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the efrects on manufacturer advertising anc brama variety of
two of trne wmost notabie Teatures of retall change, retall
concentration and own iabeil.

After an exawination of the cranging retail environment
in chapter one, the literature review in chaoter two reveals

that despnite strong theoretical expectations of retail
structure having an impact on manufacturers there is little
empirical work on the subject. The ewnirical waork on

retailer—manufacturer interactior bhas been concermned with
marufacturer profitability alwost exciusively.

Chapters three and four explore the existing theory and
evidence on the structural determinants of advertising and
variety. This explovation helps identify structural variables
to bhe included with retail variables in the ewmpirical part of
the thesis. ‘

Chapter five develons the spécific’%ymotheses regarding
the effect of retaill concentration avnao own iabel bpenetration
on  manufacturer advertising and brana variety botih at  firm
and market level. 4

Chapter six describes t{the sawpie and variapies to be
tested. The sawple is for two periods, 1970 and 19281, wnicn
enables an analysis of ohanae to be wmade as well as static
cross sectional amnalysis.

Chaptner  severn  reoorts the results of the tests  on
apcvertising and chaoter eioht tie resulis own brand variety.

Ciapnter nine oprovides a suwwary of the resulits whiist
chapter ten covicludes by suggesting that the St ronng
expectation of retail structure hnaving an impact o
marufacturer advertising and variety is given limited support
by tihe ewpirical results. The importance of further work, the
neaed for improvement in data provision and specific areas for
researcn are then identified.
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CHAPTER ONEs: THE RETAIL ENVIRONMENT IM THE U.K.

1.0. OBRJECTIVEE.

1.1. THE CAUSES OF RETAIL CHANGE.

1.2. FRACTORS INFLUENCING DEMAND.

i.2.1. DEMOGRAPHIC CHANGE.
1.2.2. ECONOMIC CHANGE.
1.2.3. SOCIAL CHANGE.
1. 3. FACTORS INFLUENCING SUPRPLY.
1.3.1. STORE LEVEL ECONOMIES.
1.3.2. FIRM LEVELL ECONOMIES.
(1) MAMAGERIAL ECONOMIES.
(Z) PROMOTIONAL ECONOMIES.
(3) ECONOMIES IN SUPPLY.
{4y ECCNOMIES OF SCOPE.
(3) ECONOMIES OF REPRLICATION.

1.4, THE PARTICULAR NATURE OF THE GROCERY SECTOR.
1.4.1., THE LIMITS TC GROWTH.

1. 4.2, TECHNDLDOGICAL CHANGE.
1. 4.3. LEGAL CTHANGE.

1.5, RETAIL CHANGE IN THE GROCERY SECTOR.
1.3.1. THE INCREASE IN RETRIL CONCENMTRATION,.
1.5.2, THE CHANGING WHOLESALE SECTOR.
1.5. 5. THE RISE IN CWN LABEL BENETRATION.

1.&8. THE CTH SECTOR.

1.7. SUMMARY.

1.0. OBJECTIVES:

The objective of this chapter iz to give an overview af
the changes occurring in the retailing of "convenience goods"
in the U.K. Such an overview of the retail environwent is a
pre—-requisite for beimng able to understand ard interpret the

specific mnature of retailer-manufacturer relations and the

influences on advertising and brand variety.

[}

Convenience goods are defined by Holton (1338) a

"Gnods with relatively low unit orice, ourchased
repeatedly, for which the consumer desires an easily
acressible outlet. Probable gains from wmaking price and
quality comparisons are swmall relative 1o consumer’s

appraisal of search costs”.
Porter (137ca) suggests that a way of making such a
definition operational is to identify as convenience goods

those goods Ethat are so0ld principally thnrough convenience

oy
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el
1]

autlets. Convenience ou ts are defined 2y Porter
{1375a, p23) as:

"Retail nutlets where little or nno sales assistance
{information transfer) in thne form of salesperson interaction
is provided with the sale and locational diversity of outlets
is high".

Iin practice, convenience goods are largely compésed aof
"grocery” or "household"” products and it is this sector that
iz of prime interest.

The change in the retail environwment in the U.K. has
occurred due to charnges in both demand and supply conditions.
The wmain influences on dewand and suoply are examinsed in
sechtion two.

oo

iD

Section thres discusses the unigue nature of the Ty

Tu]

4o

sector and sectian four nighlights the structural change that
has resulited in the sector. Section five s=sxamines ithe
centrasting but not unrelated sector of Confectionsrs,

Tobaceconists and Newsagents (CTN’s) which is the other main

component of the convenience good sector.

i.1. THE CAUSES OF RETAIL CHANGE.

As was mentioned above retail charge results frowm changes
in influsnces on demand and supply and the way consumers and
Petailgrs respond to such influences. Sowme of the major works
written on retailing e.g. Fulop (1365), HMcllelland (13&8)
tave 1f anything tended to be wmainly concerned with supoly
cenditions in isolation of demand. Whilst cost conditions are
important it is iwmportant to examine fthe mnature and changes
in demand that have beemn a major explamaticn of retail change

as well.



1.2. FACTORS INFLUENCING DEMAND.

Whilst an exhaustive 1list of all factors éffectiﬂg
consumer demand at a micro level is impossible some of the
main factors can be identified. These factors can be
classified into threa types of influence: demaographic,

economic and social.

FIGURE 1.1. FACTORS INFLUENCING DEMAND.

ECONOMIC ¢ »SOCIAL
\DEMIAND/

DEMOGRAPHIC

1.2.1. DEMOGRAPHIC CHANGE.

Demographic factors, ‘ i.e. factors resulting from a
changing population structure have a direct influence on'the
pattern and level of demand in the U.K.

As is shown from table 1.1. the population in absolute
terms rose slightly from 55.9 wmillion to S6.4 million in the
U.K. between 1370 and 1381i. If this was the only influence on
the demand for convenience goods then demand would Bbe
expected to show a correspondingly small rise. Though given
the rate of increase prior to 1370 the rate of increase in
demand would be expected to fall which in itself might have
effects on retailers behaviour by altering expectations af
demand.

More dramatically table 1.1. illustrates how the age
structure has changad and how the population is becoming more

heavily weighted towards the older germerations.

[



TRELE 1.1: THE U.®W. POPULATION BY AGE GROURS 1371 - 1%28c.

{(Millions)

Age: ©O-4 S-14 15-2% J0-44 43-33 60-e4 6€5-74 735-84 33+ AL
1971 4.5 8.9 11.8 3.8 10.2 3.2 4.8 2.2 G.5 35
1376 3.7 9.2 12.4 10.0 5.8 3.1 Zal 2.3 0.5 56
1381 3.8 8.1 1z.8 11i.0 8.5 2.9 T 2 2.7 0.6 IS&
1385 3.6 7.3 13.4 11.3 9.3 Z.1 4.3 2. 0.7 356

Source: Social Trewnds.

From 1370-1381, which is the period that the statistical
part of this work is concermned with, as well as a rise of 1

million in the rnumber of aver E&37s there was an increase of

—-44 year old people. This

ul

1.2 millien iw the number of 1
latter rise can be sxpectzsd to have a marked effesct on
agverall consumer expenditurs given that it i1s this age group
wihio borrow and spend wost.

Demographic change has thus been such that one would
expect some rise in the demand for grocery products even if
th2 large social and 2cornomlic changes of the period had not

taken place.

1.2.2. ECONOMIC CHANGE.

Economic factors can be expected to have a profound
effect not Just om the level of dewmand but on the pattern (or
caoamposition) of demand. The main economic impact on retailing
has derived frowm the per capita increase in personal
disposable income. This increase (shown in table 1.2.) has
had a number of effects on retailing as a whole and in
particular on grocery retailing.

Orne of the main effzects of rising income has been to fuel

-

the increase in consurer’s expenditure (table 1.3.).
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TABLE 1.3:

YEAR

1370
1971
1972
1973
1374
1975
137¢&
1977
1378
1373
1980
1981
1382
1383
1384
1935
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The rise in credit and th; decrease in the propensity to save
have combined to accentuate the effect of the rise in income
on expenditure. As table i.4. shows and as one would
gxpect,the increase in expenditure has varied markedly across
sectors.

As table 1.85. shows the percentage of total expenditure
spent on differing sectors has varied. Expenditure on food
and household products as a percentage of total expenditure
has moticeably fallen.

The effect on consumer buying processes of this relative
decline - are important both for retail structure and
manufacturer strategy. With increasing income and spending
power it seemns fair to say that the opportunity cost of
grocery shopping has increased. In other words the numwber of
altermatives to spendirng time shopping for groceriés has
increased and the consumer will have an increased desire to
spend time and attention on other activities. Amongst these
octher activities will be shopping for products that the
consumer historically has mnot been able to afford but which
have become affordable due to rising income or credit. Thus
because the consuwer has a finite time for decision making,
as well as a limited capacity for decision making, a rational
consumer will sperd more attention on the buying of new ar
marginal goods tham on convenience goods for which the
consumer will have developed and refined criteria and
feedback loops over time (Steinbruner 1374). It should be
rnoted that this view of the ratioral consumer is at distinct
odds to the caricature aof the omniécient necg—-classical

economic man as  portrayed by Bensusan—Butts (1378).



TABLE 1.4. CONSUMERS? EXBPENDITURE BY PRODUCT CATEGGRY. 1361
- 1385 (£ 1380 Prices).
1361 1371 1376 1381 1385
Food =0 &49 22 033 2= 155 22 713 =23 137
Rlcokhol and Tobacco 10 324 12 342 14 272 14 083 14 Ol
Clotking & Footwaar S 844 7 SE6& 8 408 5 788 12 378
Emnergy Products & 008 3 JTO0 10 3435 11 033 11 840
Durable Goods 3 376 9 841 11 7835 13 &87 17 842
Other Goods 8 &73 11 S&eo0 13 3393 14 456 16 426
TCTAL 83 552 114 336 125 S04 136 3T 152 0386
{inc. other services)
Source: Economic Trends (1387).
TRELE 1.5. PERCENTAGE OF TOTAL CONSUMERS? EXPENMDITURE BY SECTOR.
1961 1971 1373 13975 1377 1373 1381 1383 13235
Food 4.5 13.9 18.7 18.3 18.3 17.2 13.9 15.0 i14.0
FAlcoholic
Drink 6.0 7.4 7.2 7.4 7.& 7.3 7.3 7.3 7.4
Tobacco £.8 4.8 4.3 4.2 4.2 2.6 3.& 3.4 3.3
Clothing
& footwear 9.7 8.3 8.9 8.0 7.6 7.7 &.7 &€.7 T.0
Housing 10.0 13.4 13.9 13.4 13.4 13.2 14.8 15.1 15.0
Fuel & power 4.5 4.6 4.2 4.4 4.9 4.5 S.1 5.1 5.9
Household goods
& services 8.0 7.6 8.0 7.7 7.3 7.5 .3 E&.7 E&.6
Transport &
comvnwinication 3.3 13.8 14.3 14.4 14.7 i8.3 16.5 1&8.3 16.7
Recreation,
education &
entertainment . 2 5.6 S.& 5.2 3.3 9.3 8.2 5.1 9.z
Other goods
& adgjustiments 16.9 16.2 16.6 13.0 12.Z2 13.3 14.0 14.9 15.8
Scurce: National Income and

Expenditure,

National Accounts.



The assertion that the consumer should be treated asz being
subject to constraints and as using different degrees of
involvement Tor different goods is heowever becowming wmore
widely developed in the behavioural ecomnowic literature
(Steinbrunmer 19374, Earl 1383,13858) and exist albeit in a
slightly neglected state in the consumer marketing literature
(Engel and Elackwell 1398%).

The rise in overall expenditure as well as having an
impact on the actual decision making process of the consuwer
has had indirect effects om the pattern of demand (i.e. the
composition of demwmand) by altering th2 consumers’ ability %o
buy and store products. The rise in income and expeEnditure,
as well as sococial forces reshaping housshold size and
nunbers, have seamn a rise in car ownership and freezer
OWﬂérship which has fTacilitated the bulk buying of products.

The increases in car ownership and freszer ownership are
illustrated in tables 1.8 and 1.7 and wmust be regarded as
playing & part in altering demand for grocery products in

terms of locational and frequency dimensions.

TABLE 1.6: LICENSED MOTOR VEHICLES IN THE U.K.

Q00’8
1361 1271 1376 1381 1385
Private Cars Z0E 12125 14104 15287 15858
ARll venicles 10227 15853 18233 13784 21635

Source: Dept. of Transport /
Social Trends 1387.

TABLE 1.7: FRIDGE AND FREEZER OWNERSHIP BY HOUSEHOLD.

1260 13570 1380 1385

Fridge el EE% 93% I5%
(Tn

Freezers - A S0O% SE%

Source: General Household Survey.

[



1.2.3. S0CIAL CHSNEGE.

In close tandem with the econemic and demographic
environment the social environment alse plays & major part in
shaping the retail environment.

The most tangible result of social change has perhaps
beern the reductiomn in the average nuwber of people per
household and the increase in the number of households
(tables 1.8 and 1.9). 8Such changes are a result of a hest of
factors nrot least of which are the increasing divorce rate,

changing social attitudes and increased incowme.

TABLE 1.8: THE NUMBER OF HOUSEHOLDS IN THE U.K. 13&51-1381.

1261 1371 1931
1 Person Households 1 313 Q000 3 320 Q00 & 24z Q00
e " " 4 320 Q00 3 771 QOO & ZZZ 000
3 " u I 780 OO0 3 488 Q00 ., I I27 0Q0
4 " " 3 100 Q00 3 148 Qo0 3 ZTZ 000
S " " 1 483 Go0 1 315 Q00 1 43& 000
g+ " " 1 073 Q00 1 106 Q0o 7I3Z Q00

——— — o s o o e o o o e e . e e . e . e et S et st i e

16 183 Q0O 18 I17 Q00 139 432 000

Scurce: Social Trewnds (i387)

TABLE 1.9: PERCENTAGE OF HOUSEHOLDS BY SIZE. 13961-1985.

1361 1371 13976 13981 1385
1 Persaon Households 1z 18 21 22 24
= " n 30 3= 32 o2 3
3 " " 23 i3 17 17 i7
4 " " i9 17 17 i3 i7
] " " 3 a a8 7 &
&6+ " n 7 & = a =

Source: Social Trends (13987)

The inecrease2 in the number of households can be expected

to stimulate demand For sSome grocery products given that

demand for some products such as cleaning products will be



more strongly related to the nuwmber of houssholds thanm to
population size or even (arguably) average size of household.

Though social change 1s in some ways a very. nebulous
subgject a nrumber of changes can be identified that will
influence the retail environment in addition to the changiwng
number and cowmposition of households.

The changing attitudes frow and to wowen have meant that
women are wmoving towards a less male dowminated society. The
gradual disintergration of sex discrimination and sax sterso-
tvyping has been reflected in and helped by such factors as
t he ﬂuﬁber of women working, the ratio of ewployed wmen to
enployed wonen and the implementation of ThE Sex
Discrimination Act. Evidernce of the changing nuwber of oeonle

in employment is given in table 1.10Q.

TABLE 1. 10. EMPLOYED PERSONE IM THE U.W 1372-1383.
YEAR TOTAL MALES FEMRLES
1972 2z 374 13 677 8 &97
1373 22 739 12 783 8 38¢
1374 22 823 13 613 3 21ls
1373 22 610 13 42 9 174
1376 22 559 13 378 3 183
1377 22 633 12 IS4 3 281
1978 22 88s 13 41¢ 3 470
13979 22 822 12 303 3 517
1380 21 787 12 e53 3 114
1981 20 781 11 379 8 8oz
1982 21 033 12 040 3 053
1383 21 140 11 3908 9 232
1384 21 353 11 3826 9 427
1385 21 208 11 91z 3 556

Figures in 000’s taken as of Decewmber =ach year and
seasonally ad justed. '

Source: Dept. of Ewploywent Gazstts

Such social change has inevitably had an imoact on retail
demand in terms of when and where shopping is done and has

presuwably had an impact or whe is actually spending money.

10



Both these effects camn be expected to alter the pattern of
demand. Grocery shopping used to be caricatured by housewives
with heavy shopping bags using pubiic transport, mnowadays the
popular caricature is that of a family doing the grocery
shopping by car. Whilst such ecaricatures are marely
undacument ed popular images the assertion that grocery
shopping 1is becowming less dominated by wowen is hard +to
dismiss.

Demand has probably also chamged with the increased
educational staﬂdard of the population. This is reflected in
the growing number of university students between 1380 and
1380 (116,000 to 295,000) and the growing access to Groader
forms of education such as foriegn travel and television.
number of people taking holidays abroad rose from six million
to ten willion between 1370 and 1280 (Social Trewnds). Such a
change in educatioral and social background may have re-
enforced the tendency to treat grocery shopping as mundarne
and something to get over in a relatively short time.

The pattern of demand has also changed as a result of
changing fashian. Fashion and taste have changed in
imnumerable ways but two important changes can be seen in
changing attitudes to image and health.

Bartly as a result of increased wealth and partly as a
result of chamging secial attitudes the predominant image or
philosophical coutlook being portrayed has appeared to change.
In the sixties portraying an image of eaguality was for
example wmore important tham in the seventies where personal
gain was becoming far more acceptable. Evidence of such a

change 1is fairly nebulous Bbut the re-emergence of the

11



"Tories" as a political force in the 1370s is one example af
suqh change. If such a change has taken place then demand can
be expected to have changed as a result.

An  increased awareness of the need far a healthy
lifestyle beqgan to develop during the (late) seventies ang
was reflected in changing diets and an increasea in the
popularity of physical exercise (e.g. the running boow and

the vast increass in marathon running).

1.3. SUPPLY.

It is against the above backaground of changing smarnd
conditions that U.K. retailers have had to oﬁerate. The
retail environwent armd retail structure are however a result
of supply conditions as well as demand conditioms and it
these that are now examined. The main determinant of supply
is the cost structure and the possible cost economies that it
contains. Other influences such as. legal and technolog;cal
constraints are considered in section l.4. with particular
reference to the grocery sector.

Scale economies can be defiwed as reductions in  costs
that derive from scale of o6perations. The occurence of
‘economies of scale in general has long been acknowledged both
explicitly by the theorists (e.g. Swmith 177&8) and intuitively
by the practitioners (e.g. textile manufacturers at the start
of the industrial revolution). The classic exposition of
scale ecormomies perhaps being that of Robinson (13353).

Scale =conomiss are also widely referred to in the retail
literature (e.g. Douglas 1962, McClelland 13€5, Tucker 1378,
Dawson and Shaw 1387) and even as long ago as 1830 the

eminent gcoromist Alfred Marshall mentioned economies in

1z



retailing:

"The advantages which a large business has over a2 small
one are conspicuouns in manufacture, because, as we have
rnoticed, it has special facilities for concentrating a great
deal of work in a small ar=2a. But there is a strong terndency
for large establishments to drive out small ornes in many
other industries. In particular the retail trade is being
transformad, the swall shophkeeper is losing ground daily.”

(Rlfred Marshall).

Despite the premier position occupied by scale economies
in the retail literature there is a wide diversity in the
tyoes of ecornamies regarded as importanmt and in the emoirical
supposrt for them, Figure 1.2Z. illustrates the large ranages of
types of ecoromies that are prevalent in the litarature and
how they derive from different measures of size. These will
be discussad in fturn.

The first major division that can be made in (possible)
cost economies in retailing are those that deriva from  the

size of the firm and those that derive frowm the size of a

store.

1.3.1. STORE LEVEL ECONOMIES.

Potential ecornomies of scale at store level are economies
that wmay occur in store operations i.e. iﬁ direct expenses
that derive from runming a store such as heating, lighting,
wage bills ste. The aporopriate measure of size 0% a store
will be & comwmbination of sales area and sales, givan that
both may yield economies. A larger sales area wmay vield
economies far such ogperaticons as security surveillancs
eguipment or cleaning whereas voluwme of sales may vield
economies in the wage bili or in checkout operation (for the

latter scamming might become efficient at higher volume).
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The reason for such ecornomies is that ever ignoring an
ivprovewent in the level of service these types of activities
contain & fixed =lement that is spread over a larger volume
or area.

There is some empirical support for store economies
particularly outside the U.K. The leading work perhaps being
that of Savitt (1373) who fbund that store expenses were
significantly correlated with the degree 6F store utilization
in a sample of Canadian supermarkets. fer (1973), Arndt and
Olsem (1973) and Ingene (1384) also provide evidernce that
store size (in area terms) 1in some sectors at least yields
sgconomies of scale. For the U.K., studies such as MzClealland
(1362), Tilley and Hicks (1370), Tucker (1373) and Bawmfield
{1378) have found limited evidernce for econowmies of scale at
store  level albeit using data of poor guality and not
ircluding the largs store sizes charecteristic of the grocery

trade by the late 13707 s.

1.3.2. FIRM LEVEL ECONOMIES.

Firm level ecornomies in contrast to store economies are
more developed in tﬁeoretical terms than in empirical
testing. Firm level economies can be classified into
m;nagerial, promotional, supply, scope and replication.
Though sub-dividing economies of scale 1is conceptually
debatable in the sense that, as Arndt and Siwmon (1283) point
out, the economies of scale concept refers to t he
simultaneous variation of all Tactor inputs there i3 sowe
gain to be made from so doing. The gain is that,
notwithstanding the difficulties in judging the effects of

interaction, the identification of possible components of



economies of scale in retailing helps interpret the causes of

structural differernces across retail sectors.

(1) MANAGERIAL ECONOMIES.

The broadest type of ecorniomy at firm level are thoses that
could be classed as managerial ecomnaomies which derive from
management becoming more efficiemt the larger the firm. These
economies are those most cited as exawples of economies of
scale and derive frow the concept of specialisation and the
division of labour first idemtified by Swmith (1776&).

For many functions in the firm there is some advantage in
enploying a specialist, as opposed to some—ore who has many
tasks to do but does net specialize in any one, dus to the
fact that a specialist can wmove fully down the learning
curve. It thgrefore follows that a firm that is so small that

it carmmot divide the workload for its management into

spacialist wiches will be at a disadvantage cowmpared to a

larger firm that can. This is a slight over—-simplification
given that the extent of economies from a larger workforce
will be reliant on the organisational structure that the

large firm chooses (Williamsomn 1373).

{(2) PROMOTIONAL ECONOMIES.

A potential area for ecoromies of scale at firwm level is
through economies in promotion i.e. public relations and
advertising.

In his analysis of manufacturing firms Bain (139539) found
advertising ta be the wmost importamt advantage of large
firms. There is some controversy however of whether such an
advantage is a result of economies in the scale of

advertising or merely the result of large firms having
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input Tactors constant. As the review oT the advertising
respose function by Simon and Arndt  (1580) shows, many
theoreticians-and practitioners believe there is a threshold
effect in the respose curve so that it is the‘shape shown 1in
figure 1.3.

Though the evidence of such & relationsnin is
guestionable | as the review by Siwon anmd Armndt (132380)
suggests, even if the response rate is as popularly believed,
this is not sufficient to say that an economy of scale
exists. .

FIGURE 1.3: POPULAR VIEW OF THE ADVERTISING RZ5PONSE
FUNCTION.

Sales

Number of .'\qu-hs'ns Massages

For if all firms are profit maximizers they will invest
in the nuwber of advertising messages up to the point where
marginal returns decline, as with any other Tactor input
{(Boyer and Lancaster 138€). The only two ways Lthat the
advertising responsa function is _iﬂdicative of scale
economies 1s either if it 1s interacting with the differing
ability of Ffirms of differemt size to raiss finance (a
pecuniary economy) or if the function differs between firms
of different size.

Pecurniary aconomies whilst dismissed by many economists
as unimportant, perhaps because they derive from the=

indetzrminate area of bargaining powar, are a fundamental

18



Teature of industrial structure and are of particular
importance, as Koch (1380) suggests when discussing bilateral
yarket power.

Scherer (1380, plld) explores the possibility that large
retailers may have different response furnctions to small
retailers as illustrataed in figure l.4. He suggests that this
will arise because of consuwer inertia and because of
physical barriers to the rapid expansion of =sales. Comnsumer
inertia he argues arises from the fact that large firms will
start out by having more custom2rs who for whatevar r2ason
are unlikely to be inTluenced by advertising and thus small
firms will have a harder J0b appealing fto thes2 "uwnmovables®.
Physical bBarriers, Scherer argues, occur becaussz even 1f
advertising has the desired effect there will bz tiwma lags
and costs involved in building more check—outs or expandin

store space etc.

FIGURE 1.4% DIFFERING ADVERTISING RESPONS

m
|
]
-
fag]
i
z

[F)]

Sales
LC(BQR'ms
Small fiems

Number - A&th'si.s Mgssdses

Source: Scherer (13&80).

It can also be argued that the build up of the stock of
advertisiﬂg over time will cause imertia. For, i7T large firms
have been in the market for orme time period lownger than the

small firm, the real response functions faciwng the Tirms will



be

as shown 1n figure 1.3.

FIGURE 1.5¢ THE EFFECTS OF TIME OM THE ADVERTISING RESPOMSE

FUNCTION.

Sales

Number of Adwrhaa'ns Massages

The large Tirm having a resoonse function LTI as  the

initial respose function LTO will rise to this in terms of

sales purely as a result of group interaction over thz Tins

period. Thus if a cowpany advertises A number of fTimes in

tiwe period U this will gensrate A0 sales iy period O amd Al

sales by the end of period 1.

It should be rmnot=d that as drawn LTl diverges Trom LT

v

and then oecomes paralilel. The re2ason Tor susaechting this to

happem is that after a certain threshold orne would expect tha

group dynainic to have an increased effect whilst having =

1]
pLL

finite (even decreasing) limit afier a certain nunber of

advertising messages.

A feature of advertising that may have vieldead muchH

clearar economiss of scale in retail advertising are the

potential economies of scope in multibrand advertising. It is

sometimes suggested in the advertising literature, =2.g9. Simon

(13703, in regard to manufacturers that the use of a company

trademark or similar collective identity may vield both

volume discounts and comwunicatiorn =2conomies. This would seem

to

be particularly plausible for yvielding "image economies”

=0



to large retailers. Large retailers in terms of product range
(particularly products sold under their own name) may gain
from the "free rider" effects in advertising for an
additional product line. This type of economy will be
discussed more fully in the section on ecovomies of scope.

As well as economies of scope in promotion and possible
economies of scale in promotion it is important to remember
that retail advertising can also be a wechaniswm for realising

he benefits frow other potential ecomomies. Fulop (1388) for
example shows how retail advertising is an important weapon
in commurnicating competitive advantage for  wore recently
established types of retailer (such as discount stores and
superstores) e.g. price cowpatition by discount retailers of

g2lectrical goods.

(Z) ECONOMIES OF SUPRPPLY.

Cost economies for retailers may also be achieved through
the relationships with suppliers. These may occur either
through "real ecomnowmies” or 'Ybargaining economies'. The
"peal” economies will be economies that arise from the
decrease " in transaction costs that sccur as a retailer gets
larger. Transaction economies will derive both from savings

in costs of cowwunication and physical digstribution

economies. Cowmnunication becomes more efficient since the

ewployment of buying specialists (and selling specialists for

the manufacturer) becowes worthwhile. Economies in physical

distribution also arise since large retailers will not want

small cases or half van loads of merchandise. Investwment in

physical distribution procedures becomes worthwhile with

large orders and as a result the process will becowe wmore

a
o



efficient.

Bargaining econowies are the economies that arise from
the retailer having greater bargaining power in relation to
the manufacturer. This may take the form of cheaper goods via
over—riders oar discounts (MMC 1381) but may also take the
form of transfers of service between the retailer and
manufacturer. The manufacturer may have to take on some of
the tasks that the (smaller) retailer would normally do e.a.
putting goods onto pallets or in & more managable form. The
manufacturer may also be expscted to provide advertising and
promotional allowances far the retailer, particularly if a
maniifacturer wants a priwme location eitker in store or in
retailer advertising (Fulaop 1%38). Such allowancss are in
some senses evidence of indirect ecornowmies of scale in
ad@ertisiﬂg by retailers. .

The discounts that arise from the exertion af bargaining
power have been subject to investigation both by the
Monopolies and Mergers Cowmission (1281) arnd by the Office of
Fair Trading (1383). Though controversially special terms

were found not to be against the public interest these

studies did verify that such “terms did exist and were wmore

exktensive amongst the larger retailers compared to smaller

retailers (table 1.11).

]
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TABLE 1.11: VALUE OF SPECIAL TERMS NMNEGOTIATED BY

MANUFACTURERS WITH CUSTOMERS.

Size ranking of % of gross sales
customer

1-4
S-10
1-10
Others
All

an.OZt\llﬂ
M~ ~ R

Note: The results were cowpiled by the Monopolies and

Mergers commission on the basis of replies from 2
"convenience good"” companies.

Source: MMC (1281).
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(4) ECONOMIES OF SCOPRE.

The formulation of a theory of economies of scope is
still comparatively under-developed (Panzar and Willig
1973, 1981) but its key concept has always been at the heart
of retailing as Dawson and Shaw (1387) identify. There are
said to be ecornomies of scope when a single firwm can produce
a given level of output for each product line more cheaply
than a combination of separate firwms, each producing a single
product at the given cutput level. In retailing terms a
retailer will collect an assortwment of products together in
order to gain the synergistic economies of scope. Such a
coneept is given the label of scrambled werchandising or
compound frading in the retail literature (2.g. McoNair and
Hansen (1343). At store level this will, as well as giving
cost ecornomies to the retailer, up to a point be giving a
transactiornal time saving to the customer. With time saving

for the consumer becoming more iwmportant ome would 2=2xpect

retailers to increase the nunber of product lines boeth to

neet consumer demand and to gain econowmies of scope.
At an organisatiomnal level dealing with more products can

be expected to yield economies. Such economies will be

closely related to the supply and managerial economies

merntioned above, in that they will include bargaining

econowmies that derive from the expertise of marnagement

buyers. They will also include the pramotional economies that

derive from nromoting & collection of products. Retail

advertising is fundamentally difrterent from wmanufacturer

advertising in that corporate identity is far more important

than individual brand advertising. In promoting retail

identity there would seem to be a case for sayving that there
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is & threshold of awareness that has to be reached and that
the marginal cost for promoting a particular product line is
minimal. The logic of this is evident from example; a
supermarket chain such as Tesco will have to spend a large
amount promoting the corporates image but because of this the
marginal cost of promoting amother own or manufacturer brand

will be negligible.

(5) ECONOMIES OF REPLICATION.

Economies of replication although developed in the retail
literature from McClelland (13€€) are in someways merely a
special example of learning ecohomies and economies of scale
that have particular importance far retailing. They occur
because of the large fixad costs in devising a retail format
arnd the low wvariable costs of '"replicating” the format.
Store design, loge , computerized stock systems etc all
require hezavy investment for the "first" ‘store but are
available to subsequent stores at very low cost. Such
replication economies are clearly dependent on the rnumber of
stores but since capital investment in retailing has been
steadily imcreasing the importance of large store nuwbers is

correspondingly increasing in order to wmake such investvent

worthwhile.

1.4. THE PARTICULAR NATURE OF THE GROCERY SECTOR.

Before going onto examine how general demand and supply

) o ek N £ it
factors have influenced the grocery retail environwment it is

worth examining the factors that are specific to the sector.

There are three specific aspects that have had particular

significance for the extent of retail chamnge: the limits to



demand growth, the impact of technological change and the

impact of legal change.
1.4.1. THE LIMITS TO GROWTH.

A feature of the demand for grocery products are the
restrictions on the overall level of demand in volume terms
and the degree to which these restrictions are already
influencing cowpetition.

Given that demand for food in calorific terwms is finite
per person and that household products are finite per
household, industry volume growth will bz harder to achieve
other than through the rise in population and the rize in the
number of housaholds. As was noted above there has only been
a slight rise in the former and a moderate rise in the
latter., The gustification for saying that growth will be
harder is that, though grocéry goods arg."normal goocs"  in
terms of the relationship between income and guamtity, it is
reasorable to say that a significant proportion of the
population have sufficient income that the volume of their
grocery products will mno longer increass if their  income,

increases. The larger the proportion of the populationm for

which this is true the more one would expeEct overall demand

to level out and (in theory) eventually become constant in

voluwe terms. Whether the U.K. approximates such a wmodel yet

is questionable but the trend in food consumption, at least
as reflected by value figures which ome would expmcht te be

more volatile, has levelled off towards the end of the 1370s,

The reason that the macro level of demand for grocary

goods 1is of importance when examining the shaping of the

retail enviromment is that a levelling off of demand can be
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expected to be a force increasing concentration. This is
simply because a levelling off or slowing down of demand will
nean that retailers in order to gain sales will becowme more
reliant on having to gain market share from other retailers.
Such a process can be expected to close down the less
efficient firms that have not exploited scale economies or
found a market niche.

Factors that mitigate such a process are the degree that
grocery products are sold alang with other products and the
degree to which "value added" products are intrcocduced.

