n 61S00O*Ov)



MS SALES fiuV % A a j v Ad / S A l Es
WASHING POWDER
U n i  l e v e r 51 4 5 9 8 1 SCO 4 0 9 2 1 0 0  5 4 S. 9 0
P r o c  & SaiYrhle 48 4 3 2 7 6 8 0 0 3 3 3 5 4 0 0  4 4 7 .  71
Ot he r 1 9 0 1 8 0 0 9 2 7 0 0  2 10 .  2 8

T o t a l  B r a n d s =2 9 0 1 6 0 0 0 0 7 5 1 9 4 0 0 8 .  3 4
T o t a l  M a r k e t =5 9 2 0 0 0 0 0 0 8 .  17

(Own l a b e l s 2% o f  t o t a l  lYiarket  = 1 8 4 0 0 0 0 )

YOGHURT
E x p r e s s 54 5 8 3 2 0 0 0 5 1 1 4 0 0 9 0 a . 77
U n i g a t e 2 0 2 1 6 0 0 0 0 - 0 -
C h a m b o u r c y 6 8 4 8 0 0 0 2 1 2 0 0 4 3 . 2 7
□ t  h e r s 20 2 1 6 0 0 0 0 3 6 1 0 0 6 1 ■ 67

T o t a l  B r a n d s = 1 0 8 0 0 0 0 0 5 6 8 7 0 0 5 .  2 7
T o t a l  Mia r k e t = 1 3 5 0 0 0 0 0

(Own l a o e l s  20% o f  t o t a l m a r k e t  = 2 7 0 0 0 0 0 )

1981  SAMPLE
MiS SALES ADV %ADV AD-SALES

B I S C U I T S
U t d  B i s c u i t s 4 5 2 3 2 4 3 0 0 0 0 7 5 5 2 2 0 0 4 4 3 .  2 5
N a b i s c o 26 1 3 4 3 0 0 0 0 0 1 4 7 9 6 0 0 9 1. 10
Rownt r e e 9 4 6 4 8 6 8 0 0 2 2 5 5 7 0 0 13 4 .  8 5
B u r t  ons 9 4 6 4 8 6 8 0 0 1 0 6 4 7 0 0 rO 2 .  2 9
F o x ’ s uJ 1 5 4 9 5 6 0 0 - 0
C a d b u r y 3 1 5 4 9 5 6 0 0 1 8 4 1 0 0 1 1. 19
O t h  B r a n d s 5 2 5 8 2 6 0 0 0 4 8 3 7 9 0 0 2 7 18 .  7 3

T o t a l  B r a n d s s 5 1 6 5 2 0 0 0 0 1 7 3 7 4 2 0 0
T o t a l  M a r k e t 3 6 9 8 0 0 0 0 0 0

(Own l a o e l s 26% o f  t o t a l  m a r x e t  = 1 8 1 4 8 0 0 0 0 )

BRK. CEREALS
K e l 1 oqgs 5 6 1 5 2 9 2 0 0 0 0 1 i 1 7 7 9 0 0 5 3 7 .  31
W e e t a b i  x 22 6 0 0 7 5 4 0 0 5 1 9 5 9 0 0 2 5 8 .  6 5
N a b i s c o 11 3 0 0 3 7 7 0 0 2 2 7 8 3 0 0 11 7 .  5 8
Q u a k e r 7 1 9 1 1 4 9 0 0 i 3 5 8 1 0 0 6 7 .  10
O t h  B r a n d s 4 1 0 9 2 2 8 0 0 1 1 7 9 2 0 0 5 1 0 .  8 0

T o t a l  B r a n d s = 2 7 3 0 7 0 0 0 0 2 1 1 8 9 4 0 0 7 .  76
T o t a l  M a r k e t = 3 2 9 0 0 0 0 0 0

(Own l a b e l s 17% o f  t o t a l  m a r k e t  = 55'9 3 0 0 0 0 )

CHOC. CQHFEC (7.)
C a d b u r y 7 s 2 9 3 8 0 9 8 0 0 0 0 1 4 2 8 0 6 0 0 2 7 3 .  7 5
Rownt r e e s 2 9 3 8 0 9 8 0 0 0 0 1 4 0 4 5 5 0 0 2 7 3 .  6 9
M a r s 2 4 3 1 5 3 0 0 0 0 0 1 6 2 6 3 9 0 0 3 2 5 .  16
Ot h e r s 18 2 3 6 4 7 0 0 0 0 8 3 3 6 5 0 0 19 3 .  5 3

T o t a l  B r a n d s = 1 3 1 3 7 0 0 0 0 0 5 2 9 2 6 5 0 0 4 .  0 3
T o t a l  M a r k e t = 13 2 7 0 0 0 0 0 0 3 .  9 9



MS SALiz.3 ADV %ADV ALi—SALES
CfiT-FGOD
Ped i  g r e e 6 0 1 3 8 8 7 0 0 0 0 5 6 7  6 6 0 0 61 4 .  0 9
S p i 1 l e r s 2 0 4 6 2 8 8 0 0 0 1 vj o t> 7 oo 14 2 .  8 9
H e i n z 5 1 1 5 7 2 0 0 0 1 1 3 4 9 0 0 12 9 .  81
□ t  he r s 15 3 4 7 1 6 0 0 0 1 1 0 7 3 0 0 1 o 3 .  19

T o t a l  B r a n d s = 2 3 1 4 4 0 0 0 0 9 2 5 5 5 0 0 4.  0 0
T o t a l  M a r k e t 2 6 3 0 0 0 0 0 0 3 .  5 2

(Own l a b e l 127- o f  t o t a l  in a:r k e t  = 3 1 5 6 0 0 0 0 )

CIGARETTES
I m p e r i a l 4 9 2 1 0 7 0 0 0 0 0 0 i 4 1 9 0 4 0 0 4 2 0 .  6 7
G a l  1 a h e r 2 9 1 2 4 7 0 0 0 0 0 0 9 5 1 4 8 0 0 2 8 0 .  7 6
Rot mi a n s 12 5 1 6 0 0 0 0 0 0 3 7 8 8 8 0 0 i  i 0 .  7 3
B • A. ! n 6 2 5 8 0 0 0 0 0 0 1 2 5 0 1 0 0 4 0 .  4 9
Ph i I i d M o r r i s O 1 2 9 0 0 0 0 0 0 3 2 5 3 5 0 0 10 7 7Xm a wX»
L o n d o n  Tob 1 4 3 0 0 0 0 0 0 2 7 8 9 0 0 1 o. 6 5