The selling of other products may slow down the process
to some extent dus to the fact that it may be more acceptable
within Ffirms selling other products not to increaess grocery
sales. This wmight be the case if offering grocery products
helped the sales of other products e.g. & convenience store
selling bread and wmilk might s&ll more videos, newspapers or

confectiomnery as a result evern if bread and milk sales were

static or declining.
The introduction of "value added" products might be &

valid counter argument to the suggestion that grocery sales

are reaching a peak in value terms but whether it is a valid

counter arguwent to the suggesticn that restrictions in

volume growth are a force inereasing concentration is

debatable. If all retailers had the same ability to seil

“value added products" then subject to the ability of

manufacturers to come up with value added products sales

growth could cantinue ad infinitem. It is however hard to

support such & casa in the light of the investment in

= n ed" products and in the
techmology needed for some value add P i



light of the occurence of awn lahel value added leaders. Eoth
of these factors suggest that it is retailers with sufficient
resources who will benefit from "value added" products and
thus one would expect this to exacerbate the forges

increasing retail concentration.
1.4.2. TECHNOLOGICAL CHANGE.

As well as the unigue characteristics of grocery demand
the advent of new technolegy has had special significance for
the §ector.

The impact on products has been seen wmainly through their
prolonged shelf life (Blanchfield (1983) resulting crimarily
Frdm both camming and freezer technology. At the supnly end
this has again reguired heavy capital investment and to ths

extent that consuners now require goods with a long storag:

i

life this has enabled the larger chains to usz their
advantages of size in regard to fimancing these fixed costs.
Technology has also had an imgortant impact on  shock

control and delivery systems. Computerised systems have

allowed a decline in the awount of stock that has to ke held

but again have required a large amount of investment.

Financing electronie point of sales systems are arotbher

exawple of capital regquirements that are likely to be

available only to the larger retailer.

Overall technological charnge has b=zen important in
2 , d

; " i S 5 be
allowing the change tg "ome stop" shopping and has en  a

R ; £ ;-
factor in realising the benefits orT sizZe.

1.4.3. LEGAL CHANGE.

Changes in the legal environment have affected the



grocery sector in many ways. Two major areas, aside from
employment 1egislation,. are the interpretation of planning
legislation and the interpretation of monopoly legislation.

In terms of plamning permission for out of town sites
evidence suggests that therz has besn an increase in planning
permission granted on appeal to grocery stores {(Lee, Roberts
and Hands (1386). The effect of th;s has to allow a wmajor
change in shopping location to have taken place.

Similarly, there has Dbeen little use of wmonopoly
legislation to prevent acquisitions in the grocery trade.
Though the percentage of the U.K. grocery market held by any
crie  retailer in the seventies amounted to at wmost 13 or 12
percent, in certain regions mergers might have bheesen referred
to the wmaoncpolies commission on the grounds that they had a

local monopoly of over Z5 percent.

1.5. RETAIL CHANGE IM THE GROCERY SECTOR.

All the factors mentioned above have combined to shape
the retail emvironment. Inm this section the main features of
the retail environwent and the changes cccuring between the
early seventies and eighties will be identified. Particular
attention will be paid to the changes in retail concentration
and the market penetration of own labels which have been a

- T . n = " o 4 THE T
cent ral feature of the "nmew environment” of grocery retailing

which is emerging.

1.5.1. THE INCREASE IN RETAIL CONCENTRATION.
As was evident from the demand factors there has been an

increase in demand for grocery stores that offer an aefficient

use of time. Such stores are caricatured by the typical store

. — S o L -
that offers a large ranga of itewms e2nabling the weeekly o



fortnightly bundle of goods to be bought iv one shoap with
easy access and car parking facilities.

Such a change in demand has wade ecomomies of scale a
mare vital factor in competition and has accordingly, over
the last thirty years, led to an increase in the share of the
market that the wmultiple chains have (table (.13 and to an
increase in the average size of stores <(table 1.13). The
advantage of firm and store size has been such that the
resulting increase in concentration has been dramatic anmd is
shownx by the fall in the number of retail outlets (table
i.14).

Within the multiple sector tha large firms have grown
significantly in mark=st share with the largest thres Firws
having 3I7% of the total grocery market in 1381 cowpared to
284 in 1370,

EBoth indzpendent and co-operative stores have been hard
hit by the rise in fthe growth of the large wmultiples. For
was inevitable as direct competition

marny stores, closure

with the large multioles in terms of price, advertising awnd

car parking was unviable given the scale advantages of the

large stores. The firms that have survived the direct

omslaught of the large multiples have done so by offering

oroducts or services that the large multiples cammot or have

' ~ ~ ; it v 4
The most obvious way that the “cormer shop” has survived

not.
has been by offering tegpvenience! in terms of products that
have +o be shonmped for regularly or which are  forgotten in

- i rmarkets may offer time
the supermarket shon. For whilst suparmarkets may e "

savima and conveniemce for a basket or trolley full of goods

this will met be true for Just & hand¥ul of gocds. Goods that

Z0



a consumer runs out of between large sugermarket shops are an
obvious exawple of this, as are purchases which are in some
ways important to at least a segwent of consumers. Such
segnents would include those who are shopping for presents or
those who have a specialist interest in a product normally
classed as convenience such as tea, coffee, chesse etc. The

smnaller shop can exploit these market segments by anm offering

TABLE 1.12: PERCENTAGE OF GROCERY SALES BY TYPE OF OUTLET.

YEAR % OF TOTAL GROCERY SALES
Independeﬁts Multiples Co—-operatives
1350 57 20 23
1357 55 2z 23
1961 53 27 20
1366 48 . 36 16
1963 44 41 15
1370 43 4z 15
1971 43 43 14
1372 41 46 13
1973 33 48 13
1374 KA 43 5
1375 37 43 14
1376 37 49 - 14
1977 = S1 14
1978 © 28 57 15
1979 26 59 15
1380 25 61 14
1381 24 63 14
1382 2z 65 13
1383 21 67 13
1984 13 69 z
1385 13 70 11

Source: A.C.Nielson, Annual Review of Grocery Trading.



TRELE 1.13: SIZE PROFILE OF MULTIPLE STORES 1376-1984
{IGD SAMPLES).
1976 1577 1978 1372 1380 1381 1382 1383 1334
Sales Area
(sq ft)
{ 2000 44.3 38.5 36.7 33.2 T0.4 Z7.8 24,0 2207 20.8
2 - 9999 46,1 49.1 0.2 51.4 S50.9 51.5 S2.4 53.3 52.8
10 - 24393 7.7 3.0 10,5 11.8 14.3 15.9 16.7 17.5 13.4
25000+ 1.9 2.4 2.6 3.4 4.3 5.0 6.3 6&.5 6.°9
SOURCE: IGD (13983).
TARLE 1.14: NUMEBER OF GROCERY RETAIL DUTLETS
YEAR MULTIPLES (i) CO-COPERATIVES INDEPENDENTS (2) TOTAL
1975 7,360 €,270 BE, QOO 80,230
13977 7, 000 &, QOO 82, QOO 75, 000
1378 &, 440 5,760 g9, 000 71, Z00
1379 6’ QOO0 S’ =250 56, QOO0 67, S50
1380 5, 700 3, 250 S3F, 000 &3, 350
13a1 5, 600 g, 050 31, GOO &1,850
13982 5, 430 4,630 48, Q00 =8, 060
1983 4,760 4, 430 43, 000 o2, 230
1384 4,380 4, 230 40, 830 43, 480
1385 4,230 4,120 40, 100 48,510

(L
(2)

=T

SOURCE:®

Firms with more than 10 outlets.
Firms with less tham 10 outlets.

I.G.D. (1387)



that differs from the supermwarket offering in terms of
location, product range or service.

The opportunity for the swmall sized store to 2xploit such
segments along with the growing importance of scale economies
in addressing the mass market has led to a growing
polarization within the retail grocery t rade. This
polarization is charecterized on the ome hand by large (out
of town) supermarkets and on the other by local "convenience"

stores and specialist outlets.
1.3.2. THE CHANGING WHCOLESALE SECTOR.

The effects on the wholesale sector of retail chanmges have
beer enormous. Large retailers have gained economies of
supply by intermalising much of the wholesale furnction. Gains
have accrued to large retailers through reduced transaction
costs (in terms of physical distribution) and greater

bargaining power (by dealing directly with fhe manufacturer).

Purchases by large retailers are rarely made from a

wholesaler and a result of increasing concentration has thus

been a decline in overall market share passing through

wholesalers for grocery products. Statistics on wholesaling

between 1370 and 1380 are extremely poor, although the

1 . 4 . : 1. 1 Fa—
position has iwproved somewhat since 1380 with wholesaling

now beina included in Business Monitor statistics on &

regular basis.

The result of a declining share of the overall market has
brought about a numwber of changes as wholesalers have tried

to compete with the large multiple retailers. The most

obvious is perhaps the arowth in the concentration of

wholesaling as wholesalers strive to take advantage of some

=T
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of the economies of scale that large retailers are also
trying to achieve. The wmost significant of these will
probably be in +the area of bargaining ecoromies and
distribution economies.

As Dawsown, Shaw and Harris (1987) observe the change in
retail structure has also led to large wholesalers widening
their 1role by offering a greater degree of service to the
smaller retailers on which they depend. Spar for exawmple
offer a Trispar scheme which offers management  training,
merchandising expertise, promotion +to their mewhers. The
growth of such voluntary schewes is widespread with large
wholesalers all offering some degree of support tor

retailers who opt into their schewmes. Such support often

includes own label products.

Such change in wholesale structure and behaviour is a
factor that will accentuate the effects  of ratail
concentration on manufacturer performance. In the subsegquent

. : - " - = :
statistical analysis only the crude wmeasures of retail

concentration and awn label penetration will be used but it

should be recognised that if the statistics on the

distributive trades were imwproved more sophisticated and

accurate tests could be made by incorporating wholiesale

change in a more focused manner.

1.5.3. THE RISE IN OWN LAEEL PENETRATION.

In this thesis the concept of ‘“own labels™ will

frequently be referred to. It is worth discussing exactly

" rticu rly as the mmanin in
what is meant by "own labels" particularly | g

the retail trade and retail literature is constantly changing

i Finiti nused in this work is all
and evalving. The definition



encompassing and includes "any oproduct sold  under the
retailer’s own mname or under a brand mname that is
exclusive property of the retailer whether actively promoted
or mnot". For the period under review (1370-1381) the term own
label has added appeal given that during this time this was
the popular manner of referring to them. Since the early
eighties it has become fashionable to talk of retailer brands
in order to make the (valuable) strategic point that such
brands camn be an important tocol in the overall marketing mix
of the retailer. It has alsa become fashiornable to
distinguish between labesls anmd brands on the grounds that the
former are unsupported and the latter supoorted in tzrms  of
promotion. This distinction is in some ways rather an
artificial one and 1is naot used in this work becauss all
producté are prowmoted although to varying degrees. Rs the
objective of this worik is to examine the effect of cwr labels
in the broad sense rathear than sub-divide it into categories
of heavily supported multinle retailer brands, less suoported
own labels, voluntary chain own labels, gene@rics stc the
title of "own labels" seews the best, though rnot perfect,
title to use. Supn—dividivmg own labels into such groupings may

however be a useful exercise in future work for later time

. : 1, Fanr o mARE micro amal vt F
ceriods and particularly for more micro analyses 1nto  the

nature of own labels, retailer brands etc. Such work however

would require the collection of data mot currently available

in secondary sources.

The increase in own label penetration in packaged

groceries shown in table 1.1% has arisen as a result of a
nunber of forces. Historically retailers have always sold

some products under thers own name but a nuwber of forces
DR~ SRS o - =
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have contributed to the“?ECEﬂt rise.

TABLE 1.15: OWN LABEL PEMETRATION OF PACKAGED GROCERIES.

{(4# Share by Value)

1972 20.0 1381 23.
1375 0.5 138z 4.9
1378 20.9 1383 27.1
1977 22.3 1384 27.4
13978 23.0 1985 28.0
1379 22.2 138¢& Z28.6
1380 22,3

Source: AGH.

In the early sixties the existence of retail arice
maintenance encouraged retailers to introduce own labels as a
means of engaging in price competition. Although retail price
maintenance has long sirnce disappearaed (19684) it was one
factor in encouraging more own labels to be introduced.

The main factor in the increase in own label penetration
however is perhaps that the chamging retail environment, in
particular the growth in concentration, was giving the "own
label" a chance for its inhsrent promotional advantages to be
usa2d. Indeed the very terw own labsl has begun to fall® into
disuse as maore retailefs develop active strategies for their
"own brands”". The promotional advantages of the own label ares
a very important factor in their success and it is worth
examining these advantages in detail.

Their advantages occur in-a number of areasi: price,
economies of scope in prowmotion, retailer contirol and
bargaining power.

The price advantage of own labels derive partially from
economies of scope in promotion and partially from bargaining

power, The main advantage derives from the fact that for a

-
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large retailer the additional cost of promoting am own label
is very low if the retailer is promoting its gereral image or
other own labels. Sirnce promoting and advertising synergy is
obtéiﬂed from having to promete a store full of products the
cost of prowoting any ome own label is low compared to
manufaéturers who tend to promote each brand by itself. The
reason  for manufacturers doing this results from the fact
that they have far less scope for inter-product svrergy in
promotion.

The changes in demarnd and the increasing convenience
nature of grocery products has benefittsd own label growth by

s of the

il

putting different attentiomn on the physical attribut
product and on the iwage attribufes of the product. In regard
to the physical attributes increased irncome, =ducation eic
has reduced the search time and effort for grocery producté
and has probably led to the cornsuwer being more willing to

experinent by trial (i.e. in Nelson’ = typolagy bthes goods

o

would be "experience goods', Nelsonm 1370). Such
hypothesized increase in experimentation would mean that a
consumer may be wore "objective" in assessing guality  and
thus an "own label" would be able to compete effectively on
physical attributes if it wmet a threshold level of guality.
Furthermore ta the extent that image is important +to
consumers the image that archetypal own labels portray, i.e.
a cheaper version of a manufacturer brand but having similar
guality attributes, is also an image that is suitable for
convenience and low cost products. In addition for such
products 1t is likely that in—store promotien is 1likely +to

have imuch more effect than out-of-store srometion given the
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marketing chammel. This is because the success of bargaining
discounts, terms of delivery etec, will effect the degree of
horizontal success that the specific retailer will enjoy and
will effect how the retail environment evolves., The whole of
this subject is explored in chapter two, however it is
evident that having an own label range will be orme factaor in
exerting influence over the manufacturer.

Own  label increases the retailer’s bargaining power
relative to the manufacturer by offering the retailer an
altermnative 1if a bargaining iwmpasse arises whemn negotiating
terms Ffor a brand. The viability of such an alternative is
clearly going to be dependent on the brand leovalty of the
manufacturer’s brand. In the environment outlined above it
would seem reasonable to suppose that brand choice has become
less iméortant relative to sénre choice for a number of
products, éven if the availability of brands may be a factor

influencing store choice.

i.6. THE CTN SECTOGR.

Though the grocery sector is very wmuch a “convenience
good sector” it is iwportant to remember that it is roct the
only one. The Confectiomery Tobacconist Newsagent (CTN)
sector ié also very wmuch a sector that sells convenisnce
goods. The change that has taken place in this sector is
related to the change that has taken place in the grocery
sector but is different in nunber of ways.

The change that has occurred is partially related ¢to
grocery change. For the CTNs have been well placed to exploit

the gpportunities for ‘'convenience stores” which have

resulted from the trend towards large sunermarkets. This



advantage relative to small grorcers derives from CTNs  be2ing

more frecuently visited fthan agrocers. Extending product'
assortment to existing customers is an easier optionm for CTNs

than small grocers extending product assortment and trying to

gain new custowers.

Due to the high freguency of purchase by CTN customers
the CTN sector has not undergone the explosion of store size
associated with the grocery sector and remained dominated by
the independents in the 1370s. The fragmentation orf the CTN
sector 1s paralleled by the fragmentary rature of the data
available on it. Table 1.1& however provides sowme idza of how
unconcentrated the sector is.

The two sources of data, the census of distritbution and
the retail inguiry, are wnot compatible in the sense that they
use a differemt classification of outlet type. Roth however
show that the sector is relatively unconcentrated with _the

trend towards concentration only accelerating after 13580,

TABLE 1.1&: SHARE OF THE CTMN MARKET BY ORGANIZATIONAL TYPE.

7

CENSUS OF DISTRIBUTION DARTA.

Independent Multiples
1361 0% 10%
1971 B&% 14%

RETAIL INGHIIRY DATA.
Single Outlet Small Multiples Large Multiples

1376 65% 12% 23%
1377 G4% 13% Z23%
1378 63% 13% 2a%
1973 =y 12% 2E%
1380 ei% 12% 27%

The unconcentrated nature of the sector is in some ways

nseful for the empirical analysis of this work because it
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enables a wider variety of retail concentration to be
examined thamn would have been possible if just the grocery
sectar were examined. Furthermore because goods sold through
grocery and CTNs are convenience in nature there is not a
strong argunent for suggesting that the differimg nature of

such goods will affect the sample.

1.7. SUMMARY.
. This chapter has shown how both 'changing dewand and
supply forces have interacted within a changing legal and
technological environment to produce the unique retail
environment of the grocery market.

Demand has been influenced by dewmographic, sacial and
econaomic changea. The latter two having particular
significance in the growth of demand for time—-efficient
stares for convenience products and for the polarisation
between large scale supermarkets amnd swmall neighbourheood
stores.

The change in demand has ewnabled retailers to take
advantage of a variety of scale economies. Such economies
have been a potent force in encouraging the growth in retail
concentration and in the develcopwent of own labels.

In the subsequent analvsis of how r2tail concentration
and own label penetration affect wmanufacturers, and in
particular the advertising and product variebty of
manufacturers, it is important to hbear ivm mind the retail
eﬁvironment that has produced such a degree of caorncentratior.
For it may be that the cowbination of forces that have

produced such concentration of buying powar and owrn label

share are very much a part of the influences orm manufacturer
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performance ard that in a differemnt environment with the sawe
levels of concentration the outcome may be different because

of these macro influences.
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CHAPTER TWO: RETAIL STRUCTURE AND MANUFACTURER PERFORMAMCE.

Z.0. OBJECTIVES.

Z.1. TRADITIONAL ECONMOMIC MODELS.
2.1.1. OLIGOPRPOLY.
2.1.2. MONOPSONY.
Z2.1.3. OLIGORSONY.
Z.1.4. EBI-LATERAL MONOPOLY.
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2. 0. DBJECTIVES.

The main objective of this chapter is to review the
existing literature on how retail structure may affect
manufacturer performance. ( broad thecretical understanding
of how retailer structure affects manufacturer performance is
a pre-requisite to developing the hypotheses of how retail
concentration and ownn label penstration ‘will atfect
manufacturer advertising amd bramnd variety (Chapter 3). It is
also wuseful in explaining wihy the literature orn  structural
determinants of advertisimg and bramd variety (discussed in

-

Chapters I and 4) largely ignores retail considerations.

s

Z2.1. TRADITIONAL ECONCGMIC MODELS.
Neg—classical ecomomic theory has numerous models of the
firm which are widely taught and rigorouslily developed, e.g.

perfect competition, imperfect competition, wonopolistic
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caompetition, cligopoly and mcrnopoly. imn such wodels buyer
structure is iwmplicitly assumed to be either atomistic or not
to have any effect. Neo—-classical ecornomic theory however
also offers a nunber of externsions to these models in which
buyer structure is incorporatad. It is appropriate to review
some of these extended models to assess what predictions such
models make with different types of retail structure.

If we assuwme for simplicity that there are three types of
market structure: monapoly, oligopoly and perfect
competition, then this will give six possible wmodels
featuring a non atowistic retail structure. These are shown
in table 2Z.1. and will be examined in turn and cowmpared to an

atomistic retail structure where acpropriate.

TARLE =2.1: ECONOMIC MODELS 0OF BUYING POWER.

Manufacturer Structure. Retail structure.
Perfectly Competitive Morcpoly
Perfectly Competitive Oligopoly
Oligopoly Momnopoly
Oligopoly Oligopoly
Monopoly Momopoly
Movopoly Oligopoly

Before exawmining the economic models of buyer-seller
interaction it is necessary to briefly review sowe of the
differing models of oligopoly in order that structures that

feature oligopoly can be more fully understood.

2.1.1. OLIGOPGLY.

The numerous models of oligopoly with differing strategy
assunptions lead to differing outcomes even before one takes
into account bi-lateral considerations.

Cournet’s theory of oligopoly, which was first specified

as a theory of duopoly (Cournot 18328), is based on the wvary
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simple assumption that each firm chooses to produc=s the
guantity of output that maximizes its own profits, assuming
the qguantities of rivals to be fixed. Such an  assumption

leads to a stable price/guantity equilibrium. The eguilibrium

—
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being determined by the number of sellers. 1 the duopoly
case the result will be =ach firm producimg & third of the
total market whereas in a market with many sellers the
situation approximates the cowmpetitive =gquilibrium.

Though Cournct’s wmodel 1is an interesting exercise in
logic if it is to be Judgesd on ths reality of its assurmptions
the model has serious drawbacks. As Fisher (1338) =said of it:
"mo business man assumes either that his rival’s output or
price will remain constarnt amy wmorse tham a chess player
assumes that his opponent will ot interfers withn his effort
to capture a knight. On the contrary, his whole thougiht is %o

Tforecast what move his rival will make in response to his
own. " -

(Fisher 1833).

Despite such extrewe criticism the wmodel keeps a hkigh
orofile in the literature ninety years later presumably due
to its neatwness of solution compared to other oligopoly
models and becausa many empiricists, e.g. Friedman <(1371),
regard the behavioural plausibility of a mode=l as irrelevant.

The behavigural naivity of Cournot’s madel is slightly
reduced by Stackelberg (13352) who assumes that a firm will
maximize profit assuming that the other firm will follow
Cournot’s assumption. The result of such a model is that the
sophisticated firm will set its output at the level at which
it maximizes its own profit. If the other firm does in fact
follow a Cournot aporoach then it will becowe a follower in
the sense it will be producing less output and making less

profit than the sophisticated firm. However this is rnot the
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only strategy open to tThe "other” firm for it too might want
to become the leader and be earning the larger profit. If it
does then t he market situation becomes unstable
(Stackelberg’s disequilibrium) with a price war following
until orme firm agrees to become a follower or indeed until
the firms collude at an intermediary point.

In addition to the non—-collusive analysis illustrated by
Courmnot and Btackelberg it is worth mentioning two other
types of oligopoly analysis mnamely collusive oligopoly and
game theary.

Collusive models are simply models in which the firms
implicitly agree that because there are costs and risks  in
competition that +they would be better off in collusion.
Collusive oligopoly can take a number of different forms as
the waork of Fellner (194?) demonstrates. Such collusion can
take the form of agreewents on guotas (such as that operated
by OPEC) im ovrder to gain monopoly profit or agresments not
to compet=2 on price.

One of the problems or urnstable aspects about collusive
.oligopoly is that, particularly with quetas, there is an
incentive faor an indivicdual firm to cheat and poroduce more if
detection and subsequent punishment are unlikely.

Mon—-price competition Tor which there are & variesty of
madels is normally reliant on price leadership and is wmore
likely to be stable than guota collusion because, for an
atomistic market at least, price is reasomnably detectable.

In contrast to the various models of collusive and non-
collusive wmodels ofF oligopoly the evolution of game theory
has brought a new wmethod of analysis to the oligopoly

oroeblem. The origimal work on game theory oy Neunann and
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Morgenstern (13443 developed (and mathewatically proved) a
variety of gawme models. The theory of games does not yield =
model +that provides a price ountput outcome of the same genus
as perfect competition or wmonopoly but it does give some
insight into strategy selection under various structural
charecteristics. Games can fall into one af two
classifiqﬁtinﬂs zero-sum or variable-sum games. FHoth involve
representing the choices of firms by a pay—off matrix.

The =zero-sum gamwe i1is the most appealing given the
definite behavioural autcomwme that it predicts for two Firms.

A two firm zero-sum game is illustrated by the pay—ofr matrix

in figure Z.1.

FIGURE 2.1: A TWO FIRM ZERD-SUM PAY—OFF MATRIX.

B’s Strategies

bi bz D3

al 7 —4 -&

A’s Strategies az 8 2 -1
aZ 0 -2 S

.

Each nuwmber in the matrix represents the pay—off expected
by A for a particular pair of strategies. The pay-off for B
in a zero-sum game being the negative of A. Neuwnamm and
Morgenstern (1944) demonstrated that by following a "minimax"
strateqy the firms would get a higher average pay—-off tharm by
following any other strategy rule. A "minimax" strategy being
where the firm examines the worst possible outcowme of
following each strategy and adoeopts the strateqgy which has the
best pay-off for the worst outcome. In the sxample in figure
P firm A would examine the worst possible outcomes of the

three strategies (-6,-1,-2) and select sitrategy two which is
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the best of the three. Correspondingly firm B would select
strategy three because the worst pay—off that this could
yield is -5 compared to -7 and -8 of strategies one and tweo.
To prove that a "wminimax" strategy is the best under
zero—suwm conditions is a step forward far oligopoly *theory.
Unfortunately as Neuwnsann and Morgenstern ((1344) readily
observed the occurence of zero sum games in oligopoly is a
rarity! A further drawback of the zero—-sum éame is that,
though a two person zere sunm game has & simgle solution, n
person zero sun games are often less straightforward.
Variable—-sum games which are more readily observable
vield interesting results although mot guite as definitive

and orescriptive as the "minimax" solution of the zero-sum

ul

variety. A variable sun game is a game in which the pay-—offs
do mat sum to zero and thus some outcomes will be more
favourable te the firms Jointly tham otherse. A special
exawmple of a variable-sum game is the "prisonmer’s dilemna”
which gives some insight imto the nature ofFf oligopelistic

competition. The ‘'"prisoner’s dilewma can be e=xplained as

1]

follows. Swmith and Jones are arrested and charged with both

murder and a lesser offence of possessing a firearm without =z
licence. Th2y are put into separate cells. Neither can be
found guilty of murder unless the other confasses that they
beth did it. If one of them confesses then he will be freed
{both charges dropped) and the other will get 3I0 vears

imprisonment. If they both confess then they et a wmore

[In}

lenient sentence of 1S years. If neither confess then they
each get jJailed for 18 months on the less2r term.
The pay—off matrix for Swmith and Jones is illustrated in

figure 2.2,
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FIGURE =2Z.=2: THE FRISOMERS’ DILEMMA: AN EXAMPLE OF A PAY-OFF

MATRIX.
Smith
Silent Confesses
Silent 1.5,1.8 30, Free
Jones
Confesses Free, 30 18, 15
The logical strategy to adopt, assuming no other

considerations are taken into account apart frowm assuming an
adversity to prison, is for the accused to adopt a "mimimax"
st rategy and confess. This paradoxically results in them both
serving a longer term than if they had beth kept silent.

One of the insights this offers in terms of behaviour Ais
that. they beoth have an incentive to change the rules of the
dilemma they are in and try to ensure that both will collude.
Such collusiom will be dependent om a number of factors.

The first is clearly information about the other

e other and

o
o
-

prisoner, if tﬁe priscrner has inforwation abou
there is a lag 1involved in a course of action then the
dilemma is reduced. This can be illustrated in the prisoner
examnple 1if the bprisoners were kept in the same cell and had
to bamg orn the doeor in order to get a Iawyer %£o here a
confession. For in this case it would be relatively easy for
the prisoners to sit by a far wall and both be reassured that
the Joint favourable outcome would be achieved. In the
business world orme could see a major advertising campaign in
the samwe would, as there is a considerable lag before =a
campaign can be launched with the intentions for a campaign
becowning public fairly guickly.

Argther way the participants may wish to change the

= ~

dilemma is by manipulating the pay-off matrix itself. For
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example 1f one prisener faces a high risk of revenge then
there is less incentive to confess. Furthermore it will be in
the interests of a prisoner to issue threats stc even if it
waorsens his own pay—off matrix. Such logic is amalagous to
investment in entry barriers or costs irmvolved iwm  limit
pricing etc.

Ariother important factor is the dynawmics of game theory.
The prisoners’® dilemma is a static wmodel but if the game is
playad constantly then there is an opportunity to build wup
trust and collusion over ﬁime,

Having examined & sample of oligoooly models it is now
pussible %o explore the predictions of bi-lateral market

st ructures.

2. 1.2, MONOPSONY.
A monopsony exists when there is one buyer and many
sellers. The outcome, as illustrated by figure 2.3., will be

& lower qguantity and lower price than the competitive

outcome.

FIGURE Z.3Z: MONOPSONY.

SRER RS T TR

=
o)



This 1s because the monopsonist will wisihh to buy wuntil
thae marginal outlay, MO, which is the wmarginal cost of
buying, equals the price determined by the demand curve. The
price the monopsonist will pay will thus be Pm. In a
competitive situatiomn manufacturers would sell a total
quantity of Cec at price Pe, i.e. where demand and supply

intersect.

Z2.1.2., OLIGORSONY.
An  oligogsony occurs when one has a few buyers facing
nerfectly compebitive manufacturers. 8n oligopsony vyields

s precise results tham monoosony becauss one is faced with

les
possible differences in strategy. If buyers were to collude

then aomne might aet a position similar to moneosony. Desending
an assumations about information however, the fact that there
ar2 many manufacturers will wean a greater chance of
individual buyvers making sscret agreements with manufacturers
than in bi-lateral cligopoly. In other words collusion is
unlikely %o he effective and the price and quantity outcowme
is 1likely to be nearer the competitive manufacturer outcome

]

indicated in figure Z.3. than the momnoposonist ocutcome.

2.1i.4. BI-LATERAL MONOPOLY.

The theory of bi-lateral monopoly {Bowley 13Z8) which is
pernaps the wmost intearesting of the nec—classical models, is
likewise indeterminate since2, even with the restrictive
assumptions of perfect krnowledge and a static envireonwment, it
does not give a precise pirediction as to price, guantity and
oraofit (Ffigure 2Z.4.). The reason for 1its “interesting
mature" iz the Ffact that its indeterminancy derives from its

Gi—-lateral waturs and mnot from the models on either side,



The prediction 1t does give wiith regard to price and
guantity is that it will fall in a given range and that ¢
exact position within that rangs will be deterwmined by the
bargaining strength and skill of the two firms.

The monopolist seller will wish to maximize profit
(MC=MmR) and if facing an atomistic market would sell Lis at a

price of BPs.

FISURE Z.4: RI-LATERAL MONDPOLY.

ofc

Py

Ps

Tha wmovnopsonist (buyer) an the other hand would wish to
buy until the marginal outlay (MDY, the wmarginal cost of
cuying, equalled the price determined by thes dewmand curve.
Thus th2 monopsonist would wish to purchase b and if faced
with an atomistic producer market would be able to negotiates
the orice down to Pb. Without a detailed theory of bargaining
on@  can conclude that the price will fall sowmewhere between

‘Ph and Bs.
Z.1.5. BI-LATERAL QCOLIGGOPOLY.

The model of bi-lateral oligopoly, i.e. a few sellers and

a few buyers, again yields wno precisa prediction about orice



and quantity. It is however, as Scherer (1230) notes:

"Highly concievable that a few end oroduct éellers could
have sufficient power to hold the price of intermediate
products supplied by wupstream oligopolists at or near
competitive levels.” -

There are a nuwber of reasons for gxpecting in practice
that the probability of retailers (buyers) exerting
bargaining power and gairing concessions from manufacturers
is higher than vice versa, particularly for consumer
industries.

One such reason is the U.W. competition policy which is
vary dependent on the deftinitien of public interest. For
collusive behaviour or at least the exertiom of bargaining
npower by oligopolistic retailszers is often Justified on th
grounds af being in the 'public interest” (e.g. the
Monapolies and Mergers Cowmnission (1381) and the UJffice of
Fair Trading (1383)). In these two investigatioms into
alledged practices of over-riders and dis&ouﬂts in the food
trade, such practiczs were given tacit if nwot explicit
approval on the grounds that they were being passed onto the
consumer. The effect on the consumer of such discounts
accelerating the demise of (sowe) small retailers did wot
appear to be investigated.

For manufacturers, far removed from the consumer,
evidence of acting in the public interest by the exertion of
power would seem less likely.

Product range and the relative dzpendency on negetiations
is another factor for exgecting retailsrs often to be better

off in terms of power evern when the bi-lateral warket

structure in terms of concentration is  symwmetric. For
example, aven if the biscuit market has thrze Firm
==
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cancentration ratios of =ighty percent on both the retailer
and manufacturer side, it iz highly likely that the retailers
will be more diversifisd in terms of markets and hence less
dependent on negotiatiocns. One. could quite.rightly argue that
such a conclusion resulits ocut of the "wrong” defimiticon  of
the market for the retailer, howsver as there will rarely be
a congruent fit bestween manufacturer and vretailer markets
applied work has to take account of such a wis-match. IT one
envisages retailer manufacturer interaction in terms of a
variable suwn gawns, ©the resuli QF such diversification iz to
weight the pay—off wmatrix towards the retailer. This would
certainly szewm to be true in the convenience good ssctor
where the tatal rangs of products the retailer has makes the
retailer better of7 in terms of depsndency on rnegotiztiom,
i.e. the wmanufacturer will have & stronger adversity fto a
negotiation stalemate.

This perhaps illushtrates how the traditiomnal models that
incorporace retailsr  powasr highlight the need far a
camplimentary analysis of conduct and industry specific

faatures.

2.1.6. THE OTHER TRADITIONAL MODELS.

From this amnalysis it should be clear that the two
remaining secenarios (a wmonopoly seller versus oligopoly
buyers and oligopely sellers versus a wmonopoly buyer) will
likewise yield mno precise oredictions as fto price and output

without some knowledge of strategy or conduct.

2. 2. COUNTERVAILING POWER.

Bafore examining the marketing literature on bargaining
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power ir tne wmarketing chamaal, 1t is worthwhile examining
ore mare structure orientated theory, mnawely the "theory of
countervailing power™ (Balbraith 1332). Like a 1ot of
Galbraith’s work it must be seen in a different light from
most wmicro economic theory in that instead of building =&
logical orecise wmodel from theoretical assuwptions his
theories tend to be drawn from (pevcieved) historical
observation of busiress behaviour. Whether one wmethod of
formulating theory 1is preferaile to arnother is a logically
indetarminate issue, howaver what is  ilwportant is to
recognize the different methodology involved.

His theory of countervaliling power is am  interesting
variant on the "invisible hand" of markst Tforces. The
traditional view of competition being that, if one creates
the conditions of perfect comgetition, +%he pursuit of self
interest will vyield a "desirable" pareto cptimal outcome.
RPareto aptimality being reached where no one can be wade
hetter off without some—ome being made woerss oFff. Galbraith
argues that #he self generating force of ccocuntervailing power
is also of great iwmportance in regulating =sconomic powsr. He
suggests that a structure with strong sellers will as a
caommon rule" beget strong buyers by giving bBuysrs an
incentive for organisation that meutralizes the power of the
sellers. Such a theory is amalogous to Schumpeter’s rejection
of classical competition in his theory of "ereative
destruction”" (Schumpeter 1342) in which it is suggested that
competition is & force that results in and then destroys
monopoely.

Galbraith, as oma wight expect, does wot argue that

countervailing power arises in every case of monopoly power



put contends that state i%terveﬂtion and industrial policy
should encourage the conditions that enable countervailing
power to work. In particular he observes that countervailing
power does reguire a certain minimum opportunity and capacity
for organisation.

How far Balbraitih’s theory is gperational in terws ofF
testing its wvalidity, given <the paradox between a self
generating force arnd one that reguires a pérticular legal
framework and threshold of oirganisational apility, is
guestionabla. What 1is certain however is that thz theory of
countervailing powai like +fhe traditional models ot
competition give only a limited insight into the arocess of
campetition between manufactqrers and retailers without the

incorporation of other variables and a thecry of bargaining.

2.3. THE NATURE OF BARGAINING POWER.

Though the ecovomic literature does not develop a theory
of Dbargaining power between retailer and manufacturer beyvond
the formal models, the literature on marketing channels does
provide suchk a theory.

El-fnsary ard 5tern (137Z) defimne a marketing chamnel as:
"an interorganisational system wmade up of & set of
interdependent institutions and agercies involved witkh the
task of moving things of value (ideas, products, services)
from points of conceotion, extractionm or production to points
of consumption”.

Power within the marketing chamnel is defined by El-
Arnsary and Stern {1372) as:

"the ability of orne firm at a given stage of production or
distribution to influence decision variables of another at a

different stage of production or distribution.®

It might be reasonable Tollowing Diamantoooulos’



classification of power (shown in figure Z.5) to say that
such a definition is really a definition of potential power

since it is defined in terms of "the ability"” to exert power.
FIGURE 2.5t A CLASSIFICATICN OF RPOWER.

T~

POTENTIAL POWER ENACTED POWER

N

USABLE POWER NONM USARLE POWER

PN

RESISTANLCE NEGATING EFFECTIVE
POWER BOWER

POWER

Source! Diamantoooulos (1385,

The amount of "enacted pewer” is not necessarily eaqual fo
the awount of “potential power! because a firm may nat have
to wuse all its power to achieve its desired objective and
indeed the Tirms objectives may not require the use of any of
it in relation to another particular. firm. Furthermore as
Diamantopouwlos observes, the use of powar inm one arsa  may
preclude i1its use in another so that sowme power may De
urnusable. Out of the usable power sowe will be used up
negating the power used by the other firm leaving a2 residual
of power that is effective in changing the behaviour of the
gther firm.

Frernch and Raven (1335%) classify five scurces of power

which are now well established in the literature?! rewards,

coercion, expertise, identification ama legitimacy.

]
\\l



Z.3.1. REWARD POWER.

Feward power is based on the belief of a firm B that
ancther firm A will reward it if it complies with A. Since
the power is bassd on a "belief’ this belief may change over
time depending on the behaviour of Tirm A,  The "weight” or
degree of power of A over B will increase if rewards are
actually given though as EBeier and Stern (1363) nate
continual use of the samé reward will cause a decline in the
welight of power over time since B will gradually percieve the
reward to bhe the naorw. The power af rewards will alsec be a

function af the size of reward.

2. 3.2, COERCIVE POWER

Coercive power is based on the perception that B has of
R’s ability to punish him. Punishwent wmight be in terms of
reduced margins or could be the withdrawal of rewards. As is
often pointed out (e.g. Kelwman 1361) the use of coercive
powar may result in resentwent amd lsad to mon—compliance in

the long run.

2.3.3. EXPERT POWER.

Expert power 18 based on B's perception that A has
special knowledge which B does mot possess and which B canmot
@conomically aobtain. This power base is liable to be a very

hort term one if B gains expertise for the future by the use
of A’s specialist knowledge in the present. It will be longer
lasting if A’s knowledge derives from an informational
advantage regarding an ever charnging system. As Sterm and El-
Ansary note such power could be broadly viewed as information

power rather than expert power.
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chammel will be identified along with the areas of French and
Raven’s classification that will be largely independent of
st ructurs. A diagramatic synopsis of the structural

influences on bargaining power is provided in figure 2.6.

Z.4.1. MANUFACTURER AND RETARILER SIZIE.
A key structural determinant of bargaining power is tie
size of the retailer and manufacturer. Absolute size will

yield a number of positive sources of potential bargaining

power such as greater resources and greater negotiating
skill.
GBreater resgurces can be exn=scted to vyield more

bargaining pow=r because it will allow greater scope for
rewanrd (Pewara powar) amnd greater ability to ounishn the other
party (coercive power).

Greater mnegotiating skill can be exoected to derive frow
size given that size ernables greater specializatioﬂ..ﬁkill of
negotiation may not technically lead to greater potential
power but it will lead to greater enacted power. Though
greater negotiating skill may iﬁcrease the use of all sources

of power it is essentially expert power.

Z.4.2. DIVERSIFICATION.

The degree of diversification is arother potential source
of power. The degree to which a manufacturer or retailer is
dependent on a particular order (or sequence of orders) will
have a bearing on the amount of power that can be obtained.
Thus in the two way relationshio of power, diversification
will reduce the flow of power (resistance) coming back at the

Firm From the other.

T
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Sl

g(eo&gr

resgurces

lower

Transachenal
Cosk

RELATIVE SIZE
OF ORDER TO
RETAILER

ABSOLQTE
SIZE OF
RETAILER

Cendralisation

of buyer

number of
manufacturers

degree of
PfOJucf' subs h'{‘u{&éla‘j
di'ﬁerenh‘q Fion of
Manufachurer

ABSOLUTE
SI2ZE  oF
MANUFACTURER

RELATIVE GIZE
OF ORDER TO

MANUFACTURER

CONSUMER
BUYING
PROCESS

value of
?rcduc{- as

o of
income

o

cefailer

C’ ubsH'a{-aéi({Fy

Size and
d (s buhion of
refacl ers




Diversification will be a particularly important weapon
for th2 manufacturer if it gges into markets in which the

retailer is involved but has little wmarket share.

2.4.3. BUBSTITUTABILITY.

The other main identifiable structural source of power is
the notion of substitutability which arises both from the
structure of the market and the consuwmer bBuying orocess
prevalent in that market. As with size considerations the
xain implications are for the degree of reward and coercive
power.

The degree +to which a firm can be subséituted {or the
degree to which a8 Tirm is dependent) depends on a numoer of
factors.

_Taking the degree to which a manutacturer can be
substituted First.

The nunber of other manufacturers making a imilar
product is an important factor in determining the degree to
which a manufacturer’s bramnd can be substituted. Though a
retailer will only mneed ome altermative brand the opportunity
of procuring such a brand will.depend on the nunber and size
distribution of manufacturers. If the composition of the
market is concentirated emnough them oligopolistic recognition
of interdependence awmongst the manufacturers might prevent
"wutually destructive competition”.

A factor likely to be important in the degree to which
bargaining powar exerted by the retailer affects the
manufacturer iz the degree of consumer loyalty. The
likelihood of a consumer accepting an altermative brand *o

the preferred brand is greatest if the good is a convenience



*» low involvement good being sold in an outlet whers the aim
is to buy a basket of goods rather than one particular tyoe
of ome good. For "shopping goods" or high invelvement goods
the consumer is likely to put up with high search costs in
order to purchase the brand that is greferable o other
criteria. Porter (13974) suggests such behaviour for
convenience goods will be true for low to moderately
differentiated products but adds the caveat that the
occurrence of chain stores will have little effect omn highly

differentiated products. This he suggests is bescause:

-

1.

"whgre fthe manufacturer has a branmd image established, the
Dersuasion  necessary to convince retailers to stock the
product is wminimal. "

(Porter 1374).

In the light of the retail environment and the high
retail concentration discussed :in chapter one the relevance
of such a view would appear highly gquestionable. Porter’s
reasoning was based on the fact that becauss convenience
outlets had little sales assistance the amount of
manufacturer advertising was all important. Whilst this may
be true in comparison to goods sold throuéh non—canveniance
outlets it is based on the assumption of an atomistic retail
structure, the very factor which Porter coﬂéemﬂs t he
empirical literature for invariably assuming. Since a highly
concent rated retail sector for a convenience good will give
the retailer a substantial influence over the consumer must
be cansiderably less than in an environment with an atomistic
Hypotheses concerning th2 degree to which

retail structure.

wanufacturers will advertize in the face of differing

potential concentration will be developed in chapter five.

The deaqree ta which & retailer can be substituted by a

(11
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manufacturer is slightly different, though it is again a
function of size and the consumer buying process. The
manufacturer will lose bargaining pewer if by not selliing to
that retailer he will lose sales. The number of potential
sales lost 1is dependent on the size of the order and the
degree to which consﬁmers would seek out the product at an
alternative retailer. The latter is affected by the degree of
differentiation and also the geographical distributiom of
retailers. As was noted above for convenience goods the
likelihogd of seeking out arncther store for a oroduct as
opposed to accepting a substitute is much lower thanm for

shopping goods.

Z.4.4. STRATEGIC CONSIDERATIONS.

It can be szen that structural features of the marketing
channel are going to have a strong influence on coercive,
reward and expert power. However, in specific instamnces small
firms (manufacturer, wholesaler or retailesr) may dominate the
marketing chammel by the use of legitimate, referent and
expert power (Little 1370). This will be particularly true of
new products wihere legitimate, referent and expert power are
likely to b= at their greatest (Borden 1368).

It is important to bear in mind that, though a firm may
have limited scecpe for altering the "structural' envirenment
in which it is im (particularly in the short run), it will
have a agreat deal of scope in "emnacting” the power at its
disposal. The st ructure-conduct—performance paradigm in which
the empirical part of this study is rooted assuwes away such
considerations by implicitly assuming that the Ffirm will

adopt the wost rational strategy for i1ts environment, i. 2.

m
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will emact the power available to it. Such an assuwption may
be defensible in terms of a "theoretical" long run
equilibrium but for a broader insight it is worthwhile
exawining some of the strategiss by which manufacturer and
retailers can enact such power.

For the retailer, a Qay of enacting power deriving from
the relative size of the order (assuming this is
comparatively uniwmportant) is to group orders together to
accentuate the importanmce of the order for the manufacturer.

Such a phenowmera was cbserved as long ago as 1

\l

IZ by Andraws

)

1953).

The wmanufacturer aon the other hand could gain oower by
aiming +to increase the degree of oproduct differemtiation
{(Porter 13978a). The variables that the manutTacturer has
availéble for enhancing nroduct differentiation are the four
. P’s of the marksting wmix (MelCarthy 139680): product, place,
promoticn and price. OF the four, product and promotion are
going to have particular importance for manufacturers aiming
at (and already established in) the mass market. Tﬁese will
be discussed in wore detail in chapter five which considers
the effects on advertising and brand variety on retail

concentration and own label.

2.5. REVIEW OF PREVIOUS EMPIRICAL WORK,

The amount of empirical work on structures that has taken
into account buying power (or its proxy buying concentration
is to date small despite the large volume of emp;pical WO Ik
dealing with seller structure (a very conservative estimate
of fhe

number of studies relating seller concentration to

seller profitability would be sixty). This is particularly

[i)]
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surprising given that models of wmonopsony and bi-lateral
monopoly are taught to virtually évery student of economics.

The work that has been dorme has tended to be orientated
towards profitability, mainly one suspects bhecause of the
historically strong pre—-occupation with the equilibrium price
models within the ecoromic literature. Examples of these
studies are Braooks (1i3973), Lustgarten (1373), Parter
(1974,1976), McBuckin and Chen (1378) and Clevenger and
Campbell (1377).

Though Lustgarten (1373) is the only study to date to.
examine the effects of buyer concentration on advertising it
is worthwhile examining the handful of studies that have
examined the effect of buyer concentration on profitability
as well. The purpose of doing this is to show the ewmpirical
evidence for buyer structure having an effect on manufacturer
performance.

It is perhaps worth examining Lustgarten’s study first as
it is the only study to date that explicitly relates buyer
concentration to advertising albeit for producer g?Pds:

The study used input-output data an S u. s.
manufacturing industries for 1383. Lustgarten found that
advértisihg intensity was relatead to the four firm seller
ratio (CR4) , value of shipments (VS), the ratio of
consumption final demand to total output (CT3) and several
weasures of buyer concentration. The measures of buyer
concentration were the weighted average Dbuying industry

concentration ratio, the degree of industry dispersion and

order size. The weighted average buying concentration ratio

(BCR) used the four firm concentration ratioc of consuming

industries weighted by the sales of producing industries. The

=1=]



degree of industry dispersiorn (DSPH) was defined as the range
of sectors in which the goods were sold and order size was
measuired by the average annual firwm purchase of conswming

industries (AAFPR).

Lustgarten’s results omn advertising expense are presented
in table Z.Z. His results show that advertising is negatively
related to the buyer structure variables but also positively

to the four firm seller ratio. inclusion of

related The

industry dispersion in equations (3) and (4) re-enforces the

coefficients of the other variables according to Lustgarten

although it should be noted that there is a degree of
correlation between the independent variables whickh would
really require further tests before sucih a2 conclusion can  be
assessad.

TABLE Z2.2: LUSTGARTEN’S RESULTS RELATING ADVERTISING EXPENSE TO
SELLER CONMCENTRATION AND BUYER CONCENTRATION FOR
PRODUCER IMDUSTRIES.
Intercept log (VS) CTO AAFP CRa4 BCR DSPH Rsg
(1) -7.04 1,33 L0186 -, 082 .13 / / . 680
(20.70) (7.63) (3.18) (4.45)
(2) -&. 50 1.10 014 / 1.30 -1.35 / . 8637
(23.54) (£.89) (5. 22) (5.41)
(3) -&.85 1. 15 .018 -. 108 .22 / -. 724 .E31
(21.26) (8.48) (4.03) (4.86) (3. 45)
(45 ~5. 10 1.032 . 016 / 1.36 -2.13 -.7Zz4 L 703
23.84) (7.76) (5.38) (E.07) (3.31)
Notes: t ratioc shown in parentheses. o
Dependent variable is the log of advertising expense.
F test result mot given (rnot in the original)l.
Source: iLustgarten (137%).

[&X]
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On the same sample Lustgarten (i1375) examined the effects
of retail structure on the selling industry price cost margin
(PEM) ,  indeed this was the prime objective of the study. The
results are presented below in table 2.3. where abbreviations
are as before except for the additiom of KS for capital
output.

The main feature of the results is the negative effect of
2ach buyer variable on the price cost margin when entered
separately in eqguations (2) to (5). When BCR and DSPH are
included together the result is more powerful thamn when
included separately, which as Lustgarten observes, suggests

that they are complimentary variables.

TABLE 2.3. LUSTGARTEN’S RESULTS RELATING PRICE COST MARGINS

MEQASURES OF BRUYER STRUCTURE.

Intercept RS CR4 BCR RAFP REFS DSPH Rsqg.

(1) .1&3 101 037 / / / / « 233
(6.43) (3.328)

(2 174 . 107 L1089 -.078 / / / . 2EE
(€.88) (€.71) (Z.83)

(Z)  .181 . 108 . 107 / - D0g / / . 278
(7.03) (8.72) (4.47)

(4) . 1ES . 100 . 038 / / -. D40 / 245
{6.40) (6.08) (2. 26)

(3 .176 . 038 . 100 / / / - 025 . 243
(6.13) (&.18) (2.10)

(8) .205 . 102 L1220 —-.111 / / -. 051 . 304
(6.63) (7.46) (5.28) (4.18)

(7)  .223 . 104 L1230 -.049 -. QOG / -. 063 L33
(§.96) (7.80) (1.84) (3.73) (5. 03)

Notes: +t ratio shown in parentheses. .
Price cost margin is dependent variable.

Source: Lustgarten (1373).



An earlier study that had incorporatad a similar measure

of buyer concentration intoc a wodel exawmining manufacturer

profitability was Brooks (1573). This was again a study in
the U.S5.A. using input-output data {(for 1963) and simply
included a four firm seller concentration ratio, a weighted

buyer concentration index and an estimated advertising-sales
ratio (to act as a proxy for barriers to entry). EBuyer
concentration was found to be significantly and negatively
related to manufacturers returm on assets (table 2Z.4.
equation (1)).

Clevenger and Cawmpbell (1377) reworked EBrooks’ model on
1967 data and found that as specified the wmodel performed
poorly inm comparison to the earlier sample.

TAERLE 2.4: RESULTS OF BROGKS  {(1973) AND CLEVENGER  &nD
CAMPBRELL (1977) ON STRUCTURAL DETERMINAGNTS OF
MANUFACTURER RETURM ON SSSETS.
5C I/5 BE BC ady Rsa
19e3:
{1) Brooks (13273). 5. 48 Q.14 / .28 -0.10 .71 &
{(4.80) (3.07) 3. 20) (2.37)
{2) Clevenger and .92 0.13 O.1Z2 0. 29 ~0.12 .75 a
Campbell (1377) (§.39) (3.13) (1.73) (3.54) (3.3
1967+
(3) Clevenger and 10.86 0. 03 / 0.33 ~0.09 .21 e
Campbell (1377) (3.78) (0.7Z) (2. 48) (1.71)
(4) Clevenger and 3. 41 0. 05 1.83 0.25 =-3.07 .34 -
Campbell (1377) (S5.08) (1.21) (Z.03) (1.73) (1.48&)
Notes: Figures in parentheses are t values.
a = significant at 393% level, b = 35%, o = 0%,

There were 0 aobservations for each year.

SC = Seller Concentration (CR 4)
I/S = % change in Inventories / % change in Shipnents
Barriers to Entry.

BE =
= Buyer Concentration.

Source: Clevenger and Campoell {13777

m
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For the 1387 tiwme period the Brooks model shows a
reduction in overall explamatory power and a reduction in the
significance of buyer concentration and s=ller concentration.

To improve the Brooks wmodel Clevenger and Campbell (1377)
introduced a variable to account for demand growth. This is
the I/5 variable wihich measures the change in inventories
over the change i1in shipments. Such a variable leads,
according to the authors, to an increase in the statistical
significance of seller concentration for both 13683 and 1387,
Whilst this is true fthey fail to comwent on the fact that Far
the 1387 sample the inclusion of the I/5 variable doess in

N 20%

i1

fact make the whole regression estimate less th
significant.

MeGuokin  and Chen (137&) found that buyer concentraticn
was significantly related to manuftacturer pricé cost margins
in a negative leg-linear manmer for both consumer and
producer industries wher included with manufacturer
concentration. The main feature oF this study is perhaps the
log—-linear nature of the relationship as it is the only study
of the iwmpact of retail st ructure on manufacturer profit that
reports testing for a logarithmic relationship. The orocess
implied is that retail concentration has a negative impact on
the price cost margins of manufacturers but with the degree
of effect declining at high levels of retail concentration.

Though a rmumber of studies in the empirical literature
have divided industries intoc producer and consumer to assess
whether this has an affect on their models.(e“g. Collins and
Breston (1363), Porter (1374)) only a few of these have
incorporated buyer concentration smeasures {(Brooks (13737,

Borter  (197&), McBuckin and Chen (1578), Clevenger and
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Campbell (1377)).

Porter provides the leading work omn the impact of retail
structure on manufacturer profit for consumer goods (Porter
13974 1378). This he does by dividing his sample of consumer
goods between convenience and non-convenience goods. A
convenience good defined as a good sold predoeminantly through
convenience outlets and a mon—-convenience geood defined as a
good sold predominantly through nen—-convenience cutlets. His
reasoning for expeétiﬂg a different effect on profitability
of wvariables such as wmanufacturer concentration, minimum
effeicient srcale, advertising sales ratic and absolute
capital requiremsents beEtween convenience arnd non—convenience
goods centered on the degres of influence that the retailer
has on the consuwer’s brand choice.

The results of Porter (1374) are reproduced }ﬂ table Z.5.
The results are persuasive evidence for Porter’s assertion
that the structure-conduct-nerformance paradigm, at least as
espoused in  wodels such as Comanor and Wilson (13€7) and
Esposito and Esposito (1371), is of particula» relevance to
convanience industries.

Dortér {1378) extended his earlier study in a rnuwber of
ways though the results ammounced in the earlier study
remained central o his arquments. UOne notable extension
particularly for this study was his attewnt to introduce
meEasures of retail structure as an explanation of
manufacturer profit rates for conveniemnce goods.

There are so0 many wmeasures aof retail structure used by
Porter (1378) that they are best presented in table form

(table Z.6&).



TARLE 2.3t RESULTS OF PORTER (1374) -~ ECUATICNS EXPLAINING PROFIT
RATES.
int CR 8 MES R/S GR RD RACH ad. Rsa
fAll Consumer Industries (n = 42)
(1) S4b —-.502Z L1 7 J523a L0210 17.0 Q007 a L4777 a
(2.0 (1.93) (1.&87) (3.70) 1.73) (.973) (2.97:
(2> 4&b / . 006 L44%a L0028 1.186 L 000Shb LAT7 a
(1.7 (.888) (3.13) (2.01) (.0O73 (Z.24)
(Z) 83%a —~.578b .014 . 630a / 16. 2 LO001L0a 048 a2
(S.1) (Z2.20) (1.37) (4.8 (.301) (L.E2)
(4)y 7Hha —-.251 »S27a L0118 L EBZ0 L D00 7a LAT0 a
(2.8 (1.1%) (JZ.83) {1.43F) (.042) (2,71
Convenience Boods Industries (n = 1399
(Z) 3SZe —-.632Zb .013c .Z%91la ..O0Z&b 9.E3 00185 813 a
{(l.7) {(Z2.62) (1.23) (3.12) {1.95) {.&38) (Z2.88)
(&7 Blb —-.3835 .Olle J&800a J0Z24b / L01L5a L8320 &
(2.3 (Z.383 (i.44) (5.38) (1.88) (2. 1&)
{7 11 / .0l4 L317a L040a -. 24 L0120 W 723 a
{. 35 (1.22) (3.85) (2,79 (. OF3) (L.355)
(8} 10Za -.830a  .007 .717a / 4,31 LONEZA 774 a
(B.2) (Z.45) (.871) (8.8%5) (. 288) (Z.35&)
(5 8ia ~.&824n / LE2Za L0017 -3.37 « DOZER .734 a
(3. 4)Y (2,47} (5.23) (1.35) {.356) (Z.5&)
Mo conveniesnce Goods Industries (n 23
(10) 77b 13T - 001 . 224 . 009 / D005 « 15E
(Z.0) (L244)y (0135 (L2336 (.34) (1.133)
{11) 78b 125 / L 219 . 003 / PRSINIS ] 202 ©
(2.1 (.346) (.341) (.37 (1.283)
(12) 3Za . 255 -, 002 7 / / D00T 220 ©
{(4.3) (.435) (. 108) (1.843)
(13) 30a . O3 / . 349 / / L O00ED L2328 o
{Z.8) (.278) (. B&ET) Ze 34
{i4) B88a LAB2 - QO3 . o2 / / . QO0EDR .19 ¢
(4.2} L 2868) (L1330 (.857) {(l.74)
Ray: CR 8 = 8 Firm Corcentration Ratio, MES = Minimum Efficient

GR = Growth, RD =

Scale, A/S
Regional Dummy,

= Advertising Sales Ratio,
ACR = Absolute Capital Reguirewments.

Notes: Figures in parentheses are t values.
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DEFINITICNS
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OF RETAIL STRUCTURE VARIABLES S

PORTER (1376)

VARIABLE

Number of
Establishwents

Numbeyr of firms

Total Number of
retail buyers

Weighted wnumber

of Tirms.

High buyer
concentration (d)

Avzrage retail

Firm size

Weighted average
firm size

Breadth of
product line

H - Index of
wmultiple outlet
selling.

Retail4édvertisiﬂg

to sales ratio.

Retail profit on
equity.

DEFINITION

The nunber of retail establishwents in
the dominant retail outlet class selling
the product.

retail firms with
dominant

The number of largest
S0% of retail sales in the
retail outlet class.

The suwn of the nuwber of largest retail
firms accounting for S0% of retail sale:
for each retail class selling a
significant portion of retail sales of
the product.

The weighted averagz2 {using percent of
total retail sales of the product) orT
e above variable.

A dummy variable sorting industries intc
high or lower buyer concentration bDased
o & composite of the a@oove three
Measuras.

The average firm size of the largest
firme accounting for SO% of retail sales

in the daowminamt retail outlet cl

computed
iargest

3
ail sales.

Same procedure as above! aiso
for all retail firns as well a
ones accounting for 0% of ret

nunber and

Ar index wmeEasuring the

relative shares of merchandising lines
carried by the dominant retail outlet
class selling the product.

An index measuring the nuwber and

relative shares of ocutlet classes.
For the domirnant retail outlet class.

Profit on equity for the dominant retail
outlet class. ’



oo oexolore  thne affects of v ;
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macro—-perspective of governwent statistics wmeans that the
reSULTS  mMust o Treated with a good geal of circumsoection

DuUT even S0 THe resuits are of a great ceal of 1nterest. Tie

resuits anre agairn ogivioes  into convenience ano Fion
conveniencea OUOCE. e tests which show  resulits of

significance are sSnown in tanies Z.7. ano Z.8. vare snowid be
TAKEM WHENn anaiLvseing Trnese tanles as ali  thne manufacturer
variamles have Sgen exclucec even (nougin tney were inclucec
in every Iest. This policy was adonted by Porter (1397&) Tor
tine saxke of clarity out wunforrumately means thne initial
imoression from a casuai glanmce of high expianation by retail

structure variables is a misieaging one.

TRABLE Z.7¢% RESLILTS  OF SORTER (1376) - THE EFFECTS 0OF BUYER
STRLUCTURE ON PROFIT RATES FOR CONMVENIENCE GOODS.
PR CR 4 NUMBER OF RETHIL HiGH BUYER
FIRMs A/s CONC., ad] Rsc
(i) - G044 ~. OOLe ! / . BE a
{1.80) (1.69)
{2 L / 291D / .86 &
(L. 107 {1.82)
3 — TE3 / 7/ -19.0c I3 =
(1.98) (1.33}

Notes: Figures in parentheses are t values.

a = significant at 99% level.
o = significant at 95% level.
c = significant at 90% level.

mManufacturer structural variables on their own yieideo a
adiusted R souarea of .85 a.

Source: Parter (1376).



v TRE WNF ARFS B, acil Rso
(1) / / T/ 7/ / .82 a
(2) 7 - W20 / 7/ /7 / B2 oa

(1.397)
(3 / / L DOQQOSe / 7 7 LBL a
{(1.60)
{4) / / , 7 L ODED 7 / B3 a
{(Z.16) ‘
(5) ! / / / W Q002 S B4 &
(2. 58)
(&) / / / 7 /o= Aaila .82 a

3.5

oy

Key (in conjgunction witn table 2.8
TRE = Total sumoer of Retail Buyers,

WiNF = Weirgnted Nuwmber of Firms.

FRFES = Average Retail Firm 5ize.

WHFS = welgnten Average Firm Size.

WRRFS = welgnted Average (211 Retail) Firwm 5%
B = Breadtrn of Product L.ine.

Notes: Figures in parentheses are t vaiues.

a significant at 99% level, b = 20%, o = 90%.
Fanufacturer asiructuratl

acdiusted R souared of .68 a.

-
Wl
-~}

Source! Porter

For trne conveniernce good sector wnich is  of orime

interest for this study Porter (1376) Tound that the numoer

0Ff Firms (i.@. tHe number of retailers in the dominant outlet

class accountina for 50% of sales), the retaller advertising

sales ratio and the high buyer concentration dummy aill to oe

of significance when incluceo  witn t e manufacturer

structural variables. in terms of increasing tihe stavistical

explanation of the manufacturer orientated mwooel of taole

s

hod
<

=

variamies on Their own yvielceo a



2.3. the dummy variable of buyer concentration and the
estimated retail advertising sales ratio would appear to be
of note.

Porter’s findings (Porter i1976) on the nor—convenisnce
sector showed a range of retail structure variables +to e
significant; namely the weighted number of firms, avaraga
retail firm size (weighted and unweighted), weighted average
firm size and breadth of product line.

Porter (1378) rightly suggests that his findings are

™

s}

effect

(3

ignifican

n

evidence that retail structure has a

manufacturer profitability. His wmain assertion being that the

=

effects of retail structure are of particular importancs
the rnon-convenience sector on the grounds that the retailen

has minimal influence on the consumsr in convenisnce goods.

—

o

=

Such an assertion seews slightly surprising given that s

owrn  results find significant effects. of retail structure on
manufacturer profitability within the convaniance sectar
evern 1f wnot of the sane magnitude as the rnon—conveniencs
sector. Whilst this study is not going to repiicate Porter’s
work and compare convenience to non-convenience sectors, a

central aim of this thesis is to explore the U.RK. convenience

sector and assess whether in  regard to manufacturer

advertising and brand variety retail wvariables rnave a

significant effect. In the light of the retail change

discussed in chapter one and of the theory and evidence

. . 1 ] ' R
(including Porter’s) discussed in this chapter, there seems

good reason to think, in regard to marnufacturer behaviour and
7

Performance in general, that retail structure will have a

significant effect.

~}
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CHAPTER THREE: FACTORS DETERMINING THE AMOUNT OF RDVERTISING.

3.0. UBJECTIVES.

Z.1. THE RELATIONSHIP OF MARKET CONCENTRATION AND ADVERTISING.
J.l.1. The Marginalist Approach to Advertising.
J. 1.2, Behavioural and Game Theory Predictions.
S.1.3. The Empirical Evidence.

3.2. THE RELATIONSHIP OF PROFITARILITY AND ADVERTISING.

3.3. THE RELATIONSHIP OF SALES AND ADVERTISING.

3.4. THE RELATIONSHIP OF GROWTH AND ADVERTISING.

3.5. THE RELATIONSHIP OF PRODUCT VARIETY AND ADVERTISING.

J.6. THE NRATURE OF THE PRODUCT AND ITS RELATIONSHIP WITH

ADVERTISING.
3.7. SUMMARY.

Ja G, OBJECTIVES.

This chapter sets out to give a brief review of the
existing theory anmd evidernce2 in regard to the deterwminantz of
advertising aside fraom retail power.

The purpose of this is to provide the backeloth for the
first major hypothesis of this werk, namely fthat retail
structure has an influernce on the degree of manufacturer
advertising. For, in order to test the hypotheses concerning
the effect of retail structure on advertising, it is
neccessary to assess which other variables should he
included. Chapter four will examine the existing theory and
evidence 1in regard to product variety so as to provide the
backecloth far the second major hypothesis that retail
Strucfure has a negative influence on the amount of product
variety.

The hypotheses o how retail st ructure affects

manufacturer advertising and brand variety will thewselves be

discussed in chapter five.

THE RELATIONSHIP OF MARKET CONCENTRATION ANMD ADVERTISING.

3. 1.

This section aims to sumwmarize the different schools of

tihought on the relationship betwe=n market concentration and
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advertising and to review the evidence for such

i1}

relationship.

Z.1.1. THE MARGINALIST APPROACH.

Before the advent of models such as Buchanan (1342)  and
Dorfman and Steiner (1354) advertising had little part in
neoc—classical theory. The main reasaon for this was that' the
benchmark of neo~classical theory, perfect competition, has
no role for advertising either as an instrument aof
information or persuasion.

Perfect competitior carmot by its assumptions of perfect
knowledge and costless entry have a role for advertising. The
assumption of perfect information is breached if there are
any costs to any consuner of recieving the information that
advertising contains. Furthermore, Decause covsunars’
preferences have to be perfectly soecified at the outset of
the model there can be no role for persuasive advertising.
The assumption of free entry would be also Bbreached if
advertising was a significant cost of entry.

Thus wmost economists would agr=e that advertising has no

role in the model of perfect cowpetifion although true to

form there are some who {quite wrongly) sugogest it has e.g.
Savage (1371). GBreat controversy however reigns over whether

advertising is informative or persuasive. Some authors such

as Stigler (1961) argue that advertising is informative and

brings the market nearer the ideal of perfect competition.