T o t a l  M a r k e t ss 4 3 0 0 0 0 0 0 0 0 3 3 7 5 0 7 0 0 0 .  7 8

LUi" k ( i  Nhj)
N e s t l e 60 1 4 1 9 6 0 0 0 0 6 3 6 1 6 0 o 3 8 4 .  4 8
Gen.  F o o d s 2 9 6 8 6 1 4 0 0 0 5 4 1 4 8 0 0 5 2 7 .  8 9
B r o o K e  Bona 7 1 6 5 6 2 0 0 0 2 2 0 2 2 0 0 1 5 13 .  3 0
Ot h e r 4 9 4 6 4 0 0 0 2 7 8 2 2 0 0 17 2 9 .  3 9

T o t a l  B r a n d s SS 2 3 6 6 0 0 0 0 0  1 6 7 6 0 8 0 0 7. 0 8
T o t a l  M a r k e t r* 3 3 8 0 0 0 0 0 0 4 .  9 6

( 0 wn .1 a be 1 s 30% o f  t o t a l  m a r k e t  = 1 0 1 4 0 0 0 0 0 )

DOG FOOD (CAN)
Ped i g  r e e 5 9 1 3 1 8 9 0 0 0 0 5 5 1 3 9 0 0 8 7 4 .  18
S o i l l e r s I S 4 0 2 3 9 0 0 0 5 8 7 3 0 0 9 1. 4 6
Q u a k e r 9 2 0 1 1 9 5 0 0 - 0 -
Ot h e r 14 3 1 2 9 7 0 0 0 2 6 8 6 0 0 4 o.  8 6

T o t a l  B r a n d s SS 2 2 3 5 5 0 0 0 0 6 3 6 9 8 0 0 2 .  8 5
T o t a l  M a r k e t = 2 6 3 0 0 0 0 0 0 2 .  4 2

<Own l a o e i s h a r e 15% o f  t o t a l  m a r k e t = 3 y 4 5 0 0 0 0 )

F I S H  (CANNED)
P r i n c e s 3 6 4 3 9 2 3 6 0 0 2 3 5 4 0 0 41 0 .  5 4
J o h n  West 3 6 4 3 9 2 3 6 0 0 2 7 2 4 0 0 4 7 0 .  6 2
Ot h 2 8 3 4 1 6 2 8 0 0 7 0 9 0 0 12 0 .  21

T o t a l  B r a n d s 1 2 2 0 1 0 0 0 0 5 7 8 8 0 0 0 .  4 7
T o t a l  M a r k e t = 1 4 7 0 0 0 0 0 0 0 .  3 9

(Own l a o e i sh a  r e 17% o f  t o t a l  m a r k e t = 2 4 0 9 0 0 0 0 )

F R U I T  (CANNED)
D e l  M o n t e 50 5 3 0 9 5 0 0 0 8 9 7 0 0 i 5 On A 7
L i  bby 19 2 0 1 7 6 1 0 0 i  6 9 0 0 3 0 .  0 8
Aus G o ld 11 1 1 6 8 0 9 0 0 4 7 3 1 0 0 7 9 4 .  0 5
Ot h 20 2 I 2 3 8 0 0 0 1 6 9 0 0 5 0 .  0 8

T o t a l  B r a n d s  : 1 0 6 1 9 0 0 0 0 5 9 6 7 0 0 0 .  5 6
T o t a l  M a r k e t  : 1 5 1 7 0 0 0 0 0 0 .  3 9

(Own l a b e l  <sha r e 30% o f  t o t a l  m a r k e t = 4 5 5 1 0 0 0 0 )

3 0 4



MS SALES ADV %ADV AD--b A L b S
F R U I T  J U I C E
D e l  M o n t e  17 4 5 9 1 7 0 0 0  1 1 0 0 2 0 0 2 0 2 .  4 0
Adams 14 3 7 8 1 4 0 0 0  6 9 0 4 0 0 15 1 . 8 3
D e l  o r a  8 2 i  6 0 8 0 0 0  2 2 2 3 0 0 ET

U 1. 0 3
L i b b y s  7 1 8 9 0 7 0 0 0  3 3 8 0 0 0 7 i .  7 9
C o c a - C o l a  4 1 0 8 0 4 0 0 0  7 4 4 3 0 0 16 6 .  8 9
□ t  he r s  50 1 3 5 0 5 0 0 0 0  1 4 7 7 9 0 0 1. 0 9

T o t a l  B r a n d s  = 2 7 0 1 0 0 0 0 0  4 5 7 3 1 0 0 1. 6 9
T o t a l  M a r k e t  = 3 6 5 0 0 0 0 0 0 1. 2 5

(Own l a b e l  s h a  r e  26*/- o f  t  o t  a 1 M e . r k e t )

IC E  CREAM
B i r d s  E y e  W a l l s  3 6 1 0 3 6 8 0 0 0 0  1 7 7 5 8 0 0 6 3 1. 71
L y o n s  M a i d  2 8 8 0 6 4 0 0 0 0  84:1000 3 0 i .  0 4
Ot n 3 6 1 0 3 6 8 0 0 0 0  2 2 2 3 0 0 7 0 .  21

T o t a l  B r a n d s  = 2 8 8 0 0 0 0 0 0  2 8 3 9 1 0 0 0 .  9 9
T o t a l  M a r k e t  = 3 6 0 0 0 0 0 0 0 0 . 7 9

(Own l a o e i  s h a r •e 20% o f  t o t a l  m a r x e t )

P A IN T
I C I  3 0 5 9 0 4 0 0 0 0  5 7 7 7 2 0 0 4 4 9 .  7 9
Crow n 20 3 9 3 6 0 0 0 0  3 5 4 5  i  0 0 2 7 9 .  01
B e r g e r  1.1 2 1 6 4 8 0 0 0  5 2 5 2 0 0 4 2 .  4 3
M a c p h e r s o n  11 2 1 6 4 8 0 0 0  2 6 2 6 0 0 2 1. 21
O t n e r  2 8 5 5 1 0 4 0 0 0  3 0 1 9 9 0 0 5 .  4 8

T o t a l  B r a n d s  = 1 9 6 8 0 0 0 0 0  1 3 1 3 0 0 0 0 6 .  6 7
T o t a l  M a r k e t  - 2 4 0 0 0 0 0 0 0 1. 0 5

(Own l a b e l  s h a r e  18% o f  t o t a l  m a r k e t = 5 4 2 0 0 0 0 0 )