Likewise Nelsaon (1374) argues that adverfising is purely

information whereas 0Galbraith (1973) sees advertising as

creating wants which are not distinguishad | by modszrn

society From basic needs. This controversy however should
R4
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logically be distanced from the model of perfect competition
since having a ‘degree of the attributes of perfect
competition (be it good information or no advertising) is not
evidence that a market structure is any more desireable than
a market structure with fewer of the attributes of perfect
competition. As Lipsey and Lancaster (1358) demonstrated the
desirability of perfect competition is dependent on all of
its conditions holding absoclutely and simultanecusly.

Whether oar not advertising brings a real world economy
"nearer" to the wodel the fact rewains that the .nodel | iteself
does not have a role for advertising. The other traditionmal
models aof the firm enable advertising to be incorporated but
only in passing and not in & mamer that makes a definitive
prediction of a relationship betweern corncesntrationm and
advertising. The first model of the firm that enabled selling

costs to be. incorporated was Chamberlin’s theory af

1]

wonopolistic competition (Chamberlin 1333). The model ha

seriogus flaws in it as Dewmsetz (13€8) rotes, e.g. the

of totally free entry, selling costs and

incompatibility

product differentiation, but it can be used to illustrate how

advertising can be incorporated inta the traditional wmodels

of the Ffirm. The effect of advertising omn & wmornopelistic

competitor 1is shown diagramatically in figure 3. 1. Prior to

advertising the demand curve is D, and the profit maximising

(MC=MR) quantity is at e, with a price af P .

With advertising demand shifts to D, and the average

total costs shift from ATC, to ATC, . For ease of exposition

advertising has been treated as not varying with guantity,

this is however not a necessary condition.



FIGURE 3.1: THE EFFECT OF ADVERTISING 0ON & MONOPOLISTIC
COMPETITOR.
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In Tigure 3.1. advertising increases demand sufficiently that

the firm increases sales, increases price and increases

profit. As figure 3.Z. illustrates (in terms of total revenue

curves) this is not always the case as it is guite possible

that the cost of advertising will not be met by increased

demand.

Figure 3.Z. illustrates three levels of advertising

T = . = - e ; - "
expenditure (A1, A2 and A3 and the corresponding revenue,

cost and profit levels. In this case Az vields the greater

: - , == -
arofit and illustrates the expectation that the effect of

advertising on profit after a certain point will be negative.
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FIGURE 3.2. : THE EFFECTS OF ADVERTISING ON PROFIT.
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‘The econowmic theory regarding advertising existed in
this imprecise state until Buchamnan (1342) and later Dorfman

and Steiner (1954) formalised this expectation in &

mat hemat ical theorem.

Though there are variations and elaborations on what has
come to be known as the Dorfman and Steiner theorewm the basic

model 1is in essence extrewely simple. Firms will mamipulate

orice and advertising up to the profit maximising point which
is where the advertising sales ratio eguals the eslasticity of

advertising over the price elasticity of demand. This in

itself leads to no direct hypothesis between concentration

and advertising but it does show that profit margins and

advertising are positively related. If profit margins are

Dositivély related to concentration as the traditional theory

predicts them this in turn will mean that there will be a

Dositive reiationship between corncentration and advertising.
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3. 1.2, BEHAVIOURAL AND GAME THEORY PREDICTIONS.

Though the margimalist approach is one method of relating
advertisiﬁg to market structure it is by no means the only
one. Furtherwore it has a number of disadvantages.

It assumes that advertising (and price) can be changed
smoothly and continuously which is clearly unrealistic given
the discrete mnature of the cost structure of advertising.
This does not invalidate the model in terms of being used as
a basis for empirical tests but on a priori grounds it
suggests a better wmodel could be developed.

The model takes mno account of reactions by rivals, which
are likely to be important givem that their reactions will
affect the paetential sales gain. Whilst Schmalenses (1372)
develops the model to include the elasticity of demand with
respect to other firms and the elasticity of response of
other firms adveétising with respect to the Ffirm's own
advertising it does not relate these to market structure.

To explore the relationship between concentration and
advertising it is necessary to spell ocut the behavioural
assumptions in regard to advertising that seem most plausible
under>the different forms of market structure.

There are two incentives for firms to advertisa: to

increase market demand or to increase (maintain) market

share. Such incentives can be expected to vary with differing

levels of market concentration.

In low concentration industries the benefit fthat will

accrue to the individual firwm from advertising that increases

the overall level of market demand will clearly bs very

small. This is simpiy pecause the individual market shares of

o . 1. ikelihood of an isolation
Firms will be very low. The lix



paradox also will be high in an atowmistic market. For though
all firms wmay be better off if they all advertise, the
difficulty of collusion and the appeal of free rider effects
{(i.e. gaining frow the actions of others without incurring
their costs) will m=an that the potential bem=afit will Mot be
realized.

Firms in  low concentration industries may also have a
fairly weak ability to gain market share from other firms dus
to the difficulty in differentiating their advertising and
product from that of other firms. This difficulty wmay be
ernhanced 1if there are scomomies of scale in advertisinmg that
are urnobtainable far these relabively swmall firme.,. A fonic
_Eﬂlarged upon in section 3.3.

Firms in industries which (are of mediun to Migh

concentration will be more likely to engage in combative

s tharm firms in

-

addvertising to gain wmarket share from riva
low concentrated industries or mornopoly.

A pure monopolist will have every incentive to increase

the market demand as all gainms will accrue to it. Combative

advertising will be used only as a deterrent to potential

ent rants.
From this simplistic amalysis one would 2xpect a positive

relationship between concentration and advertising if one

excludes a monopoly situation. If one were to include

monopoly and possibly market structures approaching it (where

firms are likely to act as a monopolist) then one would

expect a gquadratic relationship. The extent of the guadratic

element will however depend an the assumptions regarding

possible ecollusion. This 1s an area on which game theory



sheds some light.

For the prisoner’s dilemwa is an example of what may
occur  in regard to advertising in an oligopolistic market.
The best solution of the pay—off matrix of advertising to all
firms may be when advertising is relatively low but with a
lack of collusion the result may be much higher advertising
expenditure than it need be. The reason for suspecting this
might be a common occurence is that a high amount of
adve§tisiﬂg expenditure is wunlikely to lose sales to a
competitor. However if owne reduces the mumber of firms the
chances of collusion increases. Information flow between
firms will increasa and the ability to respond guickly may
mean that for high levels of oligopoly the Cdilewmna is

"splved".

.

As was shown in chapter two dynamic game theory may mean
that each firw has the charce toc acguire better information
aver time. This would seem particularly applicable in terms

of advertising due to the cyclical "campaigns"” tThat are a

feature of the advertising world. Due to firms often viewing

advertising in terms of campaigns (i.e. an objective and task

met hod) this way be grounds for suggesting that firms will

view advertising competition as a series of Dbattles rather

than a long war to he wan ar lost. If this is the case then

the opportunity for co~operation in terms of limiting the

nature or freguency of battle seews to be likely when there

are only a limited number of firms involved.

One counter argument to viewing cligopoly advertising as

. : - 5 = 5 E ik
a prisoners’ dilemma 1is howeve! that to the extent 1at

advertising is a creative and nebulous art, Tfirms may view

. : . A win. If this iz the case th
advertising as a war they Can win I S ne e e

8s



firms will percieve asywmwetric pay~offs, over-rating their
own ability and under-rating the opposition, and will rot be
looking for collusion. It would still seem impnlausible that
if indeed over firms did not "win" that they would not be
drawr to collusion through experience.

The notions of prompt information and repetitionm over
time that game theory highlights therefore emnhance the helief
that advertising will be a guadratic Furction af

concentration.

J.1.3. THE EMPIRICAL EVIDENCE.
In the same way that there is littie consemsus in  the

theory as ta the nature of a relationship betwesn

concentration and advertising there is considerable diversity

in the empirical results and considerable argument over the

specification of relationships.

A mnumber of studies have looked at the concsntration /

advertising relaticnship from the perspective of testing for

causation runming from advertising to concentration. The

importance of these studies frowm the point of view of this

study is that if there is such an underlying relationship it

would suggest that inter-dependence might b2 a problem when

testing for a relationship between concentration and

advertising. Ordinary least sguare studies that nave

found mo evidence of a relationship between advertising and

comcentration include Telser (13849, Ekelund and Gramm

(1370.1971) for the U.S. and Doyle (1968) and Schnabel (1370)

_ . . 1oy in support of a
for the U.K. The wmost guoted study iy P

relationshio between advertising and concentration 1is perhaps
(1387). It howaver cane in

. - ‘ ; ] ahas
that of Mann, Henring, and Meahan
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for a large amount of criticism, most notably from Telser
(13683) and Ekelund and Maurice (13€3).

Studies wusing simultaneous equation models which have
included a two—way relationship between concentration and
advertising, =2.g. Greer (1971), Strickland and Weigs (137&) ,
Martin (1979), BGupta (13983) and Buxton et al. (1384), have
generally fougd however some forwm of relationship between
advertising and concentration. The implications of these
results for this study will be considered at the end of this
section.

Evidence for testing a relationship between concentration
and advertising on the other hand is more mixed with evidercs
falling into three categories for both general and
constrained samples: no relationshig, a linear relationship
or a gquadratic relationship.

Evidence for suggesting that there 1is a sigrnificant
linear relationship lies in studies by Rees (1373), Ornstein
{(1976) and Brush (i378).

Each of these studies is however of liwmited value in
suggesting that the relationship is a general orme. Ornstein’s
study of 3Z four digit American industries finds a
significant linear relationship at the five percent level but
the power of explamation is limited given the .03 corvelation
coefficient. Brush (13276&) finds some significance between
concentration and advertising but interestingly this
significance disappesars when growth, size of the market and
product character are included. Rees (1373 in a paper
commenting on Sutton’s guadratic results (Sutton 1974,
discussed below) shows the strongest eavidernce for a linear

relaticnship (shown in table Z.1).

8&



TABLE T.1: RESULTS OF REES (1375) EXAMINING THE EFFECT OF
CONCENTRATION ON ADVERTISING INTENSITY.

Constant CkR S CR 5 sg N Rsq
A/8S = =0.550 0. 0764 -0, DOOT0 et =) .62
(1.3 (0.7}
AR/S8 = Q. 255 0.0411 / 1 .51
(4.5)

Mote: Figures in parentheses are t values.

Rees (1973).

His tesults are evidence of a linear relationshin but
whether they refute the evidence of Sutton’s guadratic is
debateable. For as Sutton (1373) points out, in Rees’ study
(Rees (1375) the use of the industry advertising sales ratio
for each product group will tend to "flatten oui" any
relationship. The allowance for tax and duties on Sutton’s
sample wmade by Rees (13735) does however make the quaaratic
term less important (though still significant).

The evidence for non-linsar relationships between
corncentration and advertisimg is slightly more robust,
particularly when limited to heavily advertised products.
Graer (1971) was the first person to provide evidence far a
guadratic relationship which he does in a three equation
model that shows concentration is a significant influence on
advertising as well as vice versa. The waork that Greer {1371)
cites as the theoretical underpinning of a gquadratic
reletionship is Fellner (1263) which though predicting tacit
collusion of nan—-price variables restricts such collusion to
"completely mature monopolies'. As Koutsoyarmmis (1381)
observes this is rather a shaky theoretical foundation for

his smoirical work. Slightly wmore serious however 1is

a7



Routsoyamnis’ criticism that Greer’s results are dependent on
one observatiorn to keep it within the five percent
significance level. - Other studies (which Koutsoyarnnis (1381)
amits from her summary) are however consistent with Greer’s
findings.

Cable (1273) finds evidence for a guadratic relationship
using a sawmple of 26 low priced convenience goods in narrowly
defined U.KX. markets. Cable uses the H-Index as the measure
of concentration and finds the maximum advertising intensity
at an H-Index leavel of 0.403. Within the sawmple Cable finds

that four sectors (toothoaste, lipstick, face powder and

toilzt soap) which are '"close to sensitive psychological

u

drives" do not follow the relationship but that otherwise
there was strong support for such a relationship. The
relationship held both for the ratios of straightforward
advertising to sales and for goodwill (an estimate of the
stock of advertising) to sales.

Similarly Sutton (1974,1373) finds evidence of a
guadratic relationship for Z5 U.K. consuwmer industries 1n
13683 although the same model was not sigmnificant for producer
industries. Sutton (1974) uses a Tive firm concentration
ratio to wmeasure manufacturer concentration and found that

L

the peak Tor advertising intensity occured when the

concentration ratio was 63.35 per cent.
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TRABLE Z.2: COMCENTRATION AND ADVERTISING -~ THE GUADRATIC
FOUND BY SUTTON (1374).

™~

R/8 = -Z.18 + 0.1314 CR S - 0.0013% CR S sguared.
(1.34) (0. 0516) (0. 0004)

R squared = .33

N = 25

|

Note: Figures in parentheses are standard errors.

Sutton (1374).

Cable and Sutton’s results (Cable 1373, Sutton 1374) are
cowmpatible with earlisr work yet still leave guestions
urnarnsweread. If the relationship is indeed a Qquadratic one
thernr beth linear and curvi-linear tests wmay still prove
significant if the samole industries are not Fighly
concent rated ones. Furthermore the fact that it is in the
area of highly advertised convenience goods in the 13607s
that the quadratic .relationship has proved sigrificant
promotes a new area of interest. For it prowots the question
of why is sample selecftion and tne dividing of qcods between
producer and consumer so important. A very plausible answer
is the differing nature of the buyers (both intermediate and
final) and the promotional wmix that is required to appeal to
such buyers. IT this is the case then it would seew that
buyer variables which can be expected to have an effect on
the manufacturer promctional mix e.g. retail concentration
and own label penstration, should be included. The division
between producer and consuwer industries would therefore
appear to be only the very first step towards a better
specification of the structural influernces on wmanufacturer
advertising.

Though Canle (1373) and Suttorn (1374) are perhaps the

8%



leading works on the possibility of a relationship between
concentration and advertising due to their tightnesé of
definition this is mwnot the only work supporting such a
relationship.

Rees (1373) found evidence for a linear relationship and
suggests that the limear relationship is to be preferred ocver
the guadratic since the relationship is "somewhat unclear at
high levels of concentration”. His basis for saying this was
that in Suttown’s original sawmple fthree industries weare
deliberately left out since they had high advertising
intensity. Suttom (1373) however refutzs this (as mentioned
above) and suggests that the findings of beth Ress (13735) and
Reekies (1375) do mwot invalidate his original findings
provided that the original restrictions were observed.
Reskie’s study (Reekie 1375) is slightly unusual in that it
uses a sample of &3 consumer goods but uses orand
concentration rather tham firm concentration. He founmd no
evidence of either limear or curvilinear correlation. 0Orne of
Sutton’s counter argunents (Sutton 13735 to these findings is
that uwsing brand share data is imnappropriate since it is
unlikely +that brand managers will neccessarily engage in
advertising that is damaging to the firm’s other brands. This
sounds intuitively very plausible.

Brush (137&) also finds evidence for linear and quadratic
relationships but interestingly both leose significance when
growth, size of wmarket and product character (durable/non
durable) are included.

Strickland and Weiss (137&) in an often guoted study use
a simultaneocus approach to determine the relationships

between advertising, concentration and profitability. Amongst



other relationships this study provided more evidence for a
guadratic relationship between concentration and advertising.

Buxton et al (1384) in an interesting variation on the
Cable and Sutton approach of CDﬂStPaiﬂiﬂg the sample to
consuwer goods industries have a wide samble with estimates
of sales to consumers and praducers rather than a division
into consumer and praoducer industries. Their results provide
evidence for this "alternative” guadratic which suggests that
the relationship bDetween concentration and advertising in
respect to sales to consumers is highly significant.

A larger more recent study by Uri (1287) provides more
evidence for & guadratic relationshin of ths Buxton wvariety
using 301 U. 8. industries.

Orne aspect that crops up in & nunber of the studiss
wentioned above is disagreewent osver the correct econometric
method to wse. Some authors (e.g.Schmalgnsee 1372, Gupta
1383) are critical of the use of the ordinary least sguares
mathod since estimates are likely to be over-stated if there
are simultaneous relations. Whilst this is correct, the
studies that have used both ordirnary least sguares and
simultan=ous approachs in ’Pegard to concentration and
advertising (e.g. Greer 1371, Strickland and Weiss 137&, and
Buxtomn et al. 1384) have found that the wodels have produced
similar results and that the simultaneocus effects have been
small. This suggests that any bias in this study from using a
single stage model in relation to manufacturer concentration
and advertising is likely te be small.

A potential weakness of all the studies mentioned 1is
under specification due to their failure to explicitly take

into account the efrect of buyer structure. The one model



that has don2 is Lustgarten (1373) which found buyer
concegtratiOH to be significantly and megatively related +*to
manufacturer advertising whilst re-enforcing the relationship
between maﬂufacturer concentration and advertising. It should
b2 remembered however that iLustgarten’s large sample was
limited to producer industries so the area of consuwer goods
and convenience goods in particular still weeds to be

explored.

e i

J.2 THE RELATIONSHIP BEETWEEN PROFITARILITY 4nND ADVERTISING.

There are a number of ways téat thé profitability of a
Ffirm might be expected to influence the level of advertising.

Actual reported profit wmay be expected to affect the
level of advertising according to the2 observation in the
marketing literature that the advertising Sudget may be
determined by an "all we can afford aporoach” (Seligman
1556).

The ootential profit or the gensral affluence of the firm
may also be expected to affect the degree of advertising
according to the managerial theories of the firm e.g. Marris
(1964) and Williamson (13&3).

According to basic marketing texts the setting of
advertising budgets on the basis of affordability is, despite
a complete misconception of advertising, comwon (Kotler 1384,
Canmon  1986). If this is indeed the case orne wonld expect a
positive relationship between profitability and advertisina.

The managerial theories of the firm cover a wide range of
theories but are held together by the concept that the firm
tries to meet a minimuwm performance constraint rather than

profit maximization for the owrers. Any "orofit" or "slack"



above this can be spent by groups within the firm 1in  areas
that yield utility to these groups providing they have
sufficient approval from the other groups in the firm.

Orne such area of expenditure that will yield managerial
wtility is advertising, a fact recognised but rnot emphasised
in the preamble to Marris’® model (Marris 1363 and in
Nilliamson (1963) but igrnored by EBaumol (13&82). Just as sales
yield managerial satisfaction ~s0 will advertising since
managerial status will be enhanced. Thus the greater the
scope  for managerial slack the greater ome would expect the
level of advertising to bhe. An interesting area of TFurther
research would be to explore whether the scope for mamnagerial
slack is related to wanufacturer concentration. A priori one
might expect slack to be positively related to firnm size.
This is because orne might expect it to be harder to disguise
slack in a swaller firm thamn in a larger one.

In the subseguent empirical analveis 1in this thesis
profitability is omitted as a detzrminant of the advertising
level for practical expediency. Ta the extent that
profitability and potential profitability are deterwmined by
maﬂufécturer concent ration and sales them the detrimental
effect of this may be limited. The ewpirical evidence for tihe
relationship between concentrationn and profitability is
controversial. Comanor and Wilson (139€7) previde the main
evidence in support of such a relationship with UWeiss (1369),
Bloch (1374) and Ayanian (13768) showing contrary findings.

The hypothesized relationship between profit margins and
the advertising sales ratio has limited sﬁpport from the
three eauation wmodels of Stricklard and Weiss (137&8) ° and

Martin (1379).



Z.3. THE RELATIONSHIF OF SALES AND ADVERTISING.

It wmay appear surprising to hypothesize a relationship
hetween sales and advertising when the conventiomnal wisdem is
that advertising results in sales rather than the other way
around but there 1= evidence to suggest a fTwo way
relationship. Though wmost marketing textbooks (e.g. HKotler
1984, Pride and Ferrell 13987) suggest that setting the
advertising budget by an "objective and task method"” is the
most logical mesthod te adopt, all refer to the percentage of
sales method in their description of how budgets are set.
Indeed Pride and Ferrell (13987) suggest that the percentage
of sales approach is a more widely used approach Hthan the
abjyective and task approach.

The reasons managers might give for the appeal ofFf the
percentage of sales approach are 2ase of calculation and
financial conservatism.

An explarmation of why firms might set advertising budgets
as a function of sales (which wmay or may w»ot be &
straightforward percentage) can be found in Kay’s work on
research and development within the firm (Kay 1373). Kay
(1973) develops the ideas of Chamwberlain {(1588) and Emery
{(1363) who suggest that a steady state (or harmony) is the
objective of managerial allocation in a charging environment.
Kay suggests:

“Stable parameters (sowe possibly defined in fterms of
rates of change) are operating in the environment of ths firm
and require the firm to allocate certain proportions of funds
to various subsystems if steady state is to be achieved."

Marketing theorists would however be at pains to point
out that such practice ignores the fact that‘advertisiﬂg can

be wsed to increase sales and that to set the budget on  a



percentage of sales precludes counter—-cyclical advertising

and exacerbates cyclical fluctuations.

-

If advertising were set as a fivxed percentage of sales
this would lead to a positive linear relationship between
sales and advertising, however the degree of such & rule and
the resulting relationship are essentially empirical
guestions.

Else (139&8&), Doyle (136838) and EBrush (1378) are three
studies that all predict a negstive reiationship bEtween
sales and the advertising-sales ratio. ARll threes suggest tha
the occurence of economies of scale in advertising wouwld lead
gne to expect such a relationshig. Both Doyls (1328) and
Brush (1378) also attempt to suggest that thare will be a
negative relationship on the grounds that large markets will
be chafacter'zed by freguently purchased gocdzs and that
Freqﬁently nurchased goods are less susceptible tso the
influence of advertising. This is a slightly dubicus argument
on two counts. First, the degree to which a large market wilil
be indicative of freguently ourchased goods is relianmt  on

be

[w]

assuwining price variance and the nusber of customers ¢
gither constant or allowed for in the model. RAdmittedly oprice
variance is allowed for in Dovie’s model but neither studies
allow for the nuwber of customa2rs aoar make explicit ftheir
assumption in regard to it. Second, to measure the effects of
the mwature of a product through the proxy of market si:ze
would appear at best a little ambitious.

The relationship between the level of advertising and
sales is nmot one that has been subject to wmuch empirical
work. The reason for %his is that ome would exoect the

causality +to be two way and so it would be difficult *to

L
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determine whether advertising is high becatuse sales are high

or vice versa.

Evpirical studies (all for the U.K.) that have included
sales as a possible 2xplanation of the advertising sales
ratioc are Else (138&8), Doyle (13€3), Cable {1373) and Brush
(1376).

| Else (13€6) on data for 1331 and 1958 foumnd that the size
of the market had a large negative iwmpact on the degree of
advertising intensity with a curvi-linear relationship
vielding correlation ceefficients of 0.8% and Q.80 when
included with the number of advertised products. However the
resylts are of limited value as £t tests and F tests were not
undertaken.

Doeyle (139€8) finds similar resultshwhEH including =sales
with price and a oroduct charecter dumny variabie. The R
squared being .77 and the sales variable b2ing sigmnificant at
the 93% confidesnce lesvel.

Brush f1976) included sales alomng with the wvariables of
.manufacturer concentration, growth amnd product character
(durable / mnon—-durable) and found it to have a megatbtive
linear relationship with the degree of advertising for a 1338
sample.

Cable (1373) who uses the wnost rzcent sample however

finds no evidence of a relationship between sales and the

advertising sales ratio.

S.4. THE RELATICNSHIP BETWEEM GROWTH AND ADVERTISING.
An  iwmportant aspect that will affect the intensity of
advertising 1is the amount of market/product growth. It is a

t

s

commort Teature of the markstinog literature to suggest  th

s
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warketing and promotional strategy should change over the
product life cycle. In terms of advertising twa hypotheses
derive from the literature, that the advertising/sales ratio
céﬂ be expected to decline over the produﬁt life cycle whilst
advertising per se can be'expected to rise and ther tail off.
The reasons for these-expectatiOﬂs will rnow be expanded upon.

Buz=ell (12c6) suggests that provetional expenditure as a
nercentage of sales will be highest at the introductory stage
of the product life cycle:

"because of the wneed for & high level of promeotional
effort to (1) inform potential customers of the rew and
urnkrnowrn  product, (2) induce trial of thes product, and (3
secure distribution in retail outlets.”

In accordance with this Pride and ‘Ferrell (1387, p283)
ocbserve that for the growth stage a falling advertisinrg sales
ratio should contribute significantly to incressed orofits.
Whether the wmaturing stage of the life cycle will see an
inerease in advertising is debateabls, for though consumer
loyalty will be important firms will probably tend %o rely on
the steock of advertising already built wup. Irw Boston FRox
terms (Boston Censulting Group 1370) firms will be thinking
in terms of wmilking these cash cows and will tend ﬁo =1
unwilling to engage in further investwment.

Thus there are grounds for expecting the advertising
sales ratio to be high early in the life cycle and then to
gradually decline. Thus in terms of a hypothesis one would
expect the change in sales tc have a regative influence on
the change in the advertising sales ratio.

In the declining stage of the life cycle, promotion will
have very 1little importance in the marketing mix with

4

emphasis placed on grice and distribution.



¢ ADVERTISING AMD THE PRODUCT LIFE-CYCLE.
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Orne aof the reasons underlying such a hypothesized decline

in the advertising sales ratio in respect to growth is the
vary mnature of advertising itself. fHdvertising creates a
steck of information which although decaving exists across
time (this is exemplified in the wmodel of Vidale amd Wolfe
1957y, Thus for a product to entet inte the consciosusness of
the consumer intensive {(and rensetitive) advertising is often
neccessary. In the militaristic words of Dean (1331):
"Each advertising attack starts from ground that was taken in
oreviouw foravs, and whare no single onslaught can overcome
the inertia of existing spending patterns, the hawnering of
repetition often overcomes skepticiswm by attrition’.

Over tim= as one proceeds through the product liTe cycle
the profitability of advertising decreases. This is partly
hYecause there is already a stock of advertising and partly
hecause advertising has less of a wmonopoly over the
consumer’s infermation source. As more oeople try a product,
factors such as peer group pressure and product guality in
determining the likelihood of a re-purchase.

It is importarnt to remember however that orowotional
strategy will nat be determined in isoclation firom the other

comporentse of *the marketing mix. Kotler (1384) identifies

T



four broad stratvegies that a firwm wight adopt, all of which
have different implications for the wmarketing mix: rapid
skimming, slow skimming, rapid penetration and slow

an@tration. For convenience goods however it sesewms likely

T

that the gains from a high profils, associated with a rapid
strategy, are so important that a sliow strategy will mot be

feasible and the general relationshio outlined can be

expected. Slow strategies being defined by Kotler as those in
L3

wihich greomotion is low key. An element that will play a part
irn affecting the relationshio is the nature of the buyer i.e.

the place or distribution aspect of the marketing mix. For if

Py
=

the retail szector iz Tairly concentrated trern caininmg market

share rasidly awd becoming a prand leader early will probably

Have & mwmarked effsct on the life time proTitadility of a

nraduck. s ome would expect retail concentration to  re-

anforce the positive relationship with grawth particularly if

mroducts in tke introductory stage are @xcludad.

Y

2

RBossibly dus $o the ecoramic nire—goouoation with

i

manufacturer caoncaentration the empirical work that has been
dome art  growth as a determinant of advertising has been
strictly limited. The work that has been deore gives ambiguous
evidence with Greer (1371) and EBEruskh (137&) providing
contrary findings.

Greer (1371) in a three 2sguation wmodel, as well as
finding manufacturer concentration havirng a guadratic effect
e the advertising sales ratie found growth *to have a
megative lirear effect on it as well.

Brush (197&8) finds evidence for growth having a positive
limear relationshio with the advertising sales ratio when

included with market size and product charecter but  not
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manufacturer concentration.

Z.3. THE RELATIOMESHIP BETWEEN VARIETY AND ADYERTISING.

As was shown in the precesding section advertising will
be greatest when there is & high degree of consumer inertia
to be overcome. This imertia of buying behaviour will not
only be affected by the stage in the product life cycle but
also by the amount of product variety. If there are already a
large nuwber of advertised products then ome might expect the
amount of advertising wn=eded to be successful to increase.

A force working in the opposite direction howsver is the
fact that in a market with a large nunber .of products
advertising will be less successful ger pound spent in terms
of gaining sales tham in a market with a less2r number of
oroducts. The degree that advertising can sway the consumer

will therefore b2 a negative function of tThe nunsber of

§_.
1]

oroducts and  thus advertising will be ss profitable for
firms the mor= the rvumbsr of products. Which one of these two

iikely to dominate a priori is difficult

(U]

oppasing forces i

to gudge although it is possible that the orofitability of
advertising will be the stronger influence. The only work to
Cdate that has included a measure of variety is Else (13&&5).
However this study has two major shortcomings. First, the
measure of variety is liable to be irnaccurates. Grounds for
saying this are the fact that it is calculated on the number
sf brand narnes advertissd rather than on & measure of the
nunber of brands. Second, as wentiormed in the previous
section wa F test or t tests were conducted. These (wmajor)

gsitive

jul
o

shortcomings aside the =study does show a

relationship between variety and advertising intensity.



Z.&. THE NATURE OF THE PRODUCT AND THE DEGREE DF ADVERTISING.

Though every goed or service can be promoted, the degree
that a oroduct is intrimsically "advertisable" must vary if
the consuvwer uses a variety of decisiaon making processes or
if the consumar attatches differing weights to factors within
the decision wmaking process 2.5. pPeEer group pressura.

Ore of the most useful and elewentary classifications of
decision making processes is the division between high
irnvolvement and low involvement 2rocesses. Involvement in
this case being the degree of involvewent with the conscious
part of the brain. Krugman (1379) suggests that there is
nersuasive evidence that tie "information" used fovr law
involvement decisions 1s stored in the form of holistic

i~
1

st

e brain without being subjectsd

de

G

ta

iwages on the right s
to the conscious thought processes of the left. Ignoring the
nhysiological debate the evidence of a decision making
process that uses little conscious thought (Olshavsky and
Granbois 1973) has iwmpartant consequances fur advertising.
For the wmost important part of the low involvewment process is
far the product to enter the long terin memory (Krugman 1373).
The ability for a brand to enter the long term wmemory,
asswning that basic non-compensatory criteria are wmet, is
principally determined according to Engel and Blackwell
{1382) by four fFfactors. These are name registration,
memorability, source credibility and recetition.

As advertising (and television advertising in particular)
is wuseful for these factors cl2arly one might expect
advertising to play more of a part in low involvement
decisions tham in high involvement decisions. In high

involvement decisionms more "objective" information will be



sought and sources other tharm manufacturer advertising will
be used.

In the empifi:al part of this thesis only low involvemsnt
goods will be used to try and reduce the amount of variety in
the amount goods can be advertised. High involvewment goods
will wvary a lot more across markets in the extent that they

can be advertised.

3. 7. SUMMARY
This chapter has thighlighted the influences oM
advertising aside from the retail variables which will be

derived in chapter five. The puroose of this is to highlight

i

the varianlies that should be included along with the retail
variables in the ewpirical aralysis of chaocter severn. This
should allow a bDetter specification of the model of the
st ructural éeterminaﬂts of advertising and will show fthe

importance of including retail variables in future work on

advartising.
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CHAPTER FOUR: THE DETERMINANTS OF PFRODUCT VARIETY.

4. 0. ORJECTIVES.
4.1, MANUFACTURER STRUCTURE AND PRODUCT VARIETY.
4.1.1. BEHAVIOURAL MODELS.
4.1.2. ECONOMIES OF SCALE / SCORE.
4.1.3. EVIDENCE.
4. 2. MARKET SIZE AND PRODUCT VARIETY.
4.2.1. ACTUAL SIZE.

4o 2o 2. GROWTH.

4.2.3. EVIDENCE.
4. 3. THE NATURE OF THE PRODUCT AND PRODUCT VARIETY.
4. 4. A FIRM’S MARKET SHARE AND PRODUCT VARIETY.
4.3. SUMMARY.
4.0. ORJECTIVES.

The objective of this chapter is to review the existing
theary and evidence of the determinants of the level of
product variety im order to sst the sceme for the theoretical
and empirical analysis of the effect of retail variables on
product variety. The structural determinants of oproduct
variety which are identified and reviewed in this chapter are
manufacturer structure, market size, wmarket growth and the
nature of the product.

4.1. THE RELATIONSHIP EETWEEN MANUFACTURER STRUCTURE AND
PRODUCT VARIETY.

The guestion of which market structure oproduces the
aptimum level of product variety is one to which economists
have devoted considerable time and attention to in the last
two decades.

The standard approach has been to compare monopolistic
competition with worapoly. This has been done both through
equilibrium analysis of the welfare implications (2.g. Spence
1970, Dixit and Stiglitz 1977 and Scherer 13793,1380) and by
examination of the dymnamics of competition in product variety

{e.g. Lerner and Singer 1337 and Brander and Eaton 1284). The

103



conclusion that is normally drawn freom such comparisons  is
"that a greater variety of substitute products is likely to
appear under monopolistic cowpetitiori with entry open than
under monopoly with clo§ed entry" (Scherer 1380). Buch a
conclusion is however dependent on various assumptions made
towards behaviour and cost structure. The following three
sub—-sections examine such assuwmptions in order to derive
possible hypotheses between concentration and the level of
variety.

4.1.1. BEHAVIOURAL ASSUMPTIONS: KNOWLEDGE AND SEGUENCT  OF
ENTRY.

Scherer’s wmodel (Scherer 1373, 1380) arvives at  ths
above conclusion by using an amnalysis of oroducht space
analogous to Hotelling’s classic analysis of soatial
competition (Hotelling 1329). A suwwmary of Scherer’s

exposition follows which is aided by figure 4.1.

FIGURE 4. 1: PRODUCT LOCATION.
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In Figure 4.1 there ars two products on the market, A and

B, made by ane (profit maximizing) company. For
simplification the horizontal axis represents a orie
dimensional piroduct attribute (or perciesved attribute’.

Consumers preferences are assum=d to be spread evenly across
this attribute.

The vertical axis represents the integral under the
inverse demand function for all consumers with the nrice of
the goods and substitutes beirmg fixed. The dotted line
represents the producer surplus.

If a new good were to b2 introduced wunder these

ot
i

assumptions it would be introduced at thz wmid-point between 8

the

z
ili
i

and B assuming that variable and distribution cocsts
same for all three goods.

With the introduction of the new product, C, the producer
gains surplus- X and Y regardless of whether he i3 the
producer of A and B as well. If the producer of C is rnot the
nroducer of A and B then the product will be inmtroduced iF SA
+ SE + X + Y exceed the cbst. 5A and B5F are the surplus that
has beeﬁ4§§i;éd from procucts A and B. The momnopolist on the
other hand already producing A and B will only be gainimng X +
Y wihich wmight not cover costs.

It stould be clear from Figure 4.1 that a big influsnce
onn the amount of variety will be the slops of fthe surplus
function which isg determwined by tihe degrea of
substitutability bhetween products. This caveat
notwithstanding omne wmight (wrongly) be tempted to cornclude
that if manufacturing concentration increased the amount of

product wvariety would decreass. However the model above is

desendent on its specific assuwmptions parficularly in reganrd
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toc entry.

For if 1imn the case of monopoly (on2 proaoducer) enitry is
blockaded fthen the only consideration will be if X and Y (the
flow of rent) exceed the cost of introduction. If howaver
entry 1is opern then the wonopolist may inmtroduce product C fo
pre—empt entry by a newcomar since entry wounld 2ntail a loss
of SA + SB to the (former) monopolist.

Other authors show how the amount of variety 1s also
dependent on the assumpotions regarding knowledge and sequence
of entry giving rise to a nuwmber of predictions which are
only indirectly related to concentration. Most of such
authors use dunopoly as the basic wmodel followinmg from
Hotelling’s (1923) seminal work.

Hotelling (132%) had suggestesd that if a third firm
located in the market it would wot locate between the first
two but close to A or B in an open segment of the market.
Chamberlin (1333) however pointed ouat that this would wmean
that there would be an incentive to lesofirag to the outside
until equilibrium was reached with twoe firms at one quartile
and omne at the ather. Lermner and Singer (1337) extended this
by introducing a fourth Firm which they suggested would join
the single firm.

The process of leapfrogoing howeyer has been shown to
occur only under very limiting assumptions most rnotably &
-small number of firms (Eaton and Lipsey 1373, Sraitson 1382).

Hay (1378) suggests that because tihe costs of relocating
can be assumed to be prohibitively high leanfrogging would be
uneconomic. This he demonstrates would lzad to an sven spread
of firms under coenditions of seqguential entry and evenly

spread demand. More dimporitantly for the purpases of this
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study he demonstrates that sequential entry would lead +to

Q

spacing greater than the minimum market. It is reasonable %

ho

assume that the minimunm market solution would occur if
large number of firms entered the market simultansously. It

of s=siwultanesous

]

one were liable to get a higher incidenc
entry in less concentrated industries (in terms of number and
gsize of firms) than in concentrated industries then this
might suggest a negative relationshio between concentration
arnd product variety. The main reason for suspecting  that

simultarneous entry 1is wmore likely in less caoancentrated
i

industries is that it is wmore likely that costs and ftime o

avel of irmitial

ent ry are greater the larger the
concentration.

A static model of multi-product firms that has wmore
explicit inferences for the relationship between manufactiurenr
concentration and variety is that of Raubitschek (13987). This
i3 a mod=2l of product proliferation with multi-oroduct firms
in which there is consitant 2lasticity of substitution arnd no
entry. There are two -key behavioural assuwmpticons that ars
madé in this model.

First, bDrand wanagars behave as monopolistic cowmpstitors
and do not take account of the fact that gains feor their
brand may be at the expernse of the firms other brands.

Second, new product introduction managers play a Cournot
game 1ivw products — that is to say they assuwme in terms of
product offering the other firms will mot repesition exizsting
praducts or offer new ones as a result of enbry.

The result of this wodel is that the nuwber of brands
each firm hazs in =2guilibrium is inversely related to the cost

of introducing a new bramd amd to th= nunber of firms in  the
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market. More importantly the model concludes that the greater
the nuwber of Ffirms ths higher the total rmumber of products
in the market. Despite this positive conclusion the model may
be of limited gemerality becauses of the heroic assumpiions
regarding brand managers, constant slasticity of substitution
and the lack of entry deterring behaviour.

Other models that explore seguential entry assuwptions
,centrary to Raubiteschek (1387), do not suggest ther2 is a
relationship between concentration and ths level of variety
(except through the cost structure)d.

Brander and Eaton (1384) (whilst ackrnowledging the oart
played by costs) stat= "Our basic wessage is that recogrising
the seguential mnature of decision making is important %n
understanding product line rivalry". They demonstratz=  how
sagwenting the market amongst firms is not always the ‘most
rational strategy since a potential entrant wmight be deterred
from entry in an interlaced warket when it would enter a
segrented market. To demonstrate this they use a wmoasml  of
three stage duogpoly in which there are two firms 2ach with
two products. The model shows that when scops (how  many
products to producei, iine (which products to produce) and
putput decisions are made sequentially then the ircumbents
may recognise that a non—cooperative line decision may
prevent entry by outsiders but at the same tiwme avoid price
competition.

Such & mode of behaviour is at the heart of an earlier
study by Schmalensee (1378) into the ready to eat cereals
market. Both imply that because oligopolistic firms have an
incentive to fill product space that variety wmay be

independent of concentration.
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Eaton and Lipsey (1375) suggest that despite the rigorous
models if ore increases the number of firwms and use a wide
rarnnge of bounded and unbournded linear and two dimensional
markets thern one cannot gemeralize about the location of
firms: each result depends critically an the detailed
specification of firms’® behaviour, the natur2 of the markat
space and the distribution of consumers. This is supported by
Archibald and Rosanbluth (1373) who siwmilarly demonstrate
that wien using Lancastrian models {i.e. based 2
charecteristics rather than attributes) with four or wmovre
charecteristics the average brand might have a large rumber

-

of competitors. Similarly, in her review of spati

1
s

i

competition a la Hotelling, Graitson (1382) suggests that in
mary cases, contrary to Hotelling’s model, there is strong
expectation for firms to fill product space when they can.
Thus one has to COHClee that in terms of demand conditions
product variety will be independent of concentration. The
only real reason for doubting this prediction would ke i¥
there is wider spacing under a higher degree of corcesntration
caused by a relationship between concentration and the

propensity for seguential entry as opposed to simultaneous

ent ry.

4.1.2. ECONOMIES OF SCALE / SCOPRE.

As well as the work mentiomned above that looks at the
demand (incentive) side of variety, a large number of studiess
have investigated the supply (ability) side relationsghig
between economies of scale and variety. This side of the
relationship gives a much clearer prediction of manufacturer

concentration having amn impact on variety. The interaction of
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economies of scale and the product life cycle will BGe
discussed in section 4. 2.

Rosen (1974) and Visscher (1373) siow thaé in perfect
markets when ecomnomies of scale are unimportant product scace
is filled Dby a complete spectrum of product varieties *to
satisfy each consumer. When escoromies of scale do exist
however there is a reguirement to liwmit variety to wmake Ffull
use of these economies, mot to do so incurs & cost (Dixit and
Stiglitz 1377). This is also demonstrated by Meade (1374) who
goes on to show how cost considerations will have wmore weight
than the degrees of substitutability.

A point not discussed in thas2 two works is the fact that
economies of scale wmay Ee to sowe extent fransferable  to
related oproducts. For example in the ready to eat cereal
warket it would be plausible to assuwe that cost economies in
the production of "Eram Flakes" would emable cost reductions
in the production of "Bran Flakes with Raisins". Furthermwore
as Bailey and Frisdlander (1382) observe in an axtension of
Panzar and Willig (1375, 1981) econowmies of scope may play an
importént role of extending the models of oulti-product
firms. Economies of scope exist where, as in the s=sxample
above, a single firm can preduce a given level of ouiput of
each praoduct line more cheaply thamn a combination of separate
firms, each producing a single product at the given output
level.

Thus though variety and economies of scale must be
regarded as a trade—-off this relationship will be weakend by
the presence of economies of scope. The extent to which
gconomies of scale / scope are related to concentration will

thus be a prime factor in determining any relationship
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between concentration and variety.
4.1.3. EVIDENCE OF A RELATIONSHIP EBETWEEN MANUFACTURER
CONCENTRATION AND VARIETY.

The few studies that give evidernce of a link between
concentration and product variety have approached the problewn
by examining -behaviour in specific markets, often as part of
(or arising from) government investigations into wmoromolistic
practices.

Such studies have been prowmpted by the theoretical models
and have addressed the gquestion of whether oligopoly results
in “product proliferation” or "competitive leapfrogging'. If
“"praoduct proliferaticn” and "competitive l=zapfrogging” are
incompatible (which is probaktle in  reality Dbut not =
necessary logical condition) then studies of this sort give
an insight into the specification of the relationship between

manufacturer cancentration and product variety.

iste

e

Fer 1if there is "brand proliferation" by wligopo

this iwmplies therese is more variety than orne would expect for

that amaunt of concentratior. The use of the wo rd
"oroliferate” means that the wusers of the word (e.g.
Schmalernsee 1378, Scherer 1373) percieve that such
cligopolists are offering wmore Dbrands than they would

otherwise expect or define as desirable. How wmany brands
would "normally"” be expected is not sge=it out in such studies
but the implication is that if an "oligaepolistic" firm has
more brands tham a "cowmpetitive" aquivilent then this acts as
arn  entry barrier and protects prafits. If oproliferated
oligopoly is not widespread then one would expect a regative
relationship Detween Dproduct variety and manufacturer

coricentration on the basis that fewer firms will mean fewer



brands.

On the other hand evidence of ‘'proliferated" oligopoly
would suggest that any negative relationship between
concentration and variety is likely to b2 much weaker.

Prime examples of studies af variety that have been snin-
offs of Government investigatiems are Schwmalenses (1378) and
Scherer (1379). These studies investigated the U.S. Ready To
Eat Cereals industry as a direct result of the Federal Trade
Commission’s action against the faour largest 4. 8.
manufacturers of RTE cereals (FTC v Kellogg et al, docket nao.
8883). The action centered on the charge that the "practices
of proliferating brands, differentiating similar products and
pramoting similar trademarks through intensive advertising
result in high barriers to erntry into the RTE cereal market'.

Schmalensee (who provided evidence for the FTC) argues

i
-
i

(Schmalensee 1378) that in oligopolistic wmarkets, except
periods of unforecast or rapid growth, ©the incumbent firms
will engag=2 in the above behavicur to pravent further entry.

It Schmalensee’s generalization wihere truse then &
hypothesized negative relationship between concentration and
variety will only be true to the extent that product spacing
is wider the higher the degrese of concentration and to the
extent that a wornopoly does not proliferate products to the
same degree as an oligopo;y.

Central to Schmalernses’s argument is the oremise that
‘agtablished firms crowd economic spaces with brands before
the threat of entry appears". This 1s because product

proliferation is sinking a cost of fighting emtrants befors

n

they appear which removes any doubt in 2 potential entrant’s

mingd over whether incumbents will react to sntry. The concesot
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of sinking costs to warn potential entrants that incuwbents
will resist attempts at entry is a wmore credible threat than
arny expressed threat of ex post action and is well developed
in the theory (e.g. Euchanan 194%, Yamey (1372) and Mcleod
(1987). Schimalensee (1373) iz however the first to relate
this concept to product variety. Schmalensee also points cut
that such a brand proliferation strategy appears to be =a
plausible and effective deterrent against own label entry as
well as “"branded"” entry. His reasoning being that since thare
are increasing returns at swall levels of output Tor
individual brands, own brand entry is most attractive when
there are a few large brands that can be imitated since it is
more likely that production efficiemcy will be attains=d.

Given such an argunent it will be parfticularliy iwmportant
that growth is taken into accournt as well . as market
concentration in the empirical aralysis .pf the wori,
Furthermore as will be discussed in chagptar five the degree
of retail corncentraticn will play an important part in
determining whether "Schmalensee’s strategy" of product
proliferation is a viable one to a manufacturer in  a
urnconcent rated environment.

Scherer (1373) though more concerned with the consumer
welfare considerations of product wvariety and Witk
demonstrating that there 1is too much variety in the RTE
cereals warket also supports the view that high concentiration
has enabled such "proliferation" to come about.

In one of the few case studies to exawine whether
oligopoly results in clustering or proiiferation Shaw (1383)
examines the U.K. fertilizer industry and suggests that tihe

competition for market share resulted in orodueh
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proliferation rather +than in the competitive lszapfrogging
behaviour predicted in the more restrictive models.

Though few works have 2xamimned @xpressly piroduct variety
and concentration, a large number of strategy orientated case
studies contaim some usaful insights inta the relationshio.

Bevam (1374) traces the U.K., potato orisp indushey
Betwean 1360 and 13972 and shows haw tie virtugl maonopely of
Smiths crisps collapsed. His main suggestiaong for collapse
are myaopia and lack of investment 1n a graowth marckat.

da=s net address the concept of variety Hut

]

Interestingly k
if one examines the markat history as BFevan does 1t is
interesting that Swiths fall and biggest change in wmarket
concent ration QCCouUTS before the interest ir niroduct
proliferation (flavours). R~(fi2r the boowm im product rnumbers
1386-69 concentration rewains fairly static. This sudgests a
number-of useful hypotheses for further study.

Firgt of all it suggessts that the strategic variaizle ofF
product wvariety is neccessary to maintain high wmarket skhare
in the absence of other entry barriers but that it is no#®
neccessary to obtain it in the first place. This means one
would expect market concentration, growbth and variety %o be
linked over time.

The effect of sales growth will be discussed more fully
i the next section.

Furthervore the study suggests that market leaders and
followers may pursue differing strategies in regard to the
extent of brand variety, which is discussed in section 4.3,

the above studies nave n»ot

-

The factor that all o
addressed is the influence of the retailer on t he

sffectiveness of brand proliferation as a barrier tao arntry
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which may alter expectations over these relationships. This

will be discussed in the next chapter.

4.2. MARKET SIZE AND THE RELATIONSHIP WITH PRODUCT VARIETY.
There are two aspects of market size that can be expected

to have an effect on the level of variety, the actual size

of the market and the degree to which it is expanding or

contracting. These are examirned in turn.

4.2.1. ACTUAL SIZE.

Orne relationship that might be expected to be dominant in
determining the amount of product variety is the relationshio
between sales and variety, One might expect more variety in a
large market simply becaunse, even if consumer prefarznces are
spread in the same distribution as they are in a small
market, gach potential niche will yield wmore revenus.
Furthermore, it maybe reasonable to expect consuner
preferences to be sporead wider the larger the wmarket, in
which case it would accentuate the trend for more variety in

a larger market.

4.2.Z. SALES GROWTH.

Though this relationship between market size and variety
&ay be a strong general relationship it is important to note,
as was touched upon in the above discussion of Schinalensee
(1378) and Bevan (13972), the amount of growth and the stage
in the product life-cycle is crucial to the amournt of product
variety one might expect.

As Spencez (1373) notes constraints on growth and the
timing of entry put firms in an asymmetrical position with

respect to investwent. Spence does not soecifically address



the issue of variety but suggests (Spence 1377,1373) that
capacity acts as a deterrent to make the market look
unattractive to the potential entrant. In other words the
soogrner & market is stopped from looking 1like a new or
expanding market the less entry is likely. Justification for
this can be seen from the high profile that the “"EHoston Box"
recieves in the marketing literature, irn which an industry’s
attractiveness is mneasured by the percieved growth rate and
by the percieved market share that can be obtained. This
suggests that product proliferation by firms early in a
market’s life will make the marbket unattractive for latter
potential entrants. As the warket enters 2 periocd of maturity
thern products will be falling inte the categories of ‘“cash
cows"  or "dogs". The latter category would mnormally mean
divesting which would leave product variety the same or would
s@ee a fall in numnbers.

An interesting digression to this arguwent and a paradox
for +the "Eoston Box" would be whether "dogs” can be a useful
competitive weapon by stopping other firms achieving cash
cows. An example in this category would be;.aﬂ "oligopoly’s
loss leader. Clearly it is partly a guestion of "Strategic
Business Unit" definition and partly an illustration that the
EBoston Box igrnores other businesses.

Though it may be strategically advantageous for firms to
proliferate early there are limits to how early variety can
start. For though firms may invest heavily in wmarket and
oroduct research the firm still has to Torsee how the market
is going to develop if money invested in launching & new
product 1is not going to b2 wasted. Thus in terms of the

product life cyecle (figure 4.2) ore might expect the nuwmber
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of products to be greatest in nunber at the fastest rate of

growth rather than at the highest level of sales.

FIGURE 4.Z: MARKET LIFE CYCLE AND PRODUCT VARIETY.
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Far it is at this stage that incumbents most need to
praoliferate in order to forstall entry and at this stage that
(percieved) product space is opening ug and offering  Firms
(imcumbents and erntrants) new ogportunities for  launching
"star products”.

That the level of variety is going to be related to the
Yarea” or "volume" of product space is supported by the
literature on tiwming of entry. Bain (1333, pZ8&) first
observed "that the advantage to established sellers accruing
from buyers preferences for their products as opposed to
potential entrant products is on average larger and more
frequent in occurence at large values than any cther barrier
to entry’. Bain does rot exactly spell out why there should
be a lovalty to the first brand but does suggest it is not
because of advertising.

Schimalensze (1382) however picks up Bain’s observations
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and develops a wmodel to give some insights into why this
should be the case.

“At the centre of this model of experience goods is the
notiorn that guality uncertainty is the dominant feature in
the purchase decision and that "when consumers bscome
convinced that the first brand in any product class perforws
satisfactorily, that brand becomes the standard against which
subsequent entrants are rationally judged". In other words

e - i,

the decision making process is a law involvement ome in wihich

oarice .the guality threshold has heen reached there is little

search or ftesting of altermatives. This he sugosests means
that the second brand may not be able to dislodge the first
brand’s position particularly if 1t ig a "Me Toa" product. A
"Me Too product" he defines as being & product offering the
sawe attributes but at a lower price. He also suggests that
ecovamies of scale (and presunably learming curve economies)
will accentuate the advantage of the first firm.

Schnalenses (1%82) characterizas successful ent rants
{(i.@. not the first firm) as denerally having differentiated
the@sélves sufficiently frowm their predecessors as to appear
"pigneering" to at least a sizeable segment of Buyars.

If Schmalensee is correct in his gemneral hypothesis, and
it is essentially an ewmpirical question to assess whether he

is, then the logical conclusion is that the first into &

market niche (whether the first into the market as a whole or
not) is likely to be successful. The implications for variety
and growth being that variety is likely to peak early in  the
growth stage when perceptions of the evolving wmarket are
a firm to gamble on investment in a2

certain enough for

product (cr extra product) but uncertain ernough that a
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propovrtion of these products will not survive when the market
matures. In the maturity stage of the wmarket perceptions are
likely to be more accurate and well grounded with the
incidence of new brands being outweighed by the incidence of
parlier Bbrands who wmis-read the market. Though one would
expect brand exit to be higher than brand entry it should be
noted that brand entry may still be contemplated by firws
trying to prolong or rejeuvenate the market with new brands
{particularly spin—-offs or developmernts of market leaders e.g

diet coke, baked beans with baconburgers etc).

4.2.3. EXISTING EVIDENCE.

There is scant evidemce an the amount of variety amd its
relationshin with market size and growth at a market level
and no systamatic study of the subgect. A nuwmber of case
stuudies howsver show how there are advantages of being the

first established firm and'shaw the success of proliferating
heavily advertised brands early in the market 1life cycle.
These studies indirectly suggest that brand variety is likely
to be high in the early stages of growth as firms attempt to

gain the all so importanmt early advantage.

In the unigue area of prescriptive drug markets, Bond and

Lean (13977) and Gorecki (1286) show evidence of "
gsubstantial amd enduring sales advantage" *to the first
established firm. Bond and Lean’s study alsec gave an

observation that Ythe trademark protection of brand names

o bar the success of low priced substitute brands

i

appears
arnd within the framework of the presemt drug distribution

system, that barrier appears toc be far more powerful than

patent protection'.
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Whitten (1373) in a long terwm historical study of the

U.S. cigarette industry suggests that advantages seem to

accrue to first entrants.

Shaw and Shaw (1382) similarly find inm & study of th

i}

Western Europe synthetic fibres industry that early entrants
who establi;hed market leadership relatively =arly in ftine
growth stage maintained their lead nearly twenty years later.

Fortumne (23, February 1981) traces how Procter and Gawble
survive as market leader in the washing powder market thirough
their gtrategy of product preoliferation and intensive
advertising.

Bevan (1374) is an interesting contrast toc tie mowopoly
orientated studies in that the market lzader ({(Snitis)
crashes. One plausible exnlanation of this crash which is nost
refuted by the evidence is that Smiths créshed becausze of
their failure to proliterate - the first firm to do so
became the market leader. Such am explanation is clearly
oversimplistic in that it ignores Smiths wore gesmeral failure
tg Tforecast and invest but it does suggest *that market
variety and growth will follow a similar trend 2ven if the

wmarket leader is slow in introducing varieties.

Thus in total there is a good deal of case study esvidence
in support of the advantage accoruding to the first established
firm in the wmarket which may be aided hy product
proliferation and advertising. 5Such 2vidence is consistent
with the hypothesis of a positive relationship between

b

variety and growth on which there has been no direct

enpirical wark.
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4. 3. PRODUCT CHARACTERISTICS AND PRODUCT VARIETY.

It could be argued that the degree of variety is not just
a function of market, structure (be it size, growth,
concentration or whatever) or of market strategy but will
depend on the particular market under considevation since the
possible charecteristics or attributes of products will vary.
Theoretically the nuwber of different charecteristics onr
attributes a product can have probably fends towards infinity
but aside frow ocur market structure and strategy variables
this will be limited by ftwo factors - market definition and
consumer taste.

By adopting a narrow market c=finition it would seew
reasonable to assune that there is less room for variety than
a larger definition. For example there is less possibkility of
variety in the salt wmarket than in the seasoning market.

Consumer demand might be more widely regarded as a biggenr
limit teo wvariety and it could e argu=ad that for some
products there 1s a greater range of accepntable varieties
e.g. the flavours of ths crisp or preserve market compared to
the sausage market. Though the numsber of varieties of any
oroduct is in theory almost unlimited consumer demand will
limit the range if there are identifiable product clustars
i.e., demand for characteristics i1s not evenly distributed
over the whole possible range. Such clustering of demand can
be wmapped, for example Johnson (1371) shows how preferencs
density can be wmapped in the case of the U.S. beer market on
such variables as bitterrness and strength.

Just how much diversity of variety is due to inhersnt
differences in demand is difficult to assess and accordingly

in order to assess the impact of structural variables it is
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neccessanry to standardize the +type of market under
consideration. Thus the markets one would use in  any
=

empirical study must not be widely different in terwms of

value or in terms of buyer.

4.4. A FIRM’S MARKET SHARE AND PRODUCT VARIETY.

An area of interest that arises from the theory and
evidence discussed in section 4.2. is whether there will be
differences in policy of the market leader as compared +to
firms with smwmaller market shares. As has already been
identitied there is evidence of the high rate of success of
the first firm to enter the market remaining the wmarket
lzader, particularly when the firw produces a range  of
products early in the growth cycle.

The interesting question that then arises is: though
thera is élenty of evidence to show that firms with the
highest market sharsz have a range of products, do firms with
a smaller market share compete against the whole range or do
tThey aim for selected wmarkets ? A priori, ore would expect
the answer to this guestion to be affected by the retail
structure that manufacturers face. For, as will be discussed
in the next chapter, high retail concentration may re-enforcs
the security of a manufacturers market share from horizontal
Brand competition and re-enforce the manufacturers’ desire
for market segmentation.

The convenience sector does not easily lend itself to the
product spacing type of analysis domne by Shaw (1581) on the
fertilizer industry {in which there is evidence ot
clustering), but the bDrand policy of different ranking

manufacturers can be observed by rnumber of products. This

e
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{simple) type of amalysis is to wmy krnowledge mnew and will
shed some light on the general effect of retail structure on

brand ranges of convenienc2 good manufacturers.

4.5. SUMMARY.

The bulk of the economic literature on product variety is
not concerned with what determirnes it but is more concerned
with the specific area of oligopoly behaviour and product
variety. The bulk of the marketing literature omn brands on
the other hand is aimed at brand nanagement and paortfolio
analysis. This chapter has reviewed this literature in the
wider context of structural determinants of product variesty.
Manufacturer. concentration and warket size would on the basis
of the existing work seem to be the wmust lik2ly chief
influences. In the ewmpirical work later in this thesis
hvypotheses concerning these variables will be tested. The
central focus of this thesis is however the effects of retail
coancentration and own label penetration and as will be shown
in  the next chapter this can be expected to manifestly alter

manufacturer strategy in regard to variety and advertising.
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CHARTER FIVE: THE PREDICTED EFFECTS UOF RETAIL CONCENTRA&TION
AND OWN LABEL PENETRATION ON ADVERTISING AND
PRODUCT VARIETY.

S 0. OBJECTIVES.
J. 1. ADVERTISING - A EBRIEF RECAPITULATION.
5. 2. PRODUCT VARIETY - A BRIEF RECAPITULATION.

S 3 THE DIRECT EFFECTS OF RETAIL STRUCTURE ON PADVERTISING
AT MARKET LEVEL.
3. 3. 1. RETAIL CONCENTRATION
5.3.2. OWN LABEL

S. 4. THE DIRECT EFFECTS OF RETAIL STRUCTURE ON PRODUCT
VARIETY AT MARKET LEVEL.
S. 4.1, RETRIL CONCENTRATIGN.
S. 4. 2. OWN  LAREL.

5.5. THE INDIRECT EFFECTS OF RETAIL STRUCTURE ON ADVERTISING
. AT MARKET LEVEL.
J.5.1. MANUFACTURER COMNCENTRATION.
S.5.2. PROFITARILITY.
3.3.3. SALES.
S.5.4. PRODUCT VARIETY.
S.8. THE INDIRECT EFFECTS OF RETAIL STRUCTURE ON PRODUCT
YVARIETY AT MARKET LEVEL.

5.6.1. MANUFACTURER CONCENTRATION.
5, 6.2. SALES. .
5.7. EFFECTS OF RETAIL STRUCTURE ON ADVERTISING AT FIRM
LEVEL. '
S.7.1. RETAIL CONCENTRATION.
S.7.2. OWN LABEL.
S.8. EFFECTS OF RETAIL STRUCTURE ON PRODUCT VARIETY AT FIRM
LEVEL.
5.8.1. RETAIL CONCENTRATION.
5.8.2. OWN LABEL.

S. 3. SUMMARY.

S. 0. OBJECTIVES.

The objective of this chapter is fto develop testable
hypotheses of how retail structure affects the level of
advertising intensity and the degree of product variety.

Suech hypotheses have to be comsidered in conjunction with
the other variables that wmight inTluence advertising
intensity and product variety. These were considered in

chapters three and four and are briefly summarizezd in
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sections S.1. and S.2. below.

Sections 5.3. to 5.6. develop the retail hypotheses from
the market perspective wheresas sections 5.7. and 5.8. form
hypotheses for the firm perspective. The latter is examined
due to tne differing effects one might expect on firms of

different size, market share or sales ranking.

S.1. ADVERTISING - A BRIEF RECAPITULATION.

In chapter three the existing literature on t e
determinants of advertising intensity was reviewed. It is
worthwhile Just recapitulating this literatura to identify
some of the variables that should be included in this study.

The main thrust of the literature was concerned with
establishing whether or mnot there was a link between
manufacturer concentration and advertising. RAs was noted the
controversy over such a link rages as strongly as any oather
within economic literature. Ther= are three wmain (and
diverse) standpoints into which wmest authors fall.

First, there are those who refute any such relationship.
The wmain study supporting this viewpoint is by Reekie (1373).

Second, there ars those who support a positive linear
relationship. Rees (1373), Erush (137&8) and Ornstein (10786)
provide supporting evidence.

Third, there are those who find evidences for rmon-linear
relatienships. The wmajority of these studies find evidence
for a nmon—-linear relationship in the guadratic or inversad
gt farm rather than the more =2lementary curvilinear
relationships. Swupport for & guadratic relatioﬁs%ip SOones
From both single ecuation models =.g. Cable (1373) and Sutton
(1374) and from the multi-eguaticn models =.g. Stricklanmd and

RS —
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Weiss (1976€) and Buxton et al (1284).

Manufacturer concentration has beew regarded as ore of
the possible determinants of the degree of advertising
intensity. Given the disagreement over the form of its
relationship both in theory and in empirical work tests  for
livear, loglinear and qguadratic relationships will be
undertaken. As was shown in chapter three it is only one of
a number of factors that wmay influence the degree of
advertising intensity. The extent of other barrierz to entry
is clearly one factor thaﬁ could affect the amount af
advertising (Ferguson 1974). For if theres are high barriers
2.g. scale economies or a hard to copy product, them the nesad
te advertise to protect or increase market share will be
reduced.

Arnother possible determinant that has beer tested is that
of profitability (Strickland and Weiss 13976). This has
widespread appeal due tn its cowpatibility with zocme of the
rules of thuwmb that managers use in setting advertising
budgets e.g; "the all vou can afford approach”. I% iz also
consisterit with the wmamnagerial / satisficing theories of the
firm that suggest that managers will gain utility from large
amecunts of advertising (e.g. Cyert and March 1963 and
Williamson 19&3). Although the variable of profitability is
appealing, it is not tested in this study dus tao the
difficulty of its measurement. The difficulty arises from the
conceptual difference of reported profit and a more nebulous
measure of real well being. The latter would in an  ideal
world be the aporopriate wmeasure and would taks account aof

the degree of managerial slack and firancial resources. NMNot

only would using a wmeasure of reportad profit be & poor



approximation of "real profit" but data collection at sector
level would be a task approaching the haerculean.

A variable that ome would expect to yield a high
correlation with the advertising ievel is that of sales.
Sales will thus be included in preliminary tests oan  the
industry level of advertising as an independent variable.
As, however, the main objective of this work is to understand
the factors affecting the intemsity of advertising rather
than the absolute level of advertising, sales will be
incorporatead through the dependent wvariable i the

advertising sales ratio for the subsequent market tests.

3.2. VARIETY - R BRIEF RECARITULATION.

Chapter Tour reviewad the existing literature om  aroduct
variety and identified some of the main determinants of
variety.

Arn  iwmportant observation in the chapter was that the
nature of the product and the consuwer buying process were
likely +to have a very strong influence on the levels of
variety across industriss. In order to avoid such -a -de-
stabilizing effect on testing for other possible determinants
of the level of variety the sample was limited to convenience
goods where the buying process is more howmogensous.

Sales were also identified as likely to bBe a strong
influence on the degree of variety. Sales would be an
impertant influence both in terms of absolute size of fhe
market and in terms of the stage of growth of the market.

The main thrust of the literature was howsver the rolz of
manufacturer structure which is examined wmainly fthrough

models that are developed without regard to the marketing
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channel as a whole. Due to the problems of variations in

product characteristics and buying processes ne  economebric

studies of product variety have bsen undertaken and as  was

shown the "evidence! of influences on product variety has +to

date come from case study aporoaches of different markets.

5.3; THE DIRECT EFFECTS OF RETAIL STRUCTURE ON ADVERTISING
AT MARKET LEVEL.

Retail structure may affect the amount of advertising and
brand variety in & number of ways either directly or
indirectly. The direct effects are thz influerce of retail
structure on the strategy of wmanufacturers whilst t he
indirect}effects are the influence on other variaoles that in
turrn may arftect manufacturer strategy. In this section the
direct effects of retail structure on advertising will be
examined. The two "measures'" of retail structure that will be
used are retail concenmtration and ocwn label penetration. It
may be argued that own label pevetration is indeed not a
structural variable at all but a retail performance variable.
The importamce of such a distinction will be relevant Lo
ewpirical énalysis, for if there is a relationshino between
retail concentration and own label penetration them oproblams
of multicellinearity may result. For the time being howsvar
such a distinctiocm will be igrnored althaough the relationship
between retail concentration and own label peretration is

fully discussed in appendix B.

S. 3.1 THE DIRECT EFFECTS OF RETAIL CONCENTRATION On
MANUFACTURER ADVERTISING:

Tie main effect of an increase in retail concentration
will hBe to reduce the poterncy of manutacturer adverftising.

This is because advertising to consumers will bhecome lzss
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important relative to other aspects of th2 promotiomnal mix
like trade warketing. The reason is siwply that gaining
shelf-space: with large retailers will be more important than
promoting consumer  awareness for convenience oroducts.
Underpinning such an assumption is that for wmost convenience
products the ease of purchase has becowe more important than
individual brand selection. Buch an assertion for grocery
products at least, dates back to the observation by Naden and
Jackson (1353 that people are primarily intarested in
purchasing  a. basket of grocery products and that brand
decisions are subservient to the initial decision of store
choice for the basket as a whole. The sacial and economic
change that has seen a growth in such a decision wmaking
process was shown in chapter one. Thus as concentration grows
the iwmportance of retailer relatioms will accordivgly grow
for the manufacturer.