SHAMPGU
Uni lever 2 3 1 4 4 9 0 0 0 0 2 6 3 0 4 0 0 .18. 15
BeechaiYi .i- 0 1 2 6 0 0 0 0 0 3 0 8 8 5 0 0 2 7 2 4 . 5 1
Proc & Gamble 18 1 1 3 4 0 0 0 0 2 4 9 4 3 0 0 2 2 2 2 .  0 0
Alberto Culver 7 4 4 1 0 0 0 0 9 4 6 1 0 0 8 2 i .  4 5
Colgate Palm 5 3 1 5 0 0 0 0 - 0 -
G il le t te 4 2 5 2 0 0 0 0 - 0 -
Reck i t t 1 2 6 0 0 0 0 5 6 3 4 0 0 5 4 5 .  11
Ot hers 21 1 3 2 3 0 0 0 0 1 5 3 7 4 0 0 14 11.  6 2

Total Brands = 6 3 0 0 0 0 0 0 1 1 2 6 5 1 0 0 i 7 .  8 8
Total iMarket 

(Own label 16%
7 5 0 0 0 0 0 0  
of total market = i 2 0 0 0 0 0 0 )

1 5 .  0 2

SOAP
Lever 3 2 8 0 6 4 0 0 0 i 4 0 5 7 0 0 21 17 .  4 3
Cussons 18 4 5 3 6 0 0 0 6 3 2 6 0 0 9 1 3 .  9 5
Proc & Gamble 17 4 2 8 4 0 0 0 1 4 1 2 2 0 0 21 3 2 .  9 6
Colgate 14 3 5 2 8 0 0 0 4 5 7 8 0 0 7 12 .  9 8
Ot he r 19 4 7 8 8 0 0 0 2 8 8 2 4 0 0 4 2 6 0 .  2 0

i o t a I  B r a n d s  — 2 5 2 0 0 0 0 0  6 7 9 0 7 0 0
T o t a l  M a r k e t  = 3 0 0 0 0 0 0 0

( Own l a b e l  16% o f  t o t a l  m a r k e t  == 4 8 0 0 0 0 0 )

2 6 .  9 5  
2 2 .  6 4



MS SALES ADV %h DV h l >—SALES
SOUP (CANNED)
H e i n z 61 6 4 1 0 1 2 4 0 3 3 4 7 0 0 0 7 5 1 m
CaiYiobel 1 15 15 7 6 2 6 0 0 4 9 6 2 0 0 11 3 .  15
C r o s s e  + B l a c k 14 1 4 7 1 1 7 6 0 2 5 1 9 0 0 6 1 - 7 1
B a x t e r s 5 5 2 5 4 2 0 0 3 6 3 4 0 0 a S. 9 2
Qt h b 5 2 5 4 2 0 0 1 2 6 0 0 0 .  3 0 .  2 4

T o t a l  B r a n d s = 1 0 5 0 6 0 0 0 0 4 4 7 1 2 0 0 4 .  2 6
T o t a l  M a r x e t = 1 2 5 1 0 0 0 0 0 3 .  5 7

(Own l a b e l 167- o f  t o t a l  m a r k e t  = 2 0 1 2 0 0 0 0 )

SQUASHES
R o b i n s o n 3 9 6 1 6 5 9 0 0 0 8 7 4 5 0 0 6 5 1 . 4 2
BeechaiYi 2 4 3 7 9 4 4 0 0 0 -
C a d - S e n 19 3 0 0 3 9 0 0 0 2 1 1 7 0 0 16 0 . 70
Gt h e r 18 2 8 4 5 6 0 0 0 2 6 2 6 0 0 19 0 . 9 3

T o t  a l B r a n d s  = 1 5 8 1 0 0 0 0 0 1 3 4 8 8 0 0 0 . 8 5
T 01 a I Marke t:  = 2 5 5 0 0 0 0 0 0 0 . 5 3

(Own l a b e l  38% o f  T o t a l  m a r k e t  = '9 6 9 0 0 0 0 0 )

TEA
B r o o k e  Bond 4 7 1 2 5 2 3 0 0 0 0 4 3 1 8 1 0 0 28 3 .  4 4
L y o n s  T e t l e y 32 8 5 2 6 4 0 0 0 4 2 8 5 6 0 0 2 8 5 .  0 3
Cad b u r y —Typno 15 3 9 9 6 7 5 0 0 3 9 8 9 9 0 0 2 6 9 .  9 8
Gt n 6 1 5 9 8 7 0 0 0 2 6 5 5 9 0 0 18 16 .  61

T o t a l  B r a n d s = 2 6 6 4 5 0 0 0 0 1 5 2 4 9 7 0 0 5 .  7 2
T o t a l  M a r k e t = 3 6 5 0 0 0 0 0 0 4 .  18

(Own l a o e i 27% o f  t o t a l  m a r k e t  = 1 0 1 6 5 0 0 0 0 )

TOOTHPASTE
C o I g a t e 31 1 9 6 4 0 3 6 0 4 :L 4 4 8 0 0 3 7 2 1 . 10
Beecnam 2 9 1 8 3 7 3 2 4 0 1 0 9 3 4 0 0 10 5 .  9 5
G i  b b s ( u n i  l e v ) 19 1 2 0 3 7 6 4 0 1 8 6 0 5 0 0 17 1 5 . 4 6
P r o c  & Gam 9 5 7 0 2 0 4 0 2 6 5 8 1 0 0 2 4 4 6 . 6 1
S t  a f  f  0 r  a Mi  11 e r -T 1 9 0 0 6 8 0 - 0 -
Gt  h e r 9 5 7 0 2 0 4 0 1 3 7 9 4 0 0 12 2 4 .  19

T o t a l  B r a n d s 6 3 3 5 6 0 UU 1 1 1 3 6 2 0 0 17.  5 8
T o t a l  M a r k e t 6 7 4 0 0 0 0 0 16 .  5 2

(Own l a b e l 6 % o f  t o t a l  m a r k e t  = 4 1 5 4 0 0 0 )

WASHING UP L I Q U I D
P r o c  & G am b le 4 6 3 7 0 3 4 6 0 0 3 3 8 6 0 0 0 7 0 9 .  14
L e v e r 20 1 6 1 0 2 0 0 0 6 2 5 2 0 0 13 3 .  8 8
C o I g a t e 12 9 6 6 1 2 0 0 1 0 2 4 0 0 2 1 . OS
C u s s o n 8 6 4 4 0 8 0 0 7 2 6 8 0 0 15 1 1 . 2 8
Ot h e r 14 1 1 2 7 1 4 0 0 0 —