The potency of manufacturer advertising may also have
been affected by the growth of promotion activity iy
retailers which has been facilitated by the growth in  retail
concentration. Large retail chains may have been able to take
advantage of ecornomies of scale in promotion. The presence of
such economies of scale are widely guotaed by in the retail
field, e.g. MeClelland (139€6), Dawson and Shaw (1987), and
can arise in three ways. First, in terwms of wmedia selection,
large scale advertising carn lead to wmore efficient means of
advertising becowming viable e.g. television {(Porter 137%Db).
Second, a larger séale of operations can lead to
specialization in the labour force. The larger companies can
employ specialists in areas such as wmerchandising and

prowmotion. Third, scrambled wmerchandising which has h&een
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associatad with U.K. retail change (Dawsan and Shaw  (1387)
means that the costs of cerporate or store oromoetion are
spread over a larger turmover. The resulit of increased retail
promotion, for convenience goods at least, is to re—-enforce
the general effect con the consumer decision making process of
making store choice for a selection of goods a higher
priority than the cheice of individual brands. It may even be
possible to make the gemeralization that with the iﬂcrease-in
income more products are thought of as convenience goods.

The grawth of such processes leads tc a decrease in the
potency of manufacturar advertising which can be =2xpzctad to
have an effect on the degree of manufacturer advertising. I%

rmeans that the awount of advertising needed by manufacturers

Th

.

to have the same effect as previcusly will increase. 5

will increase the rate of substitution of advertising for
other components of the prowmotional mix. Thus such activities

as trade marketing amd in store prowetion can be expected %o

increase.

A priori therefore, overall expectations are for a
positive relationship between retail concertration and

manufacturer advertising.

5.3.2. THE DIRECT EFFECTS OF OWN LARELS ON MANUFACTURER
ADVERTISING.

An often gquoted reason for the decline in wmanufacturer

advertising, particularly by the manufacturers thewselves is

the growth in own label. The degree of own label penatration

wmay directly affect wmanufacturer advertising in both a2

positive and a negative wanmer. Tne forces that encourage

increased expenditure arise frowm the need to maintain a

percievad guality difference to maintain the price
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differential between wmanufacturer and retailer brands. The
greater own label penetration becowes the more importamt it
is to have a higher quality image. To be percieved as the
same guality as an own brand is catastroghic for a
manufacturer brand because own brands have inherent price
advantages (mainly deriving from prowotiomnal advantages). The
more own label penetration increases however the wmore doubts
about own label guality are erased. This will be true both
within a sector and across all sectors. Therefore there is a
focrce acting on the manufacturer to increzase differentiation
of their products as own label penetration increases. One
means of doing this is to increase advertising exgenditure.
IT there were no other Torces one would thus expsct a
positive limnear  relationship tetween own label penetration
and advertising.

One counter—acting Fdrce that may distort such a
relationship is that &t low levels of penetration hReavy
advertising may be usad to deter entry, the incentive for
which will diminish as own label share increases.

Furthermore the increase in own label penetration  along

with the increase in retail concemtration is likely to reduce

P

the amount of variety and reduce the number of firms in
market. Both of these effects would be likely to ilmad to a
decrease in manufacturer advertising. The mechanisws of these
indirect effects will be discussed in section 3. 5.

S. 4. THE DIRECT EFFECTS OF RETARIL STRUCTURE ON PRODUCT
VARIETY AT MARKET LEVEL.

The variety of products offered by wmanufacturers can,

like manufacturer advertising, be expected to be affectsd by

ratail concentration and ocwn label.
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S.4.1. THE DIRECT EFFECTS OF RETAIL CONCENTRATICON ON FRODUCT
VARIETY.

The direct effect of retail concentration orm brand
variety should be negative possibly in a log linear fashion.
The jgustification for such a hypothesis is that because of
economies in supply and promotion (=2.g. lower transaction
costs and economies of display!? large retailers will prefer
to stock only a few leading bramds in a sector. From a
retailers point of view product variety is costly if the
total market does not increase as a result. Underpinning such
an assuwption is that by not offering a wide croduct range
there is no detrimental competitive effect in relation to
cther leading retailers. The evidences of the period 1370 -
1981 in the U.K. is that product range within ssctors was not
used as a competitive weagon by retailers and it, is only
since 1381 as competition between large retailers has got
more intense that attention has been paid to variety as a
covwpetitive weapon. Retail competition between the larger
players nas become more intense as obtaining market share has
becowe wmore difficult. Large gains from the independents are
at an end and opportunities are diminishing for lcocal aut of
town ﬁoﬂopolies end with the advent of retail saturation.

That large wultiple retailers during the period wers not
interested in widenimng oproduct range only leads to the
hypothesed relationship if . there has not been a
countervailing boom in the product range of other surviving
retailers. Due to the high rate of exit of swmaller retailers
it would seem that any growth in product range amongst small
retailers is unlikely to outweigh the decline in hetrogeniety

of products likely to be found with & more atomistic retail



structure.

Though one wmay expect a negative relationship betwsen
retail concentration and brand variety for the reasons stated
above there is a force operating in the opposite direction.
For in sowe markets at least "following" firms will have +to
offer the same variety as wmarket leaders in order to offer a
viable alternative to the retailer. For leading manufacturers
an increase in brand variety may offer a chance to increase
bargaining power over the retailer as was wmentioned in
chapter two. If leading manufacturers wsre able to adopt this
strategy then it is possible that followers would imwmitate
them if aiming at the same markat. Such potential behaviour
between manufacturers of differing market position is
examined in section S.8.1. although without the empirical
;nalysis of chapter eight predictions in this area are likely
to be inconclusive.

S.4.2., THE DIRECT EFFECTS OF OWN LABEL PFPENETRATICN ON PRODUCT
VARIETY.

One would expect the degree of own label pevetration to
have a wmarked negative effect on the nuwmber of manufacturer
brands available. This is because own labels wharea offered,
in particular those belonging to multiple retailers, have
been targeted {(during the period under review) at the low
price end of the market. The reduction in opportunity for low
price brands will have led to a nuwber being withdrawn. Due
to their inherent oromotiomal advantages own labels have alsc
been able to offer in many cCasss, guality comparable to wuch
higher priced brands making the competitive environment for
mary maﬂufécturer brands wmuch harder. Manufacturers may

retaliate to such a threat by increasing product development
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so that they offer something that own label brands do rot bub
it wmust be remembered that in most cases the pay-back time
will be shortened becauss if they are successzful they will
attract own label iwmitation.

The specification of the relationship is likely to be
non—=linear on the grounds that most low priced or low image
brands will be eliminated after a certain threshold of own
label pernetration has been reached and that brand leaders are
unlikely to face elimination in the Fface of own label

competition.

S5.5. THE INDIRECT EFFECTS OF RETAIL STRUCTURE ON ADVERTISING.

As well as identifying the direct effects that retail
concentration and own label nen@tration have orm advertising
.it is worth considering som2 of tThe indirect effects that may
be present. Indirect effects are the effects on variables
that may in turn determiﬂe the degree of édvertising. Wher it
comes to testing for such effects wusing cordinary least
sguares regression one has to be careful to identify
multicollinearity since strong indirect effects wmay upset
multiple variable testing. An example of this would be if one
were hypothesizing a sproﬂg relationship between retail
concent ration and manufacturer concentraticn then t he
inclusion of both retail and manufacturer concentration in
explaining variation in advertising would, a priori, be
T

likely to lead to multi-collinearity. ests of this mnature

however are still of benefit because they help %o identify

the effects that are present even if the extent of thewm would

reguire further analysis.



S.3. 1. MANUFARCTURER CONCENTRATION.

It might be expected that an increase in retail
concentration and the reduction of buying points that it
entails would lead to an increase in the concantration of
Brand wmanufacturers. Fewer buying points and the greater
standardization of such  buying points {(in terms of
reguirements) mean that fewer manufacturers will be
successtul in megotiation. Fewer wanufacturers will be able
to meet the requirements of these now all iwportant buyers
Tfor a variety of reasons including costs of psroviding fer
these buyers and the fact that buyers may only be interested
in brand leaders.

Tha advent of own labels in the convenience sector has
undoubtedly given some of the smaller marnufacturers a chance
to expand. This however will not be reflected i the
concentration of branded manufacturers, indeed to the 2xtent
that it encourages swall branded manufacturers to abandon
branded goods completely the effect of own labels will be to
increase concentration.

It would appear that manufacturer concentration (whether
branded or total market) has increased due to the decline in
the nuwbers of swmall firms. Theres are grounds for suspecting
that tihe decline in the firwm population is a direct result aof
retail change given the centralized sourcing policy of the
multiples. Thera wmight be a case for expecting a non-linear
relationship between retail concentration and wmanufacturer

concentration onn  the basis that over a certain threshold

variety will play a part in inter-multiple cowpetition,

whereas below such a threshold wmultipole gains come from the

smalil independents and are largely incecendent of brand own



firm variety.

If retail concentration is positively associated with
manutracturer concentration the problem of identifying the end
result on manufacturer advertising still rewains. For as was
shown in chapter I the relationship between manufacturer
concentration and advertising is disputed. In chapter 8
therefore it is proposed to test whether there is, first, a
relationship between retail corncentration and manufacturer
concentration and secondly whether the latter is correlated
with advertising intensity.

Thus though =a positive relafionship might be expected
betwesn retailer and manufacturer concentration the expected
effect on advertising is dependent on which wmodel one

prefers.

S.5.2Z. PROFITABILITY.

One way that retail concentration might affzot
advertising levels is by affecting manufacturar
profitability. A8s was evident in chapter two a growth in
retail concentration leads to a reduction in bargaining power
for the wmanufacturer. In U.R. investigations, initiated by
the goverrment into discounts to large retailers it was found
that manufacturers margins had suffered (Mornopolies and
Mergers Commission 1381 and the Office of Fair Trading 1383).
No action was recownended by these reports on the basis that
the savings were being passed to the consumer. Though these
reports give anecdotal evidemce of increasing retail
concertration having an adverse affect on marnufacturer
profitability there is no empirical evidence of a widespread

fall in profits.



The fact that there has been a decrease in manufacturer
bargaining power 1is beyond dispute but this does not
necessairily wmean that ome would expect a fall in reported
profits. The reason for this is twofold. First , the decrease
in bargaining power might not affect reported orofits but
wmight affect the long term profitability of the firwm if the
pressure is absorbed by mamagerial slack. This managerial ar
organisational slack (Cyert and March 13&3) is the degree to
which mamagement has discretiomnary power to follow objectives
octher than ‘corporate profit. Secondly, if profit 1is
determined by factors other than bargaining power then
changes in bargaining pcower may not play a significamt role.
I terms aof our analysis in chapter two such & consideratiaon
may seem suprising but it is important to realise that fhe
structural determiﬂan%s of bargsining power Are determinants
of potential powar rather than actual (or enacted) power.
Thus to the extent that enacted bargairning powsr does not
reflect potential power profitability will be unaffected. IF
profitability (whether reported profit or general well being’
is affected then one may get an effect on advertisiﬁg
intensity. The reasoning behind a 1link betweer advertising
and profit principally derives from observation that many
wanagers and executives seem to form {(ovr amend) an
advertising budget on a "what can we afford basis". Empirical
evidence on a relationship between orofitability and
advertising is predictably awbiguous. Caomanor and Wilson

(1967) provide the main evidence in support of a positive

relationship with Weiss (1363), Bloch (1374) and Ayanian

(1397&) Finding no evidence of a relationship.
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S.5.3. SALES.

Ore possible effect of increasing retail concentration in
theory at least is an increase in demand. Given that there
are economies of scale in wass wmerchandising methods it seews
fair to assume that with increased retail concentration one
will get increased retail promotion at least up to a certain
threshold. If this is the case then total demand should rise
subject to the demographic constraint identified in chapter
orne. Promotion is effective as it seews inconciesvable that
all gains frowm promoticw come at the cost of other retailers
in the samwe sector.

A counter argument to the assertion that the increass in
retail econcentration has led to an increase in retail
promotion is that the line of causality rums the other way.
That 1is to say that it is increased prowmotion (particularly
advertising) that begets high concentration and not the other
way around. This important point is well discussed in Fulop
(1984) who argues that iv is the structural features in
retailing which have been the chief determinants of an
increase in advertising. Fulop (1384) suggests that retail
advertising is not a viable barrier to entry given the wmulti-
causal factors of growth such as "ivmovative Torms of
retailing and retail technigue; entrepreneurial skills; more
convenient locations; immediate availability of merchandise:
wider choice, either frowm larger shops or specialization;
lower prices: longer opening hours'.

- It would therefors seswm that retail concentration has an
effect on retail promoticn which in furn increases sales
which in turm is ome factor positively affecting the level of

manufacturer advertising. The extent of such an =ffect
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through such a chain is likely to be limited and is likely %o
be obscured by other related effects. These other effects
will include the degres to which retail promotion changes the
consumer decision making process and reduces | the
effectivenass of manufacturer advertising. As will be
discussed in chapter saven the sample will be limited to
convenience goods where it can be expected that decision
making orocesss=2s are homogeneocus and where the eaffects of
retail concentration are uniform.

One aspect of retail change which will affect the level
of sales adversely is the growth of own labels. This is
becausse own  labels are characterized (or at least ware
originally characterized) Dy being low price substitutes for
lower oroducts. If this i1is indeed the case and orne 1is
measuring sales by total value then a move to own labels will
reduce the total value of the market. If retail concent ration
leads to cheaper grices as it seews to have done té@ﬂ this
too will reduce the market size, although at veary high levals
of concentiration one would expect prices to increase. Given
that the size of the wmarket is likely to be an important
determinant of the level of advertising such a change should
ot be ignored. To sowme extent it is a nominal change in that
the measure of total market is likely to be a proxy wmeasure

for the potential market size as perceived by manufacturers.

5.5. 4. PRODUCT VARIETY.

fis was demonstrated in sections J.4.1. and S.4.Z2. ore

would expect retail conmcentration and own labels to have a

direct negative effect on product variety.

As was shown in chapter three it might be expected that
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the degre=2 of product variety would have a negative effect on
the amount of advertising simply because there are fewer
brands tc advertise and with which to compste.

Given these two expected relationships it follows that
orne can expect an indirect negative effect on manufacturer
advertising from retail concentration and owWn label
penetration through their influence on product variety.

S.6. THE INDIRECT EFFECTS ON PRODUCT VARIETY OF RETAIL
STRUCTURE.

Just as retail concentration and own label bEﬂEtPatiDﬂ

will have indirect effects on advertising they will have

indirect sffects on product variety.

J.6.1. MANUFACTURZR CONCENTRATION.

As was demonstrated in section S.35.1. one might expect a
mositive effect on manufacturer concentration of increased
retail concentration or own label penetration. In chapter
four it was suggested on the basis of previous studies that

e

manufacturer concentration would be negatively related to

nroduct variety or altermatively that it might take the form
of a "U" shaped relationship. Therefores there may be a case

for an indirect relationship betweern retail structure and-

variety.

Inn section 5.5.3 it was suggested that there wmight be &

weak positive relationship between r2tail concentration and

sales. In chapter four it was suggested that ome would expect

a strong positive relationship between sales amnd variety

because of increased voluve and because of an increased range

,_4
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of tastes.

S.7. THE EFFECTS OF CHANGING RETAIL STRUCTURE ON ADVERTISING
AT FIRM LEVEL.

In the following section the notion of market leaders and
markéf followers will be introduced. The reason for doing so
is that retail structure can be expected to have differing
effects on firms with different market positioms e.g. a high
degree of retail concentration will have a different effect
on the advertising strategy of a "large" firm aiming at the
mass market compared to the advertising strategy aof a "small”
manufacturer aiming at a specialised niche.

Whilst the distinction between lesaders and followers can
be thought of in terms of sale2s rank within a market (with
perhaps the leading two firms in =2ach market being regarded
as leaders) other wmeasures will be explored as well in ithe
empirical amalysis of chapters ssven anag eight. Among these
measures the wmeasure of percentage market share will be used
on the basis that after a critical share of the market a firm
may be regarded as a leader. The advantage of this measure is
that it allows for a different number of leaders in different
markets which accords with the obsarvation that in  this
period the nuwber of firms that had products on the shelves
of leading wmultiples varied from market to wmarket. Arother
veasure that will also be used is the straightforward weasure
of firm sales in case it is the absolute size of the firm
rather than the percentage size that is prevalermt in  the

selection process by the retailer.

5.7.1. THE EFFECTS OF RETAIL CONMCENTRATION ON FIRM ADVERTISING.

Retail concentration can be expacted to affect

. N e s EEas o o
manufacturers’ advertising of differirig rark in a different



nanner. Market leaders who will be more likely to benefit
from retail concentration will be wmost likely to devote
attention to trade wmarketing. Leaders can gain wmarket <chare
with less advertising by making sure that they are stocked by
the large multiples unless advertising is important in the
retailers decision to stock a product. The evidence for the
period in question is that variety on the shelves of the
multiple was less tham in the market as a whole. Fallowers
however will find it harder tham leaders to gain shelf space
on the grounds of iwage and will tend te gain market share by
competition on price or by apoealing %o the specialist
market.

Table 3. 1. reflects how one might expect the advertising
strategy of Tirms to differ under various degrees of retail
concentration. The table is arn over simplification in that
it 1is possible for leaders or followers toc pursue strategies
other than those wentioned or to uwse different marketing
tools. This diagram however is bassd on the assumption that
being a market leader or follower tends to warramt a rcertain
facus in the firms operations and lead to a certain marketing
mix to cope with various levels of retail concentration.

One of the more controversial aspects of this assumption
implicit in the table is that a market leader does not focus
on a specialist market. Whilst there is nothing to stop a
market leader from doiwng this there may be a case for saving
that the market follower may naturally be wmore geared for

looking at small niches in the market and even that the

leader is disadvantaged from looking at small segwents within

the market.



TABLE 5.1.: THE EFFECTS OF RETARIL CONCENTRATICON ON FIRM LEVEL

ADVERTISING FOR CONVENIENCE GOGDS.

MARKET RETAIL RDVERTISING OTHER PRIME
POSITION FOCUS CONC. INTENSITY WEAPONS
Leader Market Share Low High -
Medium Medium Trade Marketing
High Medium Trade Marketing
Follower Market Share Low High -
(Broad Market) Medium Medium Price /7 THM
High - Price / TM
Follower Specialized Low Medium Public Relations
Medium Medium Public Relations
High Mediuwmn Public Relations
Follower Convenience Low Low Urnimportant
Medium Low Distribution/TH
High Low Distribution/TH

There are two reasons for suspecting a disadvantage. First,
the company namwe will be associated with‘the mass market and
will rnot be an advantage for a more specialised wmarket. For
gxamole the nawe of Brooke Bond Oxo Ltd will not be an
advantage in attracting the tea commoiseur if only because
the tea connoiseur is looking for a specialized iwmage from
the tea that he/she consumes. Of course the company can enter
the market under a different name although this in itself
will incur cost. Secondly, due to the different marketing
skills needed for the specialised wmarket any learning
advantages from the mass market are unlikely to be
transferable to the specialised market. Indeed inm relation to
the second point the market leader wmay have been so
precccupied with the mass market that the specialised markets

that tend to grow around it will have been entered earlier Dy

the "followers'.
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If orne accepts the premise in table S.1 that being a
market leader leads to differewnt advertising strategy at
various levels of retail concentration cowpared to other
firms then it is worth examining the implied hypotheses in
the tablz. In regard to the market leader one might expect &
dichotomous effect ef rising retail corncentration on
advertising and trade marketing. On the one hand the wneed to
prowote to the consuwer dwindles as store choice etc. becomes
of wmore impartance in the decision making process and on  the
other there is an increasing need to overcoms the gatekeesper
to the consumer, namely the retailer. 0Overall one might
expect a negative relationship between the advertising of tThe
market leader and retail concentration. This relabionshio wmay
be linear or curvi-lin@ar as a pricri it i3 havrd to assess
whether advertising will tail of f  at high levels ™ of
concent ration. It may even be that at very high levels of
concentration because owe would expect product wvariety to
beceme a competitive weapsosmn between wmultiples that the
relationship may becowe quadratic. Whether this latter effect
will be shown on this sample is however dubpious given that
retail concentration figures do ﬁot reach very hnign levels.

For other firws however it is unclear what the overall

fect will be. Far firms following a market oenstration

-h

e

strategy advertising will be guickly substituted for {rade

marketing and price competition as retail ‘concentration

increases. At high levels of retail concentration consumer

advertising is mot going to be worthwhile for convenience

goods since the retailer will be all imgortant.

For followers that are pursuing a golicy of aiming at

a
-

specialist mniches advertising will be largely independent
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retail concentration. The reasaon for this is that the product
will still be foremost in the consumers decision making
process regardless of retail concentration. Advertising of
such products is clearly very iwportant but because the
markets are so focused the overall expenditure will rot be
very high compared to mass markets.

For followers aiming at the conveniernce staore market
(which will only b2 iwmportant at a moderate level of
concentration) the role of advertising is relatively wminor
compared to the attention that needs to be paid to ahysical
distribution and trade marketing. Roth of these latter areas
will be important whether distribution is direct to - the

stores or through the intermediary of a wholesaler,

S.7.2. THE EFFECTS OF 0OWN LAREL dN FIRM ADVERTISING.

Firms can adept a variety of strategies toc own label:
defernce, passive, imwage or adopiion.

The defence strategy is that of trying to prevent own
label pernetration into the market. This should be
distinguished from the image strategy in which the advent of
own labels is regarded as inevitable but every 2ffort is wmade
to differentiate the product offering from the own label
affering.

Adoption is the strategy of producing own label for
retailers whether continuing to produce brands or not.

The passive strategy on.the other hand is the acceptance
of own labels without any action being taken to compat them.
Such a strategy is really only applicable to wmarket leaders

1

m

whose Bbrands may actually gain frowm increased own lab



Each will have different conssquences for advertising but
the likelihood of adopting amy particular strategy will be
partially dependent omn market poesitior. It should alsec be
borne in mind that strategies may not be wutually exclusive
but are in practice of differing relevance at various levels
of own label share.

Table 5.2. shows the need for advertising for each of
these strategies and the likelihood aof adoption by leaders

arnd followers at differing levels of own label share.

TRBLE S.2.: THE EFFECTS OF OWN LABEL OM FIAM LEVEL ADVERTISING.

ADVERTISING OWi LABEL FROEBRBILITY OF STRATEGY EY:

STRATEGY IMPORTANCE PENETRATION LEADER FOLLOWER
Defence High Low High MNil
Medium Mediam M1l
High Nil Nil
Passive Low . Low High Nil
Medi um High Nil
High Low Nil
Image High Low Low High
: Medium Meadium High
High High High
Adoption Nil Low Medium High
Medium Med iy High
High Low High

It is worthwhile exawining the various segwments of the table

before tryimg to ascertain the observable features of firm

advertising by market position.
The defence strategy is only really relevant fto wmarket

leaders when there is a low amount of own label pznetration.

In sowme ways it is merely an extreme farm of the image

strategy but because it reflects a different philosoohy

towards own label it is included as a different strateqy. It

b
o
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reguires a high level of advertising and the belief that
other firms will mnot make an own label product that can
challenge on guality.

The image strategy is founded on the goal of making the
brands distinguishable from own label substitutes. Such =
policy again reguires a high level of advertising but for the
market leader this requirement will heighten with own label
penetration. For the follower on the other hand a high degree
of advertising is requivred at all levels of penetration since
they have to distinguish themselves from the wmain bravds as
well as own labels.

The adoption strategy is again going to have differsri
appeal to firms in different market positions. Followsrs will
be very eager to pursua such a strategy as their survival may

depend on it. Leaders may be more mixed in their desire

iy
]

grngage in  own label wmanufacture having teo weigh uo  whether
entry is a more profitable overall strategy than purely

moncentirating on brands.
The passive strategy is one of the most inferesting as it

is only an ostion to the market lzader. Allowing own labels

to grow teo elimivate rivals is risky in that it is reliant on

having a goed market position to start and on being right in

:
o

Forecasting that the campetiveness of the own labels will be

Felt wainiv by rivals. It involves no or very littls

advertising since the distinction over own label has to be

alvroady firmly established.

Tha gverall effect on advertising of firms of differing

position i3 essemtially an 2npirical question however the

few guidelines. Tha analysis
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"following" firms is independent of own label share. For
leaders it would appear that the strategy adopted is crucial
in assessing the lavel of advertising although it way well be
that own labdel share has a systevatic effect on the st rategy
adooted. If this were the case and there was a switech From a
deFenEe to an image stratzgy as own label share increased
then one would expect a guadratic "U" shaped ralationship
between own label share and advertising.
S5.8. THE EFFECTS OF RETAIL STRUCTURE OM PRODUCT VARIETY AT
FIRM LEVEL.

Just as retail siructure carm be exoectad to  have

differing Tfects on the advertising strategies of market

leaders and followers it can bz expechted to have related

effects on brand solicy.

J.8.1. THE EFFECTS OF RETAIL CONCENTRATION ON PRODUCT YARLETY
AT FIRM LEVEL.

Brand wvariety can be excected to vary in response to change

in retail concentration in a variety of ways degending on

pocsition and strategy.

TRELE S5.3: THE EFFECTS OF RETAIL CONMCENTRATION ON EBRAND VARIETY
AT FIRM LEVEL FOR CONVENIENCE GOODS.
MARKET KETARIL PRODUCT
POSITION FOCUS CONC. VARIETY.

Leader Market Share Low Low
Medium Medium
High High
Follower Market Shkare Low Low
(Broad HMarket) Madium Medium
High High
Follower Spnecializad Low High
Meadium High
High High
Follower Convenisnce Low Medi
Stores Mediumnm Low
High Low
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For fthe wmarket leader looking to maximize market share
one may expect an extension to brand variety in response to
an increase in retail concentration. The re=ason for this is
that the retailer will be looking to gain from transaction
cost economies by dealing with fewesr firms. Eefore dealing
with fewer firms the retailer will want to ensure that at
least a minimum acceptable level of variety is offered to the
consumar even though the overall level of variety wmay be

negative or guadratic by dealing with fewsr firms.

The followar pursuiﬂg: a broad wmarket aoproach may
siwmilarly incrzassa varisty inm response to retail
conceEntration. The reason being that in order to offzr the
retailer a wviable alternative *to the market leader the

follower must offer a siwilar product range. In assessing the
impact of retail concentration on leaders and followers one

mush take inkto account that followers will tend to switch to

=3
2ither spozcialised markets or own label wmanufacture in
response  te ar incrzase in retail concsntration.  The formse
should re—enforce a positive effect on individual firms?
brand wvariety .in response to retail concentration. The
entering into own label manufacturing is unlikely to have any

effect on brand pelicy if brands are still wade. For one

might expect the2 firn to pursue a cogniscent aporoach to

Brands whether or not own labels are manufactured.

=.3.%. THE EFFECTS OF OWN LAEBEL ON PRODUCT VARIETY AT FIRM LEVEL.

= . - : - R 7 [
Tive offect of awn label penetration on a firw's obrand

variety should differ noticeably by warket ogosition and

. - - - H 3 ¥ B . = /i
strategy. A synopsis of the effects are shown in table S.4.

) . _ : P11 = i F iy Te e
na  parket lead=Ers, who will almost unifeormly oursua a

-
i
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Broad wmarket approach, will have a brand range that wmay be
expected to increase with own label share. The ratiornale
being that though the leader’s wmain brands are likely to be
largely unaffacted by own label growth, avidence for which is
provided by Ramsbottom 1382, +they will strive both to limit
the extent of own label share and expand the price and
guality end of the market. This will be dome wmainly through

product develapment and achiesving the desire to offer a more

[}

"sophisticated" product. me af the ways such soonistication
may manifzst itself is by an increase inm  the runoer of

orofucts, flavours =tc on offzr. To the extent that this and

the assumction that the leading firmg are unlikely to  have

h

brands directly threatened by own lab=l ars truz  one  wonld

an2

Pt

bt

axpect a oesitive relationshio between variety amd own

TORLE S.4.: THE EFFECTS OF OWn LABEL
PRODUCT _VARIETY AT
CONVENIENCE GUODS)

0|7

MARKET OWN PRADUCT
POSITION LAREL VARIETY
Leader Low Lok
Medium Medium
High High
Follower Low High
(Broad Market) Medium Medium
High Low
Follower Low High
(Specialist) Medium High
' High High

It is also probable that the incidence of market leaders
the specialist markets will be

low amd wWill mnot affect the dominance of the above



ralationship. The justification for this as mentioned earlier
is that mass wmarket orientation, image and lack of
competitive advantage will discourage the large Firms Trom
entering the specialist markat.

Effects on a “follower" pursuing a similar broad market
approach however may be less simple. This is because despite
the same desire to keep ahead of own label by product
development they are more likely to have to withdraw brands
from the "lower" and of the market where compstition with own
labels will be fiercest.

The "follower" who pursues & policy of aiming for the
zpecialist outlets however will on the whole be totally
unaffected by own label growth and will €vy fto offer a
constantly high variety of products.

To the extent that the incidence of own label will
encourage followers to follow a specialist strategy fthe
amount of wvari=sty may b2 2 positive FTunctionm of own label
shars.

The overall expectatinon will therefore be that one would
expect a positive effect by own label share on the brand

variety of market leaders but that the effect on the brand

variety of other firms is likely to be the result of a rnumber

af conflicting forces.

S.3. SUMMARY.

This chapter has shown how retail concentration and own

label share may be expected to affect manufacturer

advertising and brand variety.

At the industry level retail concentration will affect

the potency of advertising by the manufacturer due to the



increasad importance of store choice relative to brand
choice. This will increase the dsgree of advertising nesded
to overcome the gatekeeper of the retailer to maintain the
same degree of effzct although this will.be offset by the
rise in attractiveress of trade wmarketing and in—-store
promotion.

Retail concentration will also affect the level of -braﬂd
variety in a negative mamer. This can be expected because of
the pressure on skhelf space and the desire on the part of the

ad to

-t
i

large retailer not to reolicate oroducts will

retailers wanting fo deal only with a few firms. The
relationshio may be log-linear since retailers will alwavs

wartt a certain nuvwber of manufacturers from which ta chose in

arder vto balance gains from tranmsaction costs with loss of

13

o

bargaining power thirough dependsnce on orme suppolier.

Retail concentration may also have a number of indiresct

ffects on varigty and advertising. The orime mechamism for

lil}

these indirest effects would appsar to be fthirough the
npocssible relationshin betweern retail concentratien and

manufacturer concentration.

Dwn  lab=l will at industry level be expected to have a
negative effect on the amount of manufacturer advertising.

This will be because of the reductison in the rnuwmber of firms

with which a brand has to compete and the benefits an

advertising campaign would give to owrn label substiftutes in

terms of demand and price. That is to say whereas an increase

in advertising will increase demand against amother brand it

may mot increase demand by so wuch &g st an own laoel

"imitation"

hel will be expected to have a negative etrfsct on

o
in
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brand variety since it will have a large competitive
advaﬂtagé orn Brice anmd distributiaon.

At the individual market level it can be expected that
retail concentration and own label will have differing
effects on market lsaders compared to 2ither following firms
ar the market taken as a whole.

Retail concentration may be expected to have a positive
linear effect on the advertising of wmarket leaders but
because of wmore variety in possible strategises available to
folliowers %fthis will not be reflected as strongly (iF at all)
in tests on following firms.

The effect of own label on advertising is alsoc amoiguous.
It would seen likely that the advertizing of following Firms
iz largely independent of own label share whereas a "U"
zhapad relationship méy be foumnd for the market leaders.

Retail concentration can b2 expected to have a marked
a2ffect on the variety of rarkset leaders compared to following
firms. The l=ader may bz expected to have to offer wmore
variety in order tao yield transaction ecomomies for the
retailer and bargaining powar gains for itself as
concentration increases. Following firms who pursue a
strategy of being a subpstitute for market leaders will have a
similar relationship although the bulk of such firws will
pursue strategies for which there is no change of G&rand
policy as a result of changes in concentration.

Growth in own label share will have a positive effect on

the brand nunbers of market leaders whilst having a negative

effect on the brand range of followers attempting to address

the broad market. This will as was shown be primarily a

it}

Furction of wmarket position and the ability of leaders to bke



virtually unaffected'by own lagel growih.

The following chapter examines the data sample that will
be used for testing the hypotheses derived in this chapter as
well as the hyosotheses derived from the "conventional wisdom®

of chapters three and four.
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CHAPTER SIX: SOURCES AND METHODS OF DATA COLLECTION.

€.0. OBJECTIVES.
&.1. DATA REMUIREMENTS.
&.2. DATA COLLECTION AND SAMPLE CONSTRUCTION.
8.3. VARIABLLES USBED.
€.32.1. PRODUCT VARIETY.
6.3.2. ADVERTISING.
6. 3. 3. SALES.
6.3.4. OWN LABREL PENETRATION.
6. 3. 3. MANUFACTURER CONCENTRATION.
6.3.6. RETAIL CONCENTRATION.
6.4. SUMMARY.

£.0., OBJECTIVES.

The prime ocogective of this chapter is to explain in
detail the construction of the data sample that will be usad
in testing the hypotheses developed in the previous chapters.

Section o2 outlines the data that are needed and the
possible sources of such data. Section two deseribes the
broad method of constructing the sample whilst section three
{in conjunction with appendix E} describes in detail how

gstimates of the variables were obtained.

&.1. DATA REQUIREMENTS.

In order to test thoroughly the effects of retail
concentration and own label penstration on  wmanufacturer
advertising and variety within the convenience sector certain
data are required at various levels of aggregation.

The hypotheses derived in chapter five concerned two
levels of aggregation: warket and firm level. Market is
defined in rmarrow terms, e.g. the biscuit market, washing
powder market, ete. Firwm is defined as a firm in a particular
market with wro account being taken of diversity across

mnarkets.

At t ke market level measuras of manufacturer



concentration, own label penetration, buyer concentration,
advertising, nmumber of bramds and sales were reguired and
collected. In an ideal world pesrhaps a measﬁre of
profitability of the wmarket would also have been of benefit.

ft the firm level a rnumber of variables wers neoeded:
market share, sales, advertising and the nuwber of brands.
In addition, the rnunber and size-of buyers would bhave been of
enormous benefit.

here were three potential sources for the above data:

Govermvwent statistics, the firms themselves and market
reports.

The . K. BGovernmant statistics can be described as pcor
far manufacturing and =ven warse for retailing. There are two
reasaens  that they could not be used. For the market level
arnalysis thne statistics are too aggregated arnd for the firm
level data arz non—existent.

Gbtaining data from firm or trade associations was a
slightly more serious contender for testing the hypotheses
derivad in the previous chapter. The main drawback for such a
method is that ough Tirms will have such data for
themselves they are very unlikely to reveal such sensitive
data to a student. Even if the problem of confiderntiality
could be overcome there is the problewm of the amount of time
involved in identifying all the firms in a particular market
and persuading thewm to reveal the data they have on
thewnselves and competitors.

The third alternative, which was the one selected, was to
obtairn data fromwm market ressarch reports. The tiwe involved
in colleéting such data should mot be underestimated and the

cossibility for a large sample is low for an orgamization let

.
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alorne an individual. Despite the deficierncies in such data
(discussed below), this wmethod was chosen as the best wmethod
available to answer the guestions posed by the hypotheses.

Data are available at both a market amd firm level.
6. 2. DATA COLLECTION AND SAMPILE CONSTRUCTION.

In order to test the hypotheses derived in the previous
chapters, two time periods were chosen to represent the early
1370s and the esarly 1380s. 13970 and 1381 were selected as
there were marginally more data available for thess years
than fer the years immediately surroundimg thewm. The two
samples were used for cross section analysis at both  market
and Ffirm level. In addition a cross section combarative
analysis was undertaken at market level to assess the
hypotheses regarding change. This was not repeated at - firm
level as information was only available for market leaders at
this level. A tiwe series amalysis wonld have been more
~
desirable than a comparative cross section analysis but there
was not sufficient market information.

Having explained why secondary data and market reports
are the only feasible wethod of data collection for an
investigation into the convenience good market, 1t 1is now
appropriate to identify the particular sources used and the
general problems in using them.

Information on sales, manufacturer concentratiorn, retail
conecentration and own label penetration were all collected
from market reports. The reports used were Keynote, Market
Research G.EB., Mintel Market Intelligence, Fiintel Retail

Intelligence, Neilson Market Reports and Retail Business, as



well as various I.G.D. publications. Information from United
Hiscuits Plc and Chivers Hartley Plc was alsc used.

Though specific problems of particular variables will be
discussed in Lhe next section it is worth discussing brizafly
the reliability of the sources. Despite the fact that the
research organizations that publish these reports have a
large amount of dealing with firms in the wvarious markets,
small variations in estimates betweern reports were not
UNC oMo M. In an attempt to get as reliable data as possible,
figures were only used wrnen there was evidence fram more than
one source. Where estimates conflicted the average was used.
Using such a technigue implicitly assumes that the sources
were of equal reliability which wmay be a guestionabl=
assumpt ion. Faced with.the prablem of deciding which were the
wmore reliable sources this however seamed the best wme2thod to
use, particularly when there were +thres sources of
information for a lot of the markets. By using such a method
the risk of a widely inaccurate eshtimate was not high.

The actual choice of markets tao  wuse within the
convenience sector was purely pragmatic; where reliable data
were obtainable thern a market would be included. Such . an
approach does however opemn up a putenti%l source of bias
since it would appear that some markets are wmore prone to
investigation than others. Coffe=z or tea for example are far
more likely to have more market reports on them than say
matches or yoghurt. This has the effect that large markets or
markets with a high profile may have more accurate estimates
than smaller, lower profile markets and indesd may lead to a
of convernience markets not being included in the

number

sample. Bivern the impossibility of extending the sample Trom

,_.
]
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the data sources used such a potential bias c©ould not be
corrected in the study and must be regarded as a constraint
orn drawing inferences frowm the study’s findings.

The size of sample is clegarly liwited by the choice of
data source and mede of collectiom. Though some data was
collected for a total of 31 sectors for both tiwe periods the
amount of cowplete data meant that for one or two tests the
sample size dipped to 14. Given the low sample sizes for
some tests it is importaﬂt to regard the findings as
tentative rather than definitive. Though the sample size
varied between tests, wherever possible, related tests were
(=2 AR with a constant sawmple size to highlight any

obhservable bias in samgplz2 s=lsction.

&.3. VARIABLES USED:

The wvariables usad in the empirical amalysis at market
level were: advertising, brand variety, sales, ownl lapel
penetration, manufacturer concent ration and retail
concentration. At firm level the variables used were
advertising, brand variety, sales and market share along with

the wmarket figures for ocwn label penetration and retail

concentration.

65.Z.1. PRODUCT VARIETY:

Data on product variety were obtaimned from two trade
spurces! "The Grocer Price List" and "Shaws Guide +o
Recomwended Prices'. The reason for using two sources was to
ensure as much reliability as possible. The aim of both
publications is to give grocers as full a listing as possible
of brands (and prices). Neither source however can be

definitively regarded as covering all brands particularly as



regional brands are on the whole excluded. Interviews with
the compiler. of the Grocer Price List however tended to
suggest that there had besm mno policy change over the period
in guestion and that the Grocer Price List for groceries at
least could be regarded as fairly cowprenensive.

The amount of wmanufacturer brands on offer was calculated
from the number of brands listed. A separate brand was held
to exist if it was irn some way different from other brands
whether by mname, trademark or flavour. The only exception ko
this was im terms of size., Size variations were not taken to
constitute separate brands thus a 300g packet of McVites
olain chocolate digestive biscuits was taken to be the same
brand as a Z0Qg packet of the sawme biscuifts but not the same
as a 300g packet of MeVites wmilk chocolate digestive
biscuits.

Though size considerations ware not included in  this
study an interesting area for further reszarch would be to
document the explosion in product sizes that would appear to
have occurred during this time periecd in tine grocery s=ctor.
The price lists used te calculate tne amount of variety wers
the June issues though both the May and July issues were
‘Peferred to to wmake sure there had been no  accidental
omissions. The reason for choosing the June issue was to
avoid seasonal fluctuations caused by Christwmas and Easter as

well as September which is a traditional high spot for

oroduct launches.

£.3.2. ADVERTISING.

Armual figures for advertising by sectors and brand were

ohtained from the MEAL gquarterly and monthly digest for the

.
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years 1970-138Z. These were then deflated by the general
retail price index to give advertising expenditure at 1370
prices.

For the market wide analysis a three year average was
used rather than just the armmual total. The reason for doing
this was to make the results less susceptible to the expected
volatility of +the advertising market caused by wnew product
launches, rnew campaigns etc. As it happened for the periocd in
question yearly advertising totals did not show any sigrns of
substantial fluctuation.

Far the firm analysis firm advertising in a sector was
calculated from the brand advertising data. Ownership aof
brands being determined by market reports armd by reference to
"Who owns Whom" 1370 and 1381. Figures were not deflated as

comparative analysis was not undertaken at the firm level.

£.3.2. SALES.

The sales figures are taken from the industry reports
ment ioned above. For the industry analysis the market totals
are deflated by the retail price index for food or consumer
goods to give the market values in 1370 prices. To eliminate

exceptional fluctuations a three year average was once again

used.

£.3.4. OWN LABEL PENETRATION:

Figures on own label penetration are contary to popular
belief diverse and as hard to find as figures on brand
penetration. The figures used is.this work are derived from

numerous individual market reports and from the same sources

as the awount of brand share. The degree of pernetration by

percertage of market value is used in preference to  volume
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for a number of reasons.

The main reason is that volume of ore product may not be
comparable to the voluwme of another even in the samwe market.
For example, in the washing up liguid wmarket comparing 30
fluid ounces of "highly concentrated" liquid with 30 fluid
ounces of "ordinary" liquid will introduce a bias in the
meEasure.

Another disadvantage of using volume figures however
comes in the - differences between products caused by
fluctuations in price. If one is comparatively cheap compared
to ancther then clearly volume share may be higher purely as
a result of pricing strategy.

A more pragmatic reason for the choice is however that

value figures are more easily available than voluwe figures.

£.3.5. MANUFRCTURER CONCENTRATION:

Manufacturer concentration figures are derived from the
warka2t share figures of the branded sector and do rmot include
figures on the composition of the own label sectaor. Two
measures of manufacturer concentration are used in the
sample. The wore straight forward of these is the three firm
concentration ratio which is simply the percentage share of
the branded market held by the largest three firms. Though
this ratio is easy to calculate it has two drawbacks. First,
it ignores the nuwber and size of firms outside the top three

and second it igneres the size distribution within the top

three firms.
The other measure used is the H — Index. The H - Index is
the wmeasure developed independently Herfindahl (13930) and

Hirschiman (194S) and is the sum of the sguared market shares



of all firms. This gives & figure between © and 1
representing the amount of concentration. The index is a
popular ore armd its relationship with the concentration ratio
is discussed in Sleuwsegen and Dehandschutter (1388) who
emphasize the mneed for using both measures.

It has the advantage over a concentration ratio of taking
into account the size and distributionm of firws outside the
top three. The measure does contain however an implicit and
undefended value judgement as how to weight the larger firms
in relation to the smaller ones. There is no proffered reason
as to why sguarin market share i1s a more valid way of
weighting than, for exawmple, cubing or raising to the power
of a half. By their very mnature sumwmary measures of
concentration are going to be only approximate in nature and
thus it is i&pbrtant to use morz than one measure where
possible.

For this sample two estimates of the H - Index had to be
constructed in addition to the three firm concentration ratio
figure. The reason for this is that the H - Index is reliant
on the unrealistic assumption of complete knowledge of the
market sharses of all firms. The market reports from which the
sample is drawn tended to have the market shares of firms
down to at least the five percent level hgwever beyond this
the reports were sketchy. In order to use the H - Index on a
sample like this it was necessary tao calculate the two points
betweernn which the actual H - Index could lie given the data
available. The highest estimate was simply the index
calculated on the assuwption that there was a firm (or firms)
with the largest market share possible that did not exceed

the market share of the swmallest Tirm statad. The lowest
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estimate was simply the H - Index for all Fifms stated which
would equate to there being an infinite number of swall firms
with a very small market share. The two estimates were used
for all tests although it should be borme in mind that given
that less weighting is paid to small firms by the index that
variations between the two estiwates were not very great.
Appendix E shows examples of how the H - Index estimates were
calculated.

For the firm level analysis a firw’s percentage share of

the branded market was used.

&.3.8. RETAIL CONCENTRATION:

Retail concentration figures are not figures that are
widely used and somwme reservations must be held over the
figures used in this work. The various markets reports that
give retail distribution figures oftern do so in a slightly
aggregated form e.g. food wmultiples 23% etc. From such
figures it was possible to derive an estimated 10 firm retail
concentration ratio. Such derivations were made with the help
of more general retail data on such topics as the percentage-
of the total grocery sector held by the leading food

retailers ete. Appendix E shows specific examples of how this

is done.

6. 4. SUMMARY.

Though every attempt has been made to collect a samwmple
that 1is as accurate a reflection as possible of U.K.
manufacturer and retailer structure it has to be recognized
that such a sample has a number‘of short comings, as those

Ffamiliar with collecting U.K. retail data will be aware. The

resulit of such deficiencies is that the ewpirical results and
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general theme of this work have in many ways to be regarded

as tentative first steps towards a fuller understanding of

retailer-manufacturer interaction rather than innutable

avidence. -
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7

7.7. SUMMARY.

7.0. OBJECTIVES.
This chapter is concerned principally with testing the

hypotheses derived in chapter five regarding the impact of

retail concentration and own label pernetration on
manufacturer advertising using the samwple described in
chapter six. In order to do so it is necessary to take

account of the other determinants of manufacturer advertising
described in chapter three. The result of doing seo is to move
claoser to an economic wmodel of the determinants of
manufacturer advertising for convenience goods.

An exhaustive list of the results for all tests
undertakern is given in appendix A but those of interest are
reproduced in this chapter.

The chapter is divided into two main parts. The first

o
m
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part (sections 7.2. and 7.3.) examires the results of the
market level tests whilst the second part (sections 7.5. and

7.5.) looks at the results af the firwm level tests.

7.1. ANALYSIS AT THE MARKET LEVEL.

Sections 7.2, and 7.3. are concerned with looking at the
effects of retail concentration on advertising Ffom a market
parspective. Thus the various markets within the sample of
convenience goods were analysed for trends common to the
whole sample.

The wmain method used for this was ordinary least squares
regiression amd the particular computer package used was SP53X
(Statistical Package for the Social SBeciences). The variables
used (described in the previous chapter) were used in  beth
ordinary and lag form. In specific instances, when there was

a theoretical reason for doing so, squared terms were also

used.

7.2, THE LEVEL OF ADVERTISING.

A priori, ona would Expecf the level of advertising to he
highly related to the level of sales and for the causation to
ba two way. Such a relationship if it were found to exist
could obscure the relatiownship of other variables with
advertising. The tests of 7.2Z. igrnore the possibility of
interdependerice and attempt to establish whether advertising
and sales are indeed correlated. Tests are conducted to see
whether the other variables have a sigmnificant impact on the
level of advertising without a simultaneous allowance for the
sales effect and the dual :ausaiity that may be associated
with it. Section 7.23. combats the possibility of dual

pausation by using the advertising sales ratio as the



dependent variable.

7.2.1. THE LEVEL OF ADVERTISING 1370.
In chapters three and five our hypotheses were that the

level of advertising was a function of:

(1) Retail concentration
{(2) Sales

(3) Product variety

(4) Own label penetration

(3) Manufacturer concentration.

A summary table éf the results of tests for & linear
relationship on the 1370 sample are given in table 7. 1.

When incorporating all the variables (eguatiaon 1) there
is a high degree of it for the regression as a whole (R
squared .30). The sales coefficient is significant at the 93%
level with manufacturing concentration, product variety and
own label pemetratiomn at the 393% level.

Omitting product variety and using the larger sample
however leaves only sales having a significant iwmpact on the
level of advertising (eguations three and four). The larger
sample result has to take precedence over the smaller samble
result and thus sales must be regarded as the dominant
variable.

When each variable is included as a sole independent
variable sales and own labels are significant. The former is
significant at the 339% level with an r squared of .4& and the
latter at a 350% level with an 1 sguared aof .13). This
suggests that sales is such a dominant explanatory wvariable
that the other variables are dwarfed‘by it in terms of
relative statistical significance. ~ The results for the
log-linear tests are given in table 7.%. and are in many ways

similar to the linear tasts.
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TAELLE 7.1: ADVERTISING LEVEL 1370 - LINEAR REGRESSION.
adj
CONS MONUF. PV. RET Ol SALES N Rsg R sg

(1) —6120h S0.44b -4.393b 64.17 -36.38b 45.33a 15 .30a .8S
(2184) (17.923) (1.73) (36.33) (33.938) (7.01)

(Z) -3S86&c 27.86b -3.95c / -77.83c 37.86a 13 .87a .81
(1782) (19.12) (1.79) (33. 33) (6. 086)

(3) 145 22.84 / 13.31 -73.00 3. 87a 22 .82 41
(2730) (28.33) - (36.92) (53.42) (1.77)

(4) =30 23.72 / / -81.3¢& F. 64a 22 .32a .44

2373y (27.34) ’ (43.67) (1.81)
() 18%91a / / / 4 €. 30a 24 J48a L 44
(445) (1.43)

(68) 186=b / 2. 44 / / / 17 .04 .02
(738) {Z.08)

(7) 383Z&a / / / -103.7c / 22 «13c .03
(867) (B80.E4) :
Key: CONS = Intercept.

MANUF = Manufacturer I Firm Concentration Ratio.

PV = Product Variety.

RET = Retail Corcentration.

Ol = Own Label Penetration.

SALES = Sales.

N = Sample Si:ze.

(ad)) R sq = (adjusted) R sguared.

Note: As with all the results of this author figures in
parentheses are standard errors.

As with all the results in the thesis the following
symbols are used to indicate significance with t or F
tests:

a = significant at 29% level.
b = significant at 393% level.
c = significant at 30% level.
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TABLE 7.2t ADVERTISING LEVEL 1370 - LOG LINEARR REGRESSICN.
adj.
CONS MANUF. PV. RET OWN SRLES N R sg R sg
(1) -2.33 2. 44b -. 1583 / ~-. ZE0C .857b 18 .70b .EB
(1.77) {.828) {o221) (. 176) (o« 333D
{(2) -2.05 2.59b -. 146 -—.582 / .830c 15 .99b .43
2.63) (. 363) (. 238) (.887) (.413)
(3) -1.09 1.8%¢c / /=027 LE03a 22 .43b .34
(1.68) (. 830) (.183) (. 208)
(4) -2.863 1.73b / . 733 / . 73%a 23 .S53a .48
(1.63) (.738) (. 354) (. 188)
(3) Z.0a4a / / / / .637a 24 .34a =1
(. 343) (. 130)
(68 007 1.86c / / / / 23 .13ec .08
(1.82) (.921)
(7) =1.10 1.68b / / / .603a 2T .4Za .35
(1.57) {.736) (. 130)
H-Index
(3) 3.43a . 4932 / / / / 23 .08 . 00
{. 244) (. 463)
Key: CONS = Intercept.
MANUF = Manufacturer I Firm Concentration Ratio.
pv = Product Variety.
RET = Retail Concentration.
OWN = Qwrn Label Penetration.
SALES = Sales (&n).
N = Sawple Size.
(adjy) R sg = (adjusted) R squared.
Note: fAs with all the results of this author Ffigures in
parentheses are standard errors.
As with all the results in the thesis the following
symbols are used to indicate significance with t or F
tests:

significant at 3%9% level.

a =
b = significant at 33% level.
c = significant at 90% level.
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Once again the main explanatory variable would appear to
be sales as equations five and seven suggest, with
manufacturer concemntration , as measured by the fhree Tirm
coricentration ratio, alsoc having a sigrnificant relationship.

Retail concentration seems to have a positive relationship
{albeit significant at the 30% level) when included with
sales and the three Firm concentration ratio (equation four).
This suggests that retail concentration has been a
significant factor in determining the level of manufacturer
advertising. Interestingly the relationship with the level of
advertising seems to be positive for the 1370 sawmple i.e. the
total amount of manufacturer advertising is higher the higher
the degree of retail conceﬁtratioﬂ. As will be skown this
cantrasts with the 1381 sawmple for which_there would appe=ar
to be a megative relationship. This suggests that "the two
conflicting forces identified in the hypothesis pf chapter
six are of differing importance in the two time periods. For
the 1370 sample the incentive to gain customer support over-
rides the decrease in the profitability of advertising.

Alsg of interest, the gignificaﬂce of the manufacturer

concentration measure 1s dependent on whather orme uses the

three firm concentration ratio or the H - Index. For when
usirng the H - Index the variable is not significant even when
included with sales. This suggests that the level of

advertising is not significantly influenced by concentration
as a whole but that it is influenced by the market share of
the top three firms. This can be further explored whan
examining the advertising behaviour at firm level but it

tentively suggests that advertising increases in a

curvilinear fashion as the market share of the leading firms
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inereases.

7.2.2. THE MARKET LEVEL OF ADVERTISING 1381.

The results shown in table 7.3 are similar to the linear
.tests on the earlier sample in the sense that sales is  once
again a wmajor "statistical determinant' of the level of
advertising. This is evident from egquations one and three.

A difference frow the early sample is that when the
variables are included with sales they are mnot significant
but they are significant on their own (with the exception of
the measures of manufacturer concentration). This is nat Just
a problem of sales being far more significamt buft is a
classic gxample of multi - collinearity. B8Sales is carrelated
with each of the variables as is demonstrated by the simple
correlation matrix of eguation ome shown in table 7.4. This
leads to an increase in the standard error of the variables
(including sales) and makes it hard to assess the importance
of the variables ether than sales. This can be avoided by
regressing the intemsity of advertising (the advertising
sales ratic) instead of the level of advertising. This is
done in section 7.3.

Despite the wmajor problems of multi-collinearity an
interesting feature of these results is equation (4) which
shows how retail concentration has a negative relationship

with the advertising level.
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TAELE 7.3: ADVERTISING LEVEL 1381 - LINEAR REGRESSION.
ad]
CONS MANUF. PY. RET OWN SALES N Rsg Rsqg
(1) 335.8 21.€68 -4.48 4.51 =34.1%9b 40.70a 12 .38a .33
(3120) (S1.48) (2.486) (27.31) (30.17) (8. 39€)
(2) —-2353 939.71 / =-32.32 -81.74 £.84b 22 .&1a .31
(4776) (64.33) (Z8.65) (57.8%) (2.33
(3) 1585a / / / / 9.9%a 24 .49%a .4&
(S13.5) (2.18)
(4) 5392a / / -34.8%2c / / 23 .13c .03
(1913) (30.33 .
(S) 4770a / / / -12G. 1D / 28 .21ib .18
(1033) {48.14)
(&) 1174 / 8. 30b / / / 18 .31b .26
(267) (3. 44)
Rey: CONS = Intercept.
MANUF = Manufacturer 3 Firm Concentration Ratiao.
PV = Product Variety.
RET = Retail Concentration.
OWN = Own Label Pemetration.
SALES = Sales (Zw).
N = Sample Size.
(adj) R sg = (adjusted) R sguared.
Note: figures in parentheses are standard errors.
symbols are used to indicate significance with t or F
tests:
a = significant at 339% level.
b = sigrnificant at 93% level.
c = significant at 90% level.

TRELE 7.4: CORRELATION MATRIX OF TABLE THREE ERUATION ONE
VARIABLES.
ADV SALES RET OWN LAE pv CR3
ADV 1 .912 -. 646 -. 604 -S540 L0132
SALES .31z 1 -. 686 -. 377 771 —-.0&4
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The
again
highly

the

9%

log

level.

confirm the iwmportance of the sales

small sample of equation one.

linear

results for 1881 (shown in

variable.

table

7.5)

is

significant in equation two although insignificant in

On its own it achieves a

Given the generally lower significance of the log-

linear relationship between sales and advertising cowpared to

the linear wmodel,

the latter should be preferred.

TAELE 7.5: ADVERTISING LEVEL 13881 - LOG LINEAR REGRESSIONS
ad]
CONS MAMNUF . PV. RET OWiN SALES N  Rsq Rsg
(1) .848 -.738 - 272 . 826 -. 804 1.13 12 .37 .20
(4. 47) 2. 32 (.474) (1.74) (.342) (.8B3)
(2) .738 -1.06 / . 430 -. 288 .807b 22 .43b .30
(1.3 (1.09) (.&85) (. 303) (.307)
(3) 1.78a / / / / . 734a 24 33a .32
(. 412) (229
Key: CONS = Intercept.
MANUF = Manufacturer I Firm Concentration Ratio.
v = Product Variety.
RET = Retail Concentration.
OWN = Qwn Label Pemnetration.
SALES = Sales (£m).
N = Sample Si:ze.
(adj}) R sg = (adjusted) R squared.
MNote: figures in parentheses are standard errors.
sywbols are used to indicate significance with t or F
tests:
a = sigmnificant at 39% level.
b = significant at 35% level.
o = gignificant at S0% level.
Though table 7.35. seems to confirw the iwportance of
sales it wust be noted that none of the other variables are

sigmificant

in any form.
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7.2.3. CHANGES IN THE ADVERTISING LEVEL.

Though the difficulty in (accurate) data collection
prohibits a detailed time series analysis, using a
comparative framework (i.e. the changes between the two time
periods) may realise somwe indication as to the impaortance of

gour selected variables over time.

TRELE 7.6 CHANGES IN THE LEVEL OF ADVERTISING 13970 - 1381
— LINEAR REGRESSION RESULTS.

CONS MANUF. PV. RET OWnN SALES
(1) -1.17 -. 104 .356b -.332 -. 023 -. 289
(23.26) (,116) (.171) (.373) (L1377 (.558) N = 12
R sq =.76&c
ady R sg =.3537
(2) 14.87 -. 191 / . S37 -. 086 822
(30.41) (.229) (.370) (.148) (.673) N = 21
) R sg =.22
adjy R sg =.02
(3) 15.98& / / / / . 234h
(17. 26> (. 114) N = 24
R sq =.23b
adj R sg =.20
{4) -34.00b / . S536a / / /
(13.11) (. 083) N = 135
R sg =.76a
adj R sq =.74

Note: Variables are defined in terms of percentage
change, i.e. MANUF = % change in the three firm

concentration ratio from 1270-19281.

In contrast to the cross section results of the

advertising level it is the variable of product variety that

dominates these tests (equation ome and four). That the

change in product variety is positively correlated to the

charnge in the level of advertising is particularly
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interesting given that the wmeasure of sales is not of
overwhelming importance. The power of explanation of eguatian
(4) 1is such that it suggests product variety should become a
standard wvariable to be included in future advertising
studies despite the swall and limited nature of the sample.
The 1log linear tests on changes in the level of
advertising appear to be less of an explamnation tham the
linear tests given the reduced r sguared and the smwaller
significance of the sawe variables. The exceptions are the

tests with the manufacturer concentration variable which has

1 of

D

a sigrnificant negative relationsnip with the lev
advertising (eguations 2,3 and 6). Interestingly the H Index
measure provides a better fit than the three Firm
cocentration ratio which suggests that it is the overall
market concentration rather than the share of market leaders
that is important.

Both changes in retail concentration and changes in  own
label share are fournd not to be signficant explanations of

the changes in the advertising level, contary to theoretical

expectatiaons.

s m e <
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(1)

(4)

(%)

(&)

(7)

TABLE 7.7: CHANGES IM THE LEVEL OF ADVERTISING:

LOG - LINEAR

COnNS
4. 04
(2. 86)

4.31

(2.25)

P RS

. 833
(. S08)

—-. 609

(. 355)

3. 46
{.648)

4.69
(1.36)

. 8339

(. 3083

Key:

Note:

REGRESSION RESULTS.

ady
MANUF. PV. RET OWN SALES N Rsg Rsg
-. 356 1.03b -i.11 .17¢% -.839 12 .73c .34
{. 386) (. 330) (.83 (. 385 (. 5967
-.753c / -. 413 010 025 21 .26 .07
(.421) (. 6Q6; {(.299) (.506)
/ / I / .345b 24 .18b .14
(. 232)
/ 1.15a / / / 1§ .62a .37
(.252)
-.7350b / / / / 23 L20b .17
(. 322
CR3
-1.3Sc / v / ‘ / 23 .16c .12
(.8677)
/ /7 / .545b 4 .18b .14
(2325
CONS = Intercept.
MANUF = Manufacturer H-Index.
BV = Product Variety. _
RET = Retail Concentration.
OWN = Own Label Penetration.
SALES = Sales (£Lm).
N = Sample S5ize.
(ad)) R sq = (adjusted) R squared.
variables are expressed in terms of % change.
figures in parentheses are standard errors.
symbols are used to indicate significance with
t or F tests:
a = significant at 93% level.
b = significant at 95% level.
c = significant at 20% level.
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7.3%3. THE INTENSITY OF ADVERTISING AT MARKET LEVEL.

77

Due to +the problems of identifying the direction of
causality between sales and advertising and because of the
high degree of association between the two (for 1370 and
13281) it is sensible to conduct further tests on the

determinants of the advertising sales ratio.
7.3.1. THE INTENSITY OF ADVERTISING AT MARKET LEVEL 1370.

For the 1370 sample the only linear relationshin that
proved sigmnificant {at the 104 level) was when retail

-

caoncentration artd own label penstration were the two

explanataory variables.

INTENSITY 1970 - LIMNERR REGRESSION.

+

TARLE 7.8: ADVERTISING

A/S = 0.33 + .108h RET.CONC - . 130c OWN LAE
(2.23) (.03 (. 078) N = 24
Reg = .13c
adj Rsg = .12
Note: Figures in brackets are the standard errors of the
parameter estimates. a = significant at 1%, b = 3%,

c = 10%,

There are a nurber of important aspects to this result.
First, the variables of manufacturer concentration (whether

using the H-index or the I firm concentration ratio) ard

product variety did rnot have any statistically sigmnificant
linvear relationship with the advertising - sales ratio.
Secondly, the result suggests that jointly the degree of

retail concentration and awn label penetration do at least

explain 13% of the fluctuation in the advertising sales

ratio. Not too much amphasis should be put on the extent of

this observation however, as the simple correlation wmatrix

shows a mnegative correlation of 432 between own label
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penetration and retail concentration.

Interestingly the very eavidence of such wmulti -
collinearity demonstrates the existence of a relationghip
between own labels and retail concentration that though
intuitively plausible has until now been rejectad in the
literature on the subject (e.g. Cook and Schutte (1567)). The
evidence for this relationship is discussed in appendix E.

Another interesting finding of the 1970 tests on the
advertising sales ratio, which is again subsidiary +to the
main objective af the tssts, iz the lack of evidence for fthe
quadratic relationship between manufacturer concentration and
advertising intensity found by Cable (1373) ard Sutton
(1374). Tests for a aquadratic using both the three Ffircm
concentration ratic and the H Irndex showed mno evidence of

suuch a relationship.

TRABLE 7.9: ADVERTISING INTENSITY 1970C: TESTS FOR A BUADRATIC
RELATIONSHIP BETWEEN MANUFACTURER COMCINTRATION
BND _THE ADVERTISING SALES RATIO.

(1) A/ = 1.&88 - .010 CR3 + .0004 CR3I squared.

(12.6) (.364) (. D02 N = 23
R sq = ,08
adj. R sq = .05
(=) aA/S = .S45 + 3Z2.78 H Index = 43.77 H Index squared.
(4.07)  (25.71) (37.932) N o= 23
R sqg = .08
adj. R sq = .00

For the log linear tests on the 1370 sample the variables

of manufacturer concentration, retail concentration owWn

label pen=tration, sales and product variesty all prove +to

have some significance as table 7.10. shows.



TRELE 7.10: ADVERTISING INTENSITY 1970 - LOG LLINEAR RESULTS.
COnNS SALES CRZ pY RET CWN Rsq adjR N
(1) 1.04a -.363c / / / / . lac . 10 24
(. 345) (. 1390)
{2) -2.84c / 1.6%¢c / / / . 16c P 23
(1.63) (. 838)
{(3) 1.16a / / -.39%7c / / . 240 .18 16
(. 343) (.131)
(4) —-1.01c / / / . 885b / . 21b .18 24
{.389) (. 263)
(3) .Z8&b / / / / . 036 « 00 -. 05 22
(. 192) {. 139
{(6) -Z.1Zb / / / 1.80a -.484b .330 .28 =2
(.804) (.568) (. 232
(7) =4.41a / 1.7%b / . 303a / . 58a . 32 23
(1.56) {. 7TS3) (. 33D
{8) -5.03a / 1. 36b / 1.72a -.427b .48b . 40 22
(1.53 (. 721) .S521) (. 214)
(3) =3.46Eh / 2.43c =223/ -. 370 6&a € 14
(.188) (. 832) (. 170) (. 188)
(10)-3.63b -. 2861 1.72b / . 7359b / . 44b 33 23
(1.63) (.188) (.72&) (. 354
(11)=-4.12 -.263 1.54b / 1.83a -.433b .53a 44 P
(1.38) (.178) (.&356) (.519) (L2007
(12)-3.29 / 2.92b -.139 -.443 / . S4b L 40 14
(Z.350) (.3E4) L 203) (L822)
(13)—-4.43c / Z.41b -.1894 L6830 -.471c .67b .33 14
(2.29) {.855) (. 180) (.314) (. 243)
Rey: CONS = Intercept.
MANUF = Manufacturer I Firm Concentration Ratio.
PV = Product Variety.
RET = Retail Covncentration.
OWN = Own Label Penetration.
SALES = Sales (£€m).
N = Sample Size.
(adj) R sq = (adjusted) R squared.
Nete: figures in parentheses are standard errors.
symbols are used to indicate significance with t or F
tests: .
a = significant at 239% level.
b = significant st 93% level.
o = significant at 390% level.
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Retail concentration would appear to have a significant
positive log linear relationship with the advertising sales
ratio. This is demonstrated when retail concentration is the
sole explaﬁatory variable (equation 4,table 7.10) and when it
is included with manufacturer concentration and own lab=l
penetration jJointly and severally (equations &, 7 and 8).
Such a relationship suggests that manufacturers increase
advertising as retail concentration rises but that as retail
concentration reaches high levels the rate of increase
declines.

Manufacturer concentration has a similar relationship
with the advertising sales ratio although with not guite as
high a level of significance as the retail concentration
variable (equations 1, 6.aﬂd 7).