T o t a l  B r a n d s = 8 0 5 1 0 0 0 0 4 8 4 0 4 0 0 6 . 01
T o t a l  M a r k e t 9 7 0 0 0 0 0 0 4 .  9 9

(Own l a b e l 17% o f  t o t a l  m a r k e t  = 1 / 5 9 0 0 0 0 )

3 0 6



MS Sh L c.3 h DV h D-SALES

WASHING POWDER
L e v s  r b5 1 3 0 5 5 0 0 0 0 6 5 4 4 6 0 0 4 0 5 .  01
P r o c  & GaiYibie 4 2 9 9 6 9 1 2 0 0 9 8 9 0 9 0 0 6 0 9* 9 2
Gt h 3 7 1 2 0 8 0 0 7 8 4 0 0 0 1. 10

T o t - a i  B r a n d s - 2 3 7 3 6 0 0 0 0 1 6 5 4 8 1 0 0 6 .  9 7
T o t a l  M a r k e t - 2 5 8 0 0 0 0 0 0 S, 41

(Own l a b e l 8% o f  t o t a l  m a r k e t  = 2 1 7 4 0 0 0 0 )

YOGHURT
Ex p r e s s 4 4 4 0 6 5 6 0 0 0 1 0 9 2 2 0 0 4 8 2 . 6 9
Un i g a t e 2 5 2 3 1 0 0 0 0 0 9 5 0 4 0 0 4 2 4 .  11
C ham bcm rcy 10 9 2 4 0 0 0 0 1 5 0 4 0 0 7 1. 6 3
R a i n s 4 3 6 9 6 0 0 0 - 0 -
F r u i t t  i 3 2 7 7 2 0 0 0 - 0
Ot h e r 14 1 2 9 3 6 0 0 0 8 2 9 0 0 0 .  6 4

T o t a l  B r a n d s - 9 2 4 0 0 0 0 0 2 2 7 5 9 0 0 2 .  4 6
T o t a l  M a r k e t s 1 2 0 0 0 0 0 0 0 1. 9 0

(Own l a b e l 2 3 ’/« o f  t o t a l m a r k e t  = :3 8 6 0 0 0 0 0 )

3 ^ 2 5  ?fC-^
Z% S C f > O V ' - r

v >: k *? . & ? - & & Z ' Z Z

* A.i- isrt: ^ 2*7§.:1 f  ' ■

RATIO

30 /



RPr-'bNiJiX D 1 P KUdUC i V H i'! i  c. i Y BY r  i

KEY -

M3 = % M a r k e t  s h a r e  o f  t o t a l  b r a n d  s a l e s .
PV = N u m b er  o f  □ r a n d s  ( i n c .  f l a v o u r s ) .
PV“/« = % s h a r e  o f  b r a n d s  i n  m a r k e t .
%PV/%iMS = % o f  b r a n d s  p e r  p e r c e n t  o f  m a r k e t  s h a r e .

1 9 / 0  SAMPLE
MB SALES PV PV* %PV/%iMS

B I  b'CU I T S
U n i t e d  B i s c u i t s 51 5 9 2 6 2 0 0 0 7 7 9 0 .  18
f l s s o c .  B i s c u i t s 2  b 2 9 0 5 0 0 0 0 3 0 4 0 .  16
B u r t  ons 5 5 8 1 0 0 0 0 4 2 5 1 . 0 0
N a b i  sco 5 5 8 1 0 0 0 0 2 4 b 0 .  6 0
Rownt r e e 4 4 6 4 8 0 0 0 11 1 0 .  2 5
C a d b u r y 4 4 6 4 8 0 0 0 18 2 0 .  5 0
Ot he r 6 6 9 7 2 0 0 0 6 4 9 7 6 12 .  7

T o t a l  B r a n d s  : 1 1 6 2 0 0 0 0 0 851
T o t a l  M a r k e t  : 1 4 0 0 0 0 0 0 0

(uwn L a b e l  177- o f  t o t a l  m ar k e t  = 2 b 8 0 0 0 0 0 )

BRK. CEREALS
K e l l o g g s 5 7 1 9 5 2 6 7 7 5 15 41 0 .  7 2
iweet a o i  x 2:L 7 1 9 4 0 7 5 2 5 0 .  0 0 3
N a b i s c o 12 4 1 1 0 9 0 0 8 0 .  0 8
Q u a k e r 6 2 0 5 5 4 5 0 7 19 0 .  3 2
Ot h e r 4 1 3 7 0 3 0 0 10 27 S.  7 5

T o t a l  B r a n d s  : 3 4 2 5 7 5 0 0 3 7
T o t a l  M a r k e t  : 3 5 5 0 0 0 0 0

(Own L a b e l  3.. 5 “/- o f  t o t a l  ma r k e t  = 3 7 6 8 3 2 5 )

CHOCOLATE CON.
Cad b u r v s 3 4 9 0  i  0 0 0 0 0 3 8 11 0 .  3 2
Rownt r e e 26 6 8 9 0 0 0 0 0 19 6 0 .  2 3
M a r s 19 5 0 3 5 0 0 0 0 0 2 9 0 .  4 7
Ot he r 21 5 5 6 5 0 0 0 0 .C. )J  \J 7 4 3 .  5 2

2 6 5 0 0 0 0 0 0 3 4 2

COFFEE
N e s t  i e 6 4 2 8 8 5 4 4 0 0 4 0 .  3 4
Gen.  F o o d s 1 4 8 7 8 0 5 0 2 1 1 0 .  3 3
Ot he r vJ 1 3 5 2 5 5 0 14 6 7 .<£.'2. bO

4 5 0 8 5 0 0 0 2 0
7 i  0 0 0 0 0 0

(Own L a b e l s  3 b . 5% o f  t o t a l  m a r k e t  = 2 5 9 1 5 0 0 0 )



s Al L o % j  ~s y %PV/%MS

FLOUR
R« H„ M„ s r

u  I 1 4 4 3 7 0 3 0 / 15 0 .  2 9
S p i  1 l e r s 3 9 1 1 0 4 0 1 2 0 3 6 0 .  15
F r e n  1 1 1 e Cl 8 4 9 2 4 0 6 2 .  0 0
Qt h e r a 2 2 S 4 & 4 0 **?■ C * 7 3 9 . 1 3

t o t a l  B r a n d s  = 2 8 3 0 3 0 0 0 4 3
l o t a l  M a r k e t 3 3 7 0 0 0 0 0

(Own L a b e l s b 6 .  5% o f  t o t a l  m a r k e t )

J E L L I E S
R o w n t r e e s 59- / 3 2 8 0 .  4 7
C h i v e r s  ( c a d ) 3 0 / 9 31 1 . 0 3
Ot h e r 11 / 12 

•“ i  Q

41 b .  7  C i

POTATO C R IS PS

^

G o l d e n  W onder 4'o 2 7 0 3 4 8 0 0 O 10 U *  4m j !1

SiYiit hs 2 3 1 S 4 3 S 4 0 0 7 11 0 .  3 9
Wa1k e r s 12 7 0 6 5 6 0 0 a 13 1. 0 3
T udo r ts 3 5 3 2 3 0 0 8 13 2 .  17
M e r e d i t h  Drew 6 3 5 3 2 3 0 0 6 10 1. 6 7
O t h e  r s 2 1 1 7 7 6 0 0 23 4 4 2 2 .  0 0

T o t a l  B r a n d s ss 5 3 8 3 0 0 0 0 6 3
T o t a l  M a r k e t s s 6 4 0 0 0 0 0 0

(Own L a b e l s Q% o f  t o t a l m a r k e t s s  ‘S i  Vw )  (IlH: 0 0 0 0 )

RAZORS,BLADES
G i l i e t t e 40 2 8 0 0 0 0 0 6 “ r s ?

w f u l 0 .  3 8
w i 1 k i n s o n 40 2 8 0 0 0 0 0 7 41 1- 0 3
Qt he r 2 0 1 4 0 0 0 0 0 4 2 4 1. 2 0

7 0 0 0 0 0 0 17

SOUP (CANNED)
He i viz 7 0 3 4 6 5 0 0 0 0 2 4 7 0 .  10
LaiYi  o be I i  s 13 6 4 3 5 0 0 0 2 4 7 0 .  5 0
C -i- Blackwell 9 4 4 5 5 0 0 0 2 7 3 0 .  9 0
Other 3 3 9 6 0 0 0 0 2 7 3 7 3 9 .  7 5

Total Brands = 4 9 5 0 0 0 0 0 3 4 3
Total Marker 5 5 0 0 0 0 0 0

(Own label 10"A of to ta l market = 5 5 0 0 0 0 0 )

TOOTHPASTE
CoIgate 33 7942000 7 0. 13
Uni lever C i  E i 7524000 4 10 0. 28
BeechaiYi 1*̂1 i 4389000 4 10 0. 43
Ot hers 5 1045000 30 73 14. 6

Total Brands = 20900000 41
Total Market = 22000000

(Own labels 5% of to ta l ma rket - i 100000)



Mb' SALES PV %PV % i-J V /  '

WASHING UP L I Q U I D
P r o c t  & G a m b le  5 5 8 7 1 2 0 0 0 1 6 0-  11
U n i l e v e r  2 3 2 0 0 4 2 5 I » 0 9
C o l g a t e  Pa lm  13 2 0 5 9 2 0 0 1 6 0 .  4 6
O t h e r s  9 1 4 2 5 6 0 0 10 7 .  0 0

T o t a l  B r a n d s  = 1 5 8 4 0 0 0 0 16
T o t a l  Mia r k e t  = 2 2 0 0 0 0 0 0

(Own l a b e l s  28% o f  t o t a l m a r k e t = 6 1 6 0 0 0 0 )

WASHING POWDER
Un i 1e v e  r 51 4 5 9 8 1 6 0 0 10 5 9 1. :L6
P r o c  & G a m b le 46 4 3 2 7 6 8 0 0 6 3 5 0 .  7 3
Ot h e r 1 9 0 1 6 0 0 1 6 6 .  0 0

T o t a l  B r a n d s = 9 0 1 6 0 0 0 0 17
T o t a l  M a r k e t = 9 2 0 0 0 0 0 0

(Own l a b e l s 2% o f  t o t a l  m a r k e t = 1 8 4 0 0 0 0 )

1961 SAMPLE

MS SALES PV %PV %PV/%MS
B I S C U I T S
u t d  B i s c u i t s 4 5 2 3 2 4 3 0 0 0 0 8 7 12 0 .  2 7
N a b i s c o 2 6 1 3 4 3 0 0 0 0 0 1 4 0 .  15
Rownt r e e 9 4 6 4 6 6 8 0 0 9 1 0 .  11
B u r t  o vis 9 4 5 4 8 6 8 0 0 43. 6 0 .  6 7
F o x ’ s vli 1 5 4 9 5 6 0 0 8 5 12 4 .  0 0
C a d b u r y u) 1 5 4 9 5 6 0 0 10 1 0 .  3 3
O t h  B r a n d s 5 2 5 8 2 6 0 0 0 4 6 0 6 4 1 2 . 6

T o t a l  B r a n d s =s 5 1 6 5 2 0 0 0 0 7 2 3
T o t a l  M a r k e t * = 6 9 8 0 0 0 0 0 0

(Own l a b e l s 26% o f  t o t a l  m a r k e t = 1 8 1 4 8 0 0 0 0 )

fciRK. Cfc. REALS
Kel1oggs 56 i 52920000 17 0. 59
Weetabi x 22 60075400 2 4 0. iS
Nabisco i i •u>O0ki>77 OO 6 0. 55
Quaker 7 191i 4900 9 17 2. 43
Oth Brands 4 10922800 21 40 10. 0

T o t a l  B r a n d s  = 2 7 3 0 7 0 0 0 0  5 2
T o t a l  M a r k e t  = 3 2 9 0 0 0 0 0 O

(Own l a b e l s  i7% o f  t o t a l  m a r k e t  = 5 5 9 3 0 0 0 0 )



Mb S A L tS PV %PV %PV/% )

CHOC. CONFEC
C a d b u r y 7 s 2 9 3 8 0 9 8 0 0 0 0 5 8 9 0 .  31
Rownt r e e s 2 9 3 8 0 9 8 0 0 0 0 4 8 8 0 .  2 8
M a r s 2 4 3 1 5 3 0 0 0 0 0 5 3 8 0 .  3 3
Ot h e r s 18 2 3 S 4 7 0 0 0 0 4 7 7 7 5 4 .  17

T o t a l  B r a n d s = 1 3 1 3 7 0 0 0 0 0 6 3 4
T o t a l  M a r k e t = 1 3 2 7 0 0 0 0 0 0

CIGARETTES
I  iYi pe r  i  a  1 4 9 2 1 0 7 0 0 0 0 0 0 Jw .Im 15 0 .  31
G a l  l a h e r 2 9 i  2 4 7 0 0 0 0 0 0 3 9 2 7 0 .  9 3
Rot hiYians 12 5 1 6 0 0 0 0 0 0 3 0 21 1. 7 5
B. A. T. S 2 5 8 0 0 0 0 0 0 9 S 1. 0 0
P h i l i p  M o r r i s o 1 2 9 0 0 0 0 0 0 16 C T -rrwf II (JO
L o n d o n  Tob i 4 3 0 0 0 0 0 0 -iL. uL 15 1 5 .  0

T o t a l  M a r k e t — 4 3 0 0 0 0 0 0 0 0 145

COFi- tE  ( I N S )
N e s t l e 6 0 i 4  i 9 6 0 0 0 0 / 18 0 .  3
b e n .  F o o d s 2 9 6 8 6 1 4 0 0 0 4 10 0 .  3
B r o o k e  Bond < 1 6 5 6 2 0 0 0 2 5 0 .  7
Qt  he r 4 9 4 6 4 0 0 0 2 7 6 8 17 .  0

T o t a l  B r a n d s  
T o t a l  M a r k e t _

2 3 6 6 0 0 0 0 0
3 3 8 0 0 0 0 0 0

4 0

(Own l a b e l s 307- o f  t o t a l (Yiarket = 1 0 1 4 0 0 0 0 0 )

CUSTARD ( I N S )
B i  r d s 5 5 / 5 2 9 On 5 3
Bro wn & P o i s o n 2 3 / 2 12 0 .  5 2
B a t c h  F o o d s 14 / 1 6 0 .  4 3
R. H. M. 5 / 2 12 2 .  4 0
Ot he r wf / 7

17

41 13 .  7

F I S H  (CANNED)
P r  i  n c e s 3 6 4 3 9 2 3 6 0 0 12 5 0 .  i 4
Jo h n  West 3 6 4 3 9 2 3 6 0 0 4 8 0 .  61
Ot  h 2 8 3 4 1 6 2 8 0 0 163 7 3 2 .  61

T o t a l  B r a n d s = 1 2 2 0 1 0 0 0 0 2 2 3
T o t a l  M a r k e t = 1 4 7 0 0 0 0 0 0

(Own l a b e l s h a r e 17% o f  t o t a  I  (Yiar k e t  = 2 4 0 9 0 0 (

F R U I T  (CANNED)
D e l  M o n t e 5 0 5 3 0 9 5 0 0 0 10 6 0 .  12
L i  bby 19 2 0 1 7 6 1 0 0 9 5 0 .  2 6
Aus G o ld 11 1 1 6 8 0 9 0 0 9 5 0 .  8 2
□ t  h 2 0 2 1 2 3 8 0 0 0 1 buJ 8 4 4 .  2 0

T o t a l  B r a n d s  = i O S 1 9 0 0 0 0  181
T o t a l  M a r k e t  = i 5 1 7 u u o o o

(Own l a b e l  s h a r e  30% o f  t o t a l  lYiarket = *4.5510000)

311



Mb SALES PV %PV %PV/%MS
SOUP
He in i : 61 6 4 1 0 1 2 4 0 O i 9 0 -  15
C a m o b e l  i 15 1 5 7 6 2 6 0 0 3 6 11 0.  7 3
C r o s s e  •+• B l a c k 14 1 4 7 1 1 7 6 0 6 0 16 1 . 2 9
B a x t e r s 5 5 2 5 4 2 0 0 2 7 a 1. 6 0
□ t  h 5 5 2 5 4 2 0 0 179 5 3 10 .  6

T o t a l  B r a n o s = 1 0 5 0 8 0 0 0 0 3 3 5
T o t a l  M a r k e t = 1 2 5 1 0 0 0 0 0

(Own l a b e l 16% o f  t o t a l  m a r k e t  = 2 0 1 2 0 0 0 0 )

TOOTHPASTE 
Co I g a t  e 31 1 9 6 4 0 3 6 0 2 5 0 .  2 5
Beecham 2 9 1 6 3 7 3 2 4 0 4 10 0 .  3 4
G i  b o s ( u n i  l e v ) 19 1 2 0 3 7 6 4 0 2 5 0 .  2 6
P r o c  Sc GaiYi 9 5 7 0 2 0 4 0 4 10 1 . 1 1
S't a  f f o  ro  M :i. 11 e r 3 1 9 0 0 6 8 0 1 b 1. 0 0
Gt h e r 9 5 7 0 2 0 4 0 2 8 6 7 7 .  4 4

T o t a l  B r a n d s  
T o t a l  M a r k e t  

(Own l a b e l

= 6 3 3 5 6 0 0 0  41  
= 6 7 4 0 0 0 0 0  

6% o f  t o t a l  m a r k e t  = 41540)0)0))

WASHING UP L I Q U I D  
P r o c  Sc G a m b le  4 6 3 7 0 3 4 6 0 0 2 8 0 .  .1.7
L e v s  r 20 1 6 1 0 2 0 0 0 4 16 0 .  8 0
C o I g a t e 12 9 6 6 1 2 0 0 2 8 0 .  6 7
C u s s o n 3 6440)800 1 4 0 .  5 0
Ot h e r 14 1 1 2 7 1 4 0 0 i  6 6 4 4 .  5 7

T o t a l  B r a n d s  
T o t a l  M a r k e t  

(Own l a o e i 17%

8 0 5 1 0 0 0 0  25  
970)0)0)0)0)0) 

o f  t o t a l  m a r k e t  = 1 7 5 9 0 0 0 0 )

MS SALES PV %PV %PV/%MS
WASHING POWDER 
L e v e r 5 5 1 3 0 5 5 0 0 0 0 a 4 7 0 .  8 6
P r o c  &• Gam b le 4 2 9 9 6 9 1 2 0 0 6 3 5 0 .  S3
Qt h 3 7 1 2 0 8 0 0 o I S 6 .  0 0

T o t a l  B r a n d s  
T o t a l  M a r k e t  

(Own l a b e l  ■8% o

2 3 7 3 6 0 0 0 0  17  
2 5 8 0 0 0 0 0 0  
f  t o t a l  m a r k e t  = 21 340 )0 0 0 )



jp p p £:n d i x £.3 DATA SAM PL E 19 7 0  AND 1 9 8 1 .

1 9 7 0  S a m p l e .

MARKET ADV SALE 3  YIAiYUF:AC \ URjzR CONir"'■ PV R 10 uL
( 0 0 0 ) ( Z M) i-i I n d e x C r  1 C r 3

B a t t e r i e s 14 8 3 0 0 . 4 9 9 2 0,. 4 9 9 2 6 9 8 8 * 10 0
b« b e a n s 6 4 8 Zjvll 0 . b p 7 6 0 . 5 5 7 6 7 2 9 9 18 6 0 26
B i s c u i t s jlOD uJ 16 3 0 . 3 3 0 8 0 . 3 3 2 5 51 81 851 4 5 17
B r  C e r e a l 4 7 5 2 4 9 0 . 4 l  5 9 0 . 4 i 6 0 5 9 9 4 3 7 5 0 4
C a t  f o o d 14 9 8 5 3 0 . 4 1 1 5 0 . 4 1 4 8 5 7 91 * 6 0 6
C hoc C o n f 9 5 8 8 2 7 6 0 . 2 1 1 8 0 . 2 1 3 8 O O 7 7 3 4 2 2 0 0
C i g a r e t t e 9 4 8 3 1 3 9 3 0 .  5 1 6 3 0 . 5 1 6 4 6 7 9 9 * 2 0 0
C o f f e e 2 2 0 9 73 0 .  5 0 6 6 0 . 5 0 7 0 6 4 98 20 5 0 .40
C r i s p s 12 2 4 6 5 0 .  2 9 5 9 0« 2976; 4 5 84 6 3 2 8 8
C u s t a r d * * 0 . 6 5 4 0 0 . b p 4 2 8 0 9 6 18 4 9 2
D o g f  o o d 2 0 3 1 vj 0 . 5 3 6 4 0 . 5 3 6 8 '70 9 8 * ' 6 0 10
F i  s h ( c ) 164 49 0 . 2 0 2 9 0 . 2 0 5 2 40 65 11 9 4 0 5
F 1 o u r 1 0 6 7 ■71=; 0 . 3 3 5 9 0 . 3 3 7 2 4p 90 4 8 4 5 16
F r u i t  ( c ) 2 9 0 7 4 0 . 0 5 7 5 0 . 0 6 1 0 1P p p 181 5 0 14
F r u i t  J . vl) 1 1 1 * * # 31 3 9 *
Ho n ey 140 * •* * * * *
I c e  Cream 1 0 1 5 8 2 0 . 3 4 4 9 0 . 3 7 3 8 4 3 8 7 •* 12 ¥r

J e 1 1 i e s * * 0 . 4 3 8 1 0 . 4 5 0 2 5 9 9 5 4 5 9 29
L a h t  B u l b s  * * 0 . 2 6 6 8 0 . 2 6 9 8 PS 86 * 10 4
P a i n t 3 0 1 8 164 0 .  :L841 0 .2 1 0 0 27 6 9 * 2 7 2
K a z o r B 1 1661 12 0 . 3 2 0 0 0 . 3 6 0 0 4 0 9 0 17 4 0 0
So a p  ( T ) 2 3 1 6 3 0 0 . 1 0 8 6 0 .  .i. 3 5 4 20 54 * 7 0 I S
3  o u d ( C > 1 1 9 2 5 3 0 . 5 1 5 0 0 . 5 2 1 4 70 9 2 3 4 8 6 0 10
T e a 3 2 6 8 130 0 . 3 8 9 0 0 . 3 9 0 6 crrr 

J J 9 6 ft 6 5 29
T o o 7 p a s t e 2 0 8 4 22 0 . 3 1 8 1 0 .  3 2'06 P 8 9 5 4  i 5 5 tj
h a s h i n g

Po w d e r 6 7 5 3 87 0 . 4 9 0 5 0 .  4 9 0 6 51 9 9 19 5 3 v
W a s h in g

Up L i o 1 3 2 8 2 5 0 . 3 8 1 6 0 . 3 8 8 0 5 6 9 2 16 5 0 2 8
Y oq h u r t 4 6 7 2 0 0 . 3 4 5 1 0 . 3 4 5 2 5 3 8 6 ( 1 5 ) 54 17

KEY'S ADV = A n n u a l  a d v e r t i s i n g  e x p e n d i t u r e  ( 
SALES = A n n u a l  s a l e s  ( 3  y e a r  a v e r a g e )
PV = Number  o f  B r a n d s .
CONC- = C o n c e n t  r a t i o n  i n  t h e  b r a n d e d  s e c t o r  
R 10 = "/- m a r k e t  s h a r e  o f  t o o  t e n  r e t a i l e r s
0 L -  % m a r k e t  s h a r e  o f  own l a b e l s .

y e a r  a v e r a a e )



i  9 8  i  Sam p i e  ( i  9 7 0  P r  i  c e s  >.

MARKSi
(
HUV 
000)

SALb
(£M)

S it A N U F A C i URL R 
H Index

CDNC. 
Cr 1 C r b

PV R 10

Batteries 6d4 38 0.3572 0.3608 55 82 * 18
B.Beans 350 38 o .3756 O.b9 2 6 58 86 * 75
B iscuits 3759 163 0.2849 0.2858 4u 80 727 56
Br Cereal 5456 81 0.3747 0.3783 57 89 81 70
Cat food 1996 65 0.4035 0. 4082 So 85 * 65
Choc Con 12985 34 i 0.2276 0. 258.2 29 82 bb4 18
Cigarette 9672 1070 0.3432 0. b4bji 49 90 * 45
Coffee 4055 85 0.4990 0.4990 65 99 40 65
C risos >i« u ̂  f 62 0.2172 0.2176 27 72 45
Custard H r * O.3786 0.3926 51 92 17 68
Dogfo od 4295 bO 0.3870 0.3974 59 86 * 65
Fish ( c > 142 34 0.2592 0 . b b 7 b vib 78 * 62
Flour 12!P uI/vD 0.4573 On4d98 \J w) 97 28 80
Fru it (c ) 92 38 O. 229b 0. 3001 50 80 190 85
F ru it J. 978 y 1 ■* * 19 44 179 *
Honey b4 H r •* * •* * i 09 67
Ice Cream 877 90 0.2421 0.3266 39 / b j *

•J S 1 1 1 S3 * * U«6234 Ou 6234 7 7 99 45 84
Lght Bui os H r H r 0.2164 0.2274 30 77 *• •**% ’?* 

iIm.  uJ
Pa i nt b.2 i  b 59 0. 26; 19 0.2788 83 * b 6
Razo rB1 727 11 0. 3176 0. 3192 38 96 34 H r

Soao (7 > 1694 2 0 0. 1807 0.20 12 31 67 * 60
S o u o (C) 1098 b 1 0. 4167 0.4213 61 90 7"?Sw U w 85
Tea bb42 90 O . v-l'ujb 1 0.3540 47 97 * 80
Too7 paste 
Wasi-ii ng

2762 17 0.2530 0. 2534 ■ 3 w l '79 72 “70

Powaer
wasning

3752 67 0.4874 0.4878 55 99 19 80

U o L i a 1074 - , c r _
X - u J 0.2545 0.2830 46 78 25 70

Y o a h u r t 697 bO 0.2806 0.2860 4b 78 Cj O 36

0
29  
2b 
17 
1

0
0

3 0  
14

8 
.15
17 
3 8  
3 0
jib
47
20
43

8
18 

0
16
16
2 7

6

a

17

KEY'S ADV = A n n u a l  a d v e r t i s i n g  e x p e n d i t u r e  <3 y e a r  a v e r a g e )
SALES = A n n u a l  s a l e s  ( 3  y e a r  a v e r a g e )
PV = Number  o f  B r a n d s .
CuNC. = C o n c e n t  r a t i o n  i n  t h e  b r a n d e d  s e c t o r
R 10 = % m a r k e t  s n a r e  o f  t o p  t e n  r e t a i l e r s .
0  L = '/• m a r k e t  s h a r e  o f  own l a b e l .
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PPPbiLL'IX i~ S PROLbL'Uikb. rUR U bTiP IMIN b VH K l f ibLE  £S i I  MAT c.b Or 
MANUFACTURER AND R ETAIL ER CONCENT RAT I  ON •

a )  fcxamole  o f  E s t i m a t i o n  o f  t h e  10 f i r m  R e t a i l  c o n c e n t  r a t i o n  
V a r i a b l e  From M a r k e t  R e o o r t s .

T h e  m e th o d  o f  d e r i v i n g  an  e s t i m a t e  f r o m  m a r k e t  r e p o r t s  i s  

□ e s t  sh own dy  an  e x a m p l e .  The e x a m p l e  i s  o f  c a n n e d  f i s h  t n e  

d a t a  f o r  w h i c h  i s  s l i g h t l y  m o re  a g g r e g a t e d  t h a n  t h e  s a m p l e  a s  

a w h o l e .

C an n ed  s- i  s n 1981s  

□ r  i  a i  n a 1 So u r e s s M a j  o r  Ml u 11 i  p 1 e s 6 0
M i n o r  M u l t  i d l e s  .15
C o - O p e r a t i v e s  12
I n d e o e n a e n t s  13

R e t a i l  B u s i n e s s .  

T a o i e  o f  M a j o r  M u l t i o l e s  G r o c e r y  S a l e s  8 1 / 8 2 .

S a m s  b u r y  
T e s c o  
h  s d  a  
A r g y  11 
F i  n e  F a  r e  
B. fi. T»
Dee C o r p .  
K w ik  S a v e  
S a f e w a y  
W a i t  r o s e

S a l e s  
5 m 

2 t 2 9 3 . 1  
2 ,  276..  6 
1, 5 1 9 . 1
j .j t e t  = r4. ̂  i U w .  W  

1, 0 6 2 .  0 
i ’ 0 1 5 .  5  

9 1 0 .  1 
5 5 6 .  2 
5 0 7 .  0 
4 1 2 .  0

1 „ 6 8 7 .  :i.

% o f  m a j o r  
m u i t  i  o l e s  

19.  6 
19.  5  
1 3 . 0 

9 .  7 
9.  i  
8 .  7 
7 .  8 
4 .  8 
4 .  3 
b.  to

"/• of all 
Grocery s a l e s .  

8 .  7 
a. 7 
5 .  8  
4 .  b 
4 .  0  
3 .  9
7  tr o « u
2 . 1
1- 9
1. 6

1 0 0 .  0 4 4 .  5 

S o u r c e s  I . G .  D.

1st i  m a t e d  o e r c e n t a a e  s h a r e  o f  c a n n e d  f i s h  d i s t r i b u t i o n !

S a i n s o u r y 1 1 . 8
T e s c o 1 1 . 7
Asda 7 .  8
A r g y  1 1 5 .  8
F i  n e  Fa r e 5 .  5
B„ A. T. 5 .  2.
Dee 4 .  7.
K w ik  S a v e 2 .  9
S a f e w a y 2 .  6.
C. R. S.. 4 .  0



b) E s t i m a t i o n  o f  H -  I n d e x  f o r  M a n u f a c t u r e r s .

T h e  H -  I n d e x  i s  t h e  sum o f  t h e  s q u a r e d  p e r c e n t a g e  v a l u e s

o f  m a r k e t  s h a r e .  F o r  a n u m b e r  o f  m a r k e t s  w i t h i n  t h e  s a m p l e

t h e  m a r k e t  s h a r e  v a l u e  o f  t h e  s m a l l e r  f i r m s  w e r e  n o t  

a v a i l a b l e  e . g .  f o r  t h e  B r e a k f a s t  C e r e a l  m a r k e t .  I n  t h e s e  

i n s t a n c e s  t h e  u p p e r  and l o w e r  v a l u e s  o f  t h e  H -  I n c e x  w e r e  

c a I c u I a t e d .

E x a m p l e  o f  B r e a k f a s t  C e r e a l s  i S S l .

M i a n u f a c t u r e r  S h a r e :

K e i I o g g s  . 5 6
W e e t a b i x  . 2 i
N a b i  sco  . 1 i
Q u a k e r  , 0 7
O t h e r  . 0 6

l . 0 0

Squared

. 3 1 3 6  

. 0 4 4 1  

. 0121  

. 0 0 4 9  
. 0 0 0 0  . 0 0 3 6

>747

D e r i v e d  f r o m  R e t a i l  B u s i n e s s .  
M i n t e l  M a r k e t  I n t e l l i g e n c e ,  
M a r k e t  R e s e a r c h  G. B.

The  l o w e r  e s t i m a t e  ( . 3 7 4 7 )  a s su m es  t h a t  t h e r e  a r e  an  

i n f i n i t e  n u m b e r  o f  s m a l l  f i r m s  w h e r e a s  t h e  u p p e r  e s t i m a t e  

< . 3 7 8 3 )  a s s u m e s  t h e r e  i s  j u s t  one  l a r g e  f i r m  o f  s i x  p e r c e n t .

.’.OCvC': o "
vc.S!

f  - I f f *
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