Own label pernetration also has a sighiFiSant imgact on
the advertising sales ratio although as was predicted this is
negative, i.e. the greater the degrez of ocwn label
penetration the less the advertising internsity. Owe of the
problems of weasuring its significance is however its strong
(positive) correlation with retail concentration for which
the siwmple correlation coefficient is .35Z7.

The size of the market (sales) has a significant positive
relationship with advertising intensity wnen it is the only
explanatory variable. This rather weak relationship however

disappears completely when the other explanatory variables

are included.

BEefore examining the 1381 sample it was worthwhile

suwmarizing the findings of the ewpirical analysis on the

1370 sawmple. The main finding of the analysis is that the

retail variables of retail concentration and own label share

e
(]
[y



have a statistically significant correlation with the
intensity of manufacturer advertising. This re-enforces the
theoretical and a priori predictions discussed in chapters
two and five that retail structure is an important feature in
determining manufacturer behaviour in general and advertising
intensity in particular. Such a conclusion is of importance
for future economic studies attempting to derive a structural
model of the determinants of advertising. #As was embhasized
in the introduction and in chapter five it is important to
remember that the specificatiorn of the wodel is likely to be
unigua to the area of convenience goods in which the comnsumer
buying process and promotional mix are standardized. The 1370
sample2 provides evidence for both a linear and a logarithmic
relationghip between the retail variables and the
wanufacturer advertising sales ratio altho&gh it is the
logarithmic form that provides a substantially higher degree
of explanation.

fhe 1370 results as well as providing evidernce for the
need to include retail variables in models of wmanufacturer
behaviour also throws further light cn variables
traditionally used to "explain" the intensity of manufacturer
advertising. Manufacturer concentration was found to have a
positive log linear relationship with the degree of
advertising. Tests for both a linear and a quadratic
relationship however were negative. This contrasts to the

evidence for a limear relationship provided by authors such

as Ornstein (19768) and Brush (1378) and to the evidence a3f an

inverted "U" e.g. Cable (1373), Sutton (1974) and Uri (1387).

The inmovative measure of product variety is found,

comtrary to expectatiomns, to have no impact on the level or
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degree of advertising for the 1370 sample.

7.3.2. THE INTENSITY OF ADVERTISING AT MARKET LEVEL 1381,

The results of beth linsar and non—linear tests on the
1381 sample provide an interesting contrast to the earlier
time period.

In the tests for linear relationships as with the 1370
sample measures of manufacturer concentration and product
variety are not significant. Contrary to the earlier sample
however retail concentration is wot sigrnificanmt either. The
one variable that does have a significanmt iwmpact is the

market share of own label.

TABLLE 7.11. ADVERTISING INTENSITY 1981 - LINEAQAR REGRESS3ION.

|

A/S = 5.43a —. 1140 OWM LAE. N = Z&
(1.23) (. O60) R =g

I
-
td
n

Given that own labels were found to have a negative
linear association with advertising intensity in the early
sample (albeit when ircluded with the retail concentration
variable) this finding is important. For although own label
share is "only" significant at the 30% level, it is eviderce
that this retail variable does have a significant iwmpact on
manufacturer advertising intensity. Furthermore the
"t praditional" variable of manufacturer concentration is found
to have no relationship for the latter time period either in
the form of a three firm ratioc or a H Index wmeasure. Tests
for a guadratic relationship betwean manufacturer

concent ration and the advertising sales ratio also result  in

no eviderce of a relationship (table 7.1Z).
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TAERLE 7.12: ADVERTISING IMTENSITY 1381: TESTS FOR A GQUADRATIC
RELATIONSHIP BETWEEN MANUFACTURER CONCENTRATION
AND THE ADVERTISING SALES RATIO.

(1) A/S = -4,48& + <202 CR3 - .00 CRZ Squared.
(17.38) (. 458) {. 00O3)
N = 24
R sq = .01
adj. R sg =-,08
(2) R/S = 2E.22 - 128c H-Index + 1&&c H—-Index sguared.
{11.33) (&7) {38)
N = 24
R sg = .18
adj. R sg = .10
The absence of a quadratic relationship between

manufacturer concentration and the advertising sales ratio
for this time period and the previous one must through doulst
orn  how rebust ‘the findings of Cable (1373) and Sutton (1374)
are through tima.

Whether the lack of ‘significance of manufacturer
concentration is the result of thne changing retail
environment is not demonstirated by’the resilts. The only
empirical indicator iz that wmanufacturer concentratior is wnt
significant for the latter sample when included with the
retail wmeasures of retail concentration and own label
penetration or Qhen it is the sole independent variable.

For the 1981 sample log linear tests do not repeat the
rasults of the =sarlier éime period and none of the wvariables
prove a satisfactory explanation of the adveritising - sales
ratio. The fact that results for the second time period do
match those of the first periecd does not invalidate the

not

firet set of results but it does suggest that the wodel, as

it stands, cannot be used for the second tim= perioed. It may

be that some dormant variable comes into play fonr the second

period that is wissing from the model, e.g. inflation, or i%

E
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may be that individual wmarkets have becem= more prone to

individual forces.

7.3.3. CHANGES IN THE INTENSITY OF ADVERTISING AT MARKET LEVEL
1370 - 1381.

As well as cross ~ s=ction amalysis of the two sawmples it
iz important (especially given the differing results) to
analyse the change betwen 1370 and 1981.

The only two variables that are significanmt in linear
tests on changes in the advertising sales ratio are changes
in product variety and changes in markest size. These are not
significant on their own but are complimentary variables that
provide a fair degree of explamnation whan included together

{(egquation 1, tables 7.13).

TABLE 7.12. CHANGES IN ADVERTISING INTEMSITY 1370 - 1581. LINEARR

REGRESS IONS.
CH. CH. CH.  CH. CH.
CONS  SALES CR3 PV RET OWN Reg adjR N
(1) -28.3 -.3956 / .S190 / / .46b .36 14
(18.4) (.131) (.192)
(2) 24.88 -.1i36 / / / / .07 .OZ 24
(16.50) (24.88)
(3) -2 / /  .02S / / LO0 -.08 14

(21.0) (.131)

In a similar fashion regressions on the log forms yield
significance when the change in sales is included with the
change in product variety (table 7.13, equation 1).

An  interesting feature of both sets of results is <that

the apparent relationship between sales and advertising

. . . s . . . .
intensity (the advertising sales ratioc) is mnegative. The

explanation far this lies in the fact that the advertising



sales
independent
econometric
ratio for
independent
correlation

of a

danger

{chapter three)
suggested that both the

of advertising would be

ratio

ratio,

of this "working rule".

-

is the dependent variable and sales is an

variable. Whilst it is often stated in the

literature (e.g. Kuh and Meyer 1355) that using a

the dependent variable which includes an

variable as a cowmpoment will! not cause spurious

if the original hypothesis is formulated in terms

the correlation in this case highlights the

For the a priori hypotheses
derived from the market life cycle literature
advartising sales ratio and the level
affected by the changes in sales. The

(sechtion

tests orn the changes in the level of advertising
7.2.3.) however found changes in sales to have no effect on
advertising. This suggests that the negative relationshio
found in this case may simply reflect the independency of
advertising and sales.
TAELE 7. 14. CHANGES IN ADVERTISING INTENSITY 1370 - 13581,
LOG LINEAR REGRESSIONS.
CH. CH. CH. CH. CH.
COnSs SALES CR3 =1V RET OWN Rsg adjR N
(1) 2.90 -.455c / / / / «13c .03 24
(.308) (.232)
(2 1.18 / / « 327 / / L07 .01 14
(.738) (.388)
(3 1.54b -1.01b / 1.10b / / . 45b .35 14
(. 653 (. 364) (. 400)

In

and intensities suggest that,

changes

effect. A

in product variety that a significant

summary the analysis of changes in advertising levels

of the variables tested, only

arnd positive

change in product variety thus results in a

b
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proportionate change in advertising. Despite the strong a
priori reasoning the measures of retail concentrationm and own
label penatration were found +to have a significant
correlation with the change in advertising across the two
time periods. Whether this is because of the poor quality of
measurement, conflicting forces withim the measures of retail
change or because retail change has no effect can only be

resolved by further research.

7.4. FIRM LEVEL ANALYSIS,

As well as examining the broad =ffects of retail
concentration and ocwn label at market level it is worthwhile
exploring the possibility of differing effects o7

lysis

manufacturers of differing market positions. Such and
across so many markets must be regarded az tentative but such
an approa:ﬁ #ay yield conclusions' of more generality
regarding own label market share and retail concentration
than a cas2 study approach of individual wmarkets.

One source of potential bias in the sawple is that firm

data are only available for firms with at least on2 percent

of market share by value.

7.5.1. THE LEVEL 0OF ADVERTISING AT THE FIRM LEVEL 1370,
The correlation between sales and advertising that was
Ffound at wmarket level was Ffound to exist at firm level as

well. In other words the amount of advertising undertaken by

a Firw was correlated to the level of its sales (table 7.18).

This once again leaves an unanswered guestion &as to tha

direction of causality and the possibility aof ingltaneous

bias that arises from it. Though subject to the opossibility

of bias the testé on the level of advertising highlight a
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rumber of interesting relationships. Though sales has a
strong degree of correlation with the level of advertising
table 7.153 also highlights how the market level of retail
concentration, the market level of own label pernetration and
the relative position in the market have a significant effect

on a firm’s level of advertising.

TABRLE 7.15. t 1970 FIRM LEVEL ADVERTISING.

ad].
CONS SALES RANK RETAIL OWN N R sq R sq
(1) S73473 <037 a / / / &0 .3la . 20
(103087) (.QO07)
(2) 624053 L0037 a / -~1098 / £0 .ola .28
(IT2736) (.0007) (7302
(3) [IZ200 L D032a / / -21612a &0 L a0a .58
(1553923) (.0007) (7359)
(4) 2078085a  / -—-233456a -135108b / 50 . 20a 17
(42T34) (80464) (7462)
(5) 1788236 / =2E0333a / -28038a 50 . S0a .28
(2409358) (BO4LEL) (77139)
(&) 751387b .0Q034a [/ 4354 2 =22827a 60 ASE) .3
(IITTIB4L) (L0007 {(7084) (7659)
(7)) Z102130a / =-272306a -=7B3I5 -25329 &0 . 32a .28
(334385) (81053) (7332) (8133
(8) 1418480a .00ZBa -20Z4l2a / -21603a &0 .47a .44
(227131) (L O007) (72010) (E3ST0)
(3) 1233406 .003Za -Z1237%a —4663 / &0 . 353a A

(418881) (.0007) (73083) (7060)

Key: CONS = Intercept.
SALES = Sales (£).
RANK = Rank by Sales.
RETAIL = Retail Concentration of Market.
OWN = Own Label Share of the Market.

Note: Figures in parentheses are standard errors.
significant at 33% level.

a =
b = significant at 95% level.
c = significant at 0% level.
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When included with the absolute level of sales, which is
the domimant statistical "explamation" of advertising, both
own label and sales rank are significant (equation 8).

Own  label is the degree of own label penetratign that a
firm faces in that particular market. That this should have a
negative correlation with advertising once tre absolute level
of sales and the sales rank of a manufacturer are taken into
account ewphasizes the influence of the retail envirarwent on
firms.

The "megative" correlation between sales rank ard
advertising gives a slightly misieading impression in that
nurerically the order of rank is the cpposite to the comwaon
perception of number being the "mighest". Thus Lhe
relationship is as predicted with the leading Firms (by
sales) having the highest amount of advertising.

Though sales rank is fournd to be correlated to the level
of advertising 1t wust be remembzred that the hyootheses
derived in chapter five were derived in terws of a dichotomous
classification between market leaders and markst followars
rather +than a continuous relationshio marking the "degrees”
of leadership. For this reason tables 7.1& and 7.17 present
the resulis of tests on the two different groups. Market
l=aders are defirned as the top two firms by sales in a market
with followers being all other Ffirms in the sample.

The reasoning for this division can be defended on both

structural and behavioural grounds.

Structurally many of the markets in the sample are

characterized by the top two firms having. considerably more

market share than any of the other Tirms.

Some researchers (2.g. Henly Centre for Forecasting 1382,



Davies, Gilligan and Sutton 133&) have suggesied that cduring
the period in quéstion large retailesrs were only prepared to
stock the leading two bramnds in any market. If bLrands are
defined strictly as unigue praducts e.g. Heirmz tomato socup or
Ariel washing powder, then a wmore accurate phrasing of such
an observation is that large retailers with constraints on
shelf space and a desire for bargaining power tended towards
dealing with the two largest manufacturers inm any market.

There are two important features to the results of the

[

division betwezen leaders and followers {(tableg 7.1 awd

7.170.

The first feature is that the positive relationship
between a firm’s sales and a firm’s advertising is stronger
far market followers compared to warket leaders. This may
occur for a rnumber of reasons including the oossibility that
market leaders wmay follow "objective and task" advertising
more than followers.

The second feature of the two sub-sawmples is the
differing significance of own label penetration. The level of
advertising by market leaders is found to be significantly
and negatively correlated tﬁ the level of own label
competition that they face (ftable 7.1&6, egquations 2,2 and 3).
A much weaker and less sigmificant relationship is however
the level of advertising by market followers

found between

and own label pernstration. This is consistent with the
hypothesis in chapter five that followars are more likely <o

follow different strategies from leaders iy avoiding the

threat of own labels.
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TAEBLE 7.18. @ THE LEVEL OF ADVERTISING OF MARKET LEADERS 1370.
ady.
CONS SALES RETAIL OWN N R =g R sg
S1) 925701 LO0F2a -238¢ / 8 I0a . 26
(S81433) (. O010) {11ez25)
2) 1237498a .0027a / -27338b 6 . 43a .39
(230043) (. 0008) (10548)
(3 1033784 . D023%a 3151 ~-23418b 36 -} .3
(236333 {. 0003 (11124) (11108)
(4) 188815za / -~138C0 / z6 .08 05
(S7138%) {1186&3)
(3) 15e7377a / / =37437a & . 2ha 21
(238313 (11330

TARBLE 7.17. @ THE LEVEL OF ADVERTISING OF MARKET FOLLOWERS 1370.
adj.
CONS SALES RETAIL OWN N R sq R sa
(1) =-173511 .0O3IE3a 9421 / 24 T .51
(2E0772) (.0074) {5112
() 18130z . 0Z36a / 505z 24 .S4a .50
(13EE31) (. 007 (SE35)
(J) -83415 . 0Z38a 5742 -54E64 24 .57a 91
(277463) {, 0078) (5131) (5673
{(4) &138z21 / -£3835 / 24 .03 L 00
(28E577) (6238)
(S) S47&Z0 / / -14132¢c 24 .16c L1z
(140371) (7000)
Rey: CONS = Intercept.
SALES = Sales (£).
RETAIL = Retail Concentration of Market.
OWN = Own Label Share of the Market.

Note: Figures in parentheses are standard errors.

significant at 33% level.

a =
b = significant at 33% level.
c = significant at 0% level.



Furtharmore the division of The 1370 sawpls PHetwaon
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and followers has no influence an the apparent absence of & I

relationship Detween retail concentration and advertising. 7Tihs
lack of such a relationship at firm level is slightly surorisiag
although it should te remsxberad ag was evident in chaptar TFive

that &the effects of retail concentration cam be expectsd o
create conflicting incentives in regard te advertising. Thus it
mwight b2 reasocnable to infer from the results that rebai:
concent ration has not had a significant uni-directiomal effect an

Fire advertising.
7.5, 2. THE LEVEL OF ADVERTISIMG AT FIRM LEVEL 1381,

Tabls 7.18. oresents the results of +tests on the
advertising Isvels ofF firms for the 1981 sample which ars
proadly similar to the results on the earlier samole.

The level of sales is again the dominant exolamnatory
variazle but rank, the degree of retail concentration and the
degres of own ladsl penetration are all significant.

Tnterestingiy the variables of retail concentration is
significant when included with sales rank which suggests that
Thea e Are compg limantary variables. The negative
relationship gf retail concentration in these cases
(eguaticns &, 7 and 9 suggests that as retail concentration
iricrzases manufascturer advertising decreases.

ThHe Ffact that both sales ramk amd retail concentration
arg correlatss without the inclusiom af the sales variable
ivdicstes +the dominance of the wmarket structure and  in

sarticulsar the retail markst structwre.



TRELE 7.18. :

1381 FIRM LEVEL ADVERTISING.

CONS
(1)
33222
(2)

7)

SALES

17303%1a .008a
(001

I420134a . 0077a

(1133618) (. 0012)

(3)

(4)

86334932a

(1423306)

(3

7508818a

(3173933)

2202883a . 0074a

(681631) (.0Q01Z2)

/

/

(8) 437233T8Ba .0070&
(1246673) (. 0QL3I)

(7)

10310334a

(1408050)

(8

(83032&1)

(3)580156%a
(12391807) (. 001l)

Key:

Note:

CONS = Intercent.

SALES = Sales ().

RANK = Rank by Sales.

RETRIL = Retail Concentration of Market.
OWN = Own Label Share of the Market.
Figures in parentheses are standard errors.
a = significant at 93% level.

b = significant at 99% level.

c = significant at 20% level.

/

51393842a . 00844
(L0011

. DOE8a

(247348)

RANK RETAIL OWN N
/ / / 86
/ -261394 / 86

(17803)
/ / -62633¢ a8e

(Z23720)

-1122033a -5409%a  / 8g
(288863) (19524)

-1024132a /  —-13648E6a 86
2TII2S) (34740)

/ -24047  -€03%1c 86
(17623)  (T4858)

~1163067a -4523%b -125322a 86
(ZE9223)  (1B3I50)  (3I5231)

-7S6672a / -763948b 86
(Z0S431) (T1665)

-811598a -31115c / 8g

(15838)
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<4la

. 48a

. 4Ea
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Own  label penetration is shown to have a significant
negative correlation with manufacturer advertising which is
corsistent with the 1370 findings. As with retail
concentration the significance increasz2s with sales rank
(equations 3, 7 and 8 compared to equation I and 6&).

When the sample is split between market leaders ({table
7.19) and market followers (table 7.20) sales remains highly
significant for both sub—-samples.

Own label penetration however whilst having a negative
association with the advertising level of market leaders has
a muckh weakew relationship with the advertising of market
followers.

Retail concenfration on the other hand does mnot have an
impact on either market l=aders or followers when included
with sales. it does however haQe a very weak relationship on

its own with market leader advertising.
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TABLE 7. 19, THE LEVEL OF ADVERTISING OF MRRKET LEADERS 133L.
adg.
CONS SALES RETAIL OWN N R sq R so
(1) 2623253a .0070a / / 45 . 38a 37
(3135898) (.0014)
(2) 4387756b .00&Ba ~27e02 / 45 L 40a .37
(1643582 (.0014) (25317)
(3) 4467751a .O00&0a / -36015c 45 . 43a a1
(1036838) (. 0014) (50527)
(4) S803110a .0058a -23187 ~-31249c 45 La4da « 40
{(17397283%) (.0014) (24813) (52134)
(3) 70238473a / ~5=008e / 45 072 05
(18323912 (30213
(&) E&80378a / / -174447a 45 . 13a 17
{(1031437) (55758)
TRBELE 7.20. THE LEVEL OF ADVERTISING OF MARKET FOLLOWERS 19281
adj.
CONS SALES RETAIL OWN N R =q R sg
{1) E328Z6c .01357 / / 41 .55a .o
(TE72E83) (.0033)
{2 1820137 .0148a -—-19225 / ZE . 3EA .32
(1453314) (. 0Q040) {(Z2802)
(3) 947243 L.0151a / -16270 41 T « 32
{(8176323) (. 003 (40261)
(4) 2251134 .C136a -20261 -135953 36 . 37a .ol
(1748083) (.0Q045) {23T187) (43258)
{(35) A4Z38T47a / -43760 / I8 Llle 08
(1502801) {24681)
(6) 2701823 / / -84ZE40c 41 . 03¢ . Q7
(734678) (LZ2B3)



7.6. THE INTENSITY OF ADVERTISING AT FIRM LEVEL.
As with the wmarket wide tests, tests for npossible
determinants of advertising intensity (i.e. the advertising

sales ratio) were undertaken.

7.&8.1. THE INTENSITY 0OF ADVERTISING AT FIRM LEVEL 1370,

Table 7.21. shows how no linear relationship existed
between the advertising sales ratio and sales, sales rank,
the percentage of market share withinm a market, or the degree
of own label permetration for the 1270 =zample.

Trne degree of retail concentration is the aonly variable

to show a significant linear association with the advertising

zalzs  ratio (=gquation 3). This is a wpositive r2lationshio
which suggests that the greater the degres of retail
concentiration the greater the resulting intensity of

.

advertising.

- Tables 7.Z2 and 7.Z23 present the results of splitting the
sample into wmarket leaders and market followers. This
divizsion does rot affect the absence of limnear relationships
between the variables tested and advertising intensity. The
retail concentration variable keeps 1ts positive association
for both samples with similar levels of significance although
its association is slightly stronger for the sample of

followers than for the sample of leaders.



TABLE 7.Z1: ADVERTISING INTENSITY AT FIRM LEVEL 1370.

CONS SALES RANK MsP  RETAIL OWN N R sq

(1} -6.83 -Z.& E-9 / / . 347b / 50 .08c
(8.10) (1.8 E-8) (. 168)
(2) 7.25 =-1.2 E-8 / -/ / . 135 g0 .02
(3.2 (1.8 E-8) (.187)
(3) -1.97 / -1.82 / . 338b / &0 .1v0e
(8. 3&e) (1.84) {(.158)
{4) 11.€5 / -Z2.34 / / 173 g0 .04
{S.84) (1.88) .181)
() -8.76 -2.1 E-9 / / . 3370 . 041 &0 .08
(8.23) (1.8 E-8) L1753 {(.183)
(&) =2.03 / -1.87 / .321c Q6D &0 . 10
(3. 04) {1.86) (. 1€8) (. 18€)
(7) 13.&8b -1.6 E-3 -Z.88 / / . 135 =18 .05
(&. 06) (1.8 E-8) (1.9 (. 186)
(8y =-—-,122 -7.3 E-3 =Z.02 / «313c / &0 .10
{(10.1) (1.8 E-8) (1.51) (.17
(3) =7.00 / / / . 335b / &0 . 8b
(7.40) . (. 157)
(10) &.35c / . 162 / / / £0 .01
(2.71) {.181)
(11) 4.35 / / . 173 / / &0 .03
(4.02) (. 124)
(12)-3. 30 / /  .145 .335b / 0  .1ub
(7.76) (. 122) (L1857
(13) 1.76 / /174 / L1646 O .05
(4.34) - (. 125) (. 180)
(14)=10.10 / / .14 L 320c L0853 &0 i
(7.86) (. 123) (. 167) (.18%)
Key: CONS = Intercept.
SALES = Sales (&).
RANK = Rank by Sales.
mMSP = Market Share Percentage.
RETQAIL = Retail Concentration of Markst.
CWN = Own Label Share of the Market.

Note: Figures in parentheses are standard errors.
a = significant at 399% level.
b = significant at 3% level.

c significant at 20% level.
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TABLE 7.2%: SDVERTISING INTENSITY COF MARKET LLEADERS 1370.
adj.
CONS SALES MsSP RETAIL OWN N R sq R sq
(1) -B.36 -3.2 E-9 / 426 / 36 .08 4
(l4.4) (2.4) (. 288)
(2) 8.23 =-1.4 E-8 / / <231 36 . 04 . 00
(.41) (2.3 E-8) (. 294)
(Z) -8.81 -1.8 E-9 / . 332 <123 36 . 03 . 00
(14.58) (2.5 E-8) (. 303) (. 303
(4) =9.32 / / . 4430 / 36 . 08c 03
(12.23) (. 283)
{(3) &.64 / / / L2739 36 L 03 « 00
(3.80) (. 280)
(&) 3.75 / 140 / / ZE L0l - 02
(3. 30) (. 242
(7 =13.07 / 110 . 434 / Rl .03 . 03
(14.73) (. 236) (.239)
(8) 1.85 / . 130 / 273 36 . Q4 - 02
(10.71) (. 243) (. 283
(3) =-13.09 / . 103 333 124 Z8 .03 . 0
(14.38) (. 240) (.280) (,.299)
Key: CON3 = Intercept.
SALES = Sales (£).
mMsP = Market Share Percentage.
RETAIL = Retail Concentration of Market.
OWN = Own Label Share of the Market.
Note: Figures in parentheses are standard errars.
a = significant at 99% level.
B = significant at 95% level.
o = significant at 30% level.



TABLE 7.23: ADVERTISING INTENSITY OF MARKET FOLILOWERS 1370.

adj.
CONS SALES MSp RETARIL OWN N R sg R =g
(1) =3.44 4.2 E-8 / . 206 / 24 .14 L 08
(6.11) (1.7 E-T) (. 120)
(2 8.28h ~-1.5 E-7 / / -. 030 24 .04 - 0Z
(Z.38) (1.7 E-7) {. 140
{3 -1.72 ~-2.8 E-9 / 2120 -, 105 24 .17 . D4
(6.55) (1.8 E~-7) (. 121) (. 134)
(4) =2.51 / / . 13920 / 24 . l4c .10
(4.53) (. 102)
{(9) &.44b / / /. =044 24 L01 -, D4
(2. 58) . {129
(R8) 1.82 -/  AZ2 / / 24 .08 . 04
(3. 26) (. 310)
{7) ~&.28 / 413 . 130c / 24 JZ21lc . 14
(5. 25) {« 293) (. 033)
{3 i.86 / L4zl / - 002 24 .08 - 01
{4.38) {.328) (.131)
{3) -5.46 / 374 20T = 084 24 .22 .11
(S5.359) (. 303) {.105) (.127)

Key: CONE Iintercept.

SALES = Sales (£).

Mse = Market Share Percentage.

RETAIL = Retail Concentration of Market.
OWN = Own Labzl Share of the Market.

Note: Figures in parentheses are standard 2vrors.
significant at 399% level.

a =
b = significant at 395% level.
c = significant at 30% level.
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7.6.2. THE ADVERTISING INTENSITY AT FIRM LEVEL 1381.

In contrast to the earlier sawmple, tests on the 1381
sample find several variables acssociated with advertising
intensity (table 7.24). The variables of sales, retail
concentration and own label share when included together
yield the greatest degree of correlation (equation &).

Cwn  label penetration has a negative relationship with
advertising intensity which is significant at the 9%9% level

when included with any of the other variables.

-
-1.
-
il
o
3
<l

Similarly retail concentration is pesitively sign
at the 394 level when included with any of the other
variables. This finding is of particular importarce given

that it was significant associated to the advertising salzss

[y

ratios af Ffirms in the arlier period as well.

+ Bales, whilst not -significant when it is the sole
independent variable (equation 1) has a significant negative
relationship when included with retail concentration arnd own

label share (equation &). In octher worde the advertising
sales ratioc decreases as the level of a firm's =sales rise

hich may purely be a functiow of the definition rather than
of arn underlying relationship.

The two measures of firm position, sales rank and the
parcentage of market share, have no liviear relationship with
advertising intemsity. As the hypotheses regarding firm
pasition in chapter five were stated in terms of a dichotomy
setween leaders and followers the division of the sawple oy
worthwhile and is shown in tables 7.%25

sales rank is still

ané 7.26.
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TARLE 7.24¢

ADVERTISING INTENSITY

AT FIRM LEVEL

1981.

Cang SALES RANK MmspP
(1) 13.1e -1.3 E-8 / /
(2. 55) (8.9 E-9)
(2 -3.37 -6.3 E-3 K /
(8.31) (3,0 E-9)
(3) 29.55 -2.3 E-8 a / /
(4.94) (8.8 E-9)
(4) —-11.23 / -. Q03 /
(3. 33 (1.89)
(3) Z23.E6a / 0&8 /
(£.383) (1.61)
(&) S.%4 -1.7 E-8c / /
(3.41) (8.& E-3)
(7) =-.138& / -. 274 /
(S.20) (1.76)
(8) 3Z.4Za —-2.4 E-8a —-.348 /
(&.35) (9.0 E-8) (1.60)
(9) —-11.23 / / /
(7.83)
(10) Z3.84 / / /
4. EO) ‘
(11) 11.38a / /016
' (4.10) (.148)
(12)-10.8¢ / / = 023
(8. 26) (. 150)
(13) 23.67a / /L 007
(3.68) (. 1427
(14) - 699 / /=047
Rey: CONS = Intercept.
5ALES = Sales (&).
RANK = Sales Rank.
MspP =
RETARIL =
OWN =
Mote: Figures .
a = significant at 39%
b = significant at 33%
o = significant at 30%

ir parentheses are standard errors.

RETAIL

«584a
128)

. 538a
(.113)

. 443a
(. 120

/

. 5842
L127)

. 587a
(. 129)

. 4432
(.121)

level.
level.
level.

OWN

-.713a
(. 241)

-.371a

{« 233)

-. 274
(1.76)

-.341a
(. 247)

/
-.716a
. 240)

/

-.716a

(. 241)

-.832Za
(. 230)

Market Share Percentage.
Retail Cowncemtration of Market.
Own Label Share of the Market.

ae

86

73

adj.
sq R so
. 02 =01
.11 .03
.17a .15
.11b 03
. 10b 0T
. 28a 25
. 243 21
. 17a 14
.11a o3
. 10a .03
- 00 -, 01
.11b .08
. 108 Q7
2a4g 21



TABLE 7.25: ADVERTISING INTENSITY BY MARKET LEADERS 19&81.

adj.
CONS SALES MSP RETAIL OWN N R sqg R =g
(1) 12.82 -1.0 E-8 / / / 45 03 .01
(3.54) (3.3 E-9) .
(2 -—.388 ~-7.1 E-3 / .218 / IR 1= . D2
{(11.18) (9.7 -3 (o173
(3) 3J2.6Ea -—-2.1 E-8b / / -1.07a 45 .23a . 20
(6.7 (8.3 E-9) (. 320)
(4) 16.57 -1.79 E-8¢c / L2720 —1.13a 43 .28a =23
(11.05) (3.08 E-) (. 153) {.321)
(Z)y =3.81 / / . 247 / 4% .05 .02
(10,42 (. 1686}
(&) 24.8Ea / / / -.800a 45 . 130 .11
(&.15) (.314)
(7) 8.53 / L0073 / / 45 .00 - 02
(8.8%) (. 229)
(8) -4, 35 / 2T . 203 / a4z .09 . Q0
(12,207 (.283) (.173)
{3y 23.37a / . 041 / -. 7368 45 . 13c . 03
(10.22) (. 228) (. 313)

Keys CONS Intercept.

SALES = Sales (£).

RANK = Sales Rank.

MsSpP = Market Share Percentage.

RETAIL = Retail Concentration of Market.
JWN = Own Label Share of the Market.

Note: Figures in parentheses are standard errors.
a = significant at 29% level.
b = significant at 35% lavel.

= significant at 30% level.

-y
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TABLE 7.326: ADVERTISING INTENSITY EY MARKET FOLLCOWERS 1361.

(1)

(2)

(3

(4)

(&)

(7)

(8)

(3)

adj.
CONS SALES MSP RETAIL OWN N R sg R sqg
14.31la ~4.3 E-8 / / / 41 .03 .01
(3.91) (3.7 E-8)
-21.38 ~-%3.5 E-3 / . SBEDb / 3& .Z1b .16
{(13.80) (3.8 E-8) (. 218)
J2.591a -8.95 E-8b / / =.935b 41 .17b 13
(8.07) (3.8 E-8) (. 3398)
-2.73 -4.5 E-8 / .S40b -.8391b 3& .Z3a . 26
(15.31) (4.0 E-8) (. 203) (379}
-22.57c / / . 933a / 36 .21la .13
(12.02) (. 137)
Z22.5%a / / / -. 610 41 .08 .04
(7.06) (. 375)
.73 / . 301 / / 41 .01 -0
(7.00) (.&31)
20. 41 / « 203 / -.338 41 .07 . e
(3.69) (. 622) (. 382)
-1&5.99 / . 355 LE2Fa -, 6880 41 .3la « 24
(14.27) (.607) (.131) (.346)

Key: CONS Intercept.

SALES = Sales (£).

RANK = Szales Rank.

mMspP = Market Share Percentage.

RETARIL = Retail Concentration of Market.
OWN = Own Label Share of the Market.

Note: Figures in parsntheses are standard errors.
significant at 99% level.

R =
b = significant at 95% level.
c = significant at 0% level.
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The most noticeable aspect af dividing the sample by firm
position is the small effect of retail concentration on the
advertising intensity of market leaders as compared to its
effect on market followers. The positive =ffect on  warket
followers 1is such that Just by itself it has a 21%
statistical ‘“explanation" of the variance of advertising
intensity (equation S of table 7.28). The effect on market
leaders is much weaker with retail concentration only having
an effect when included with sales and own label (equation &
of table 7.25). The paramster estimate in this case being
lower and less significant than in the same squation for the
samole aof markat followers (table 7.26). Thus thevre is
evidence to suggest that whilst retail concentration has a
positive effect on the advertising intensity of all firms in
the sample the affect is wore marked on the advertising of
Firms which are "followers" as opposed to "leaders'.

Own label pesnetration which is found to have a negative
impact on the whole sample has a greater i1mpact on the
advertising intensity of leaders as opposed to followers.
This can be seen from comparing both the parameter estimates
of own label share and their significance between the two
sub—~samples (e.g. equation &4 of tables 7.23 and 7.Z6).

The implication of the impact of retail concentration and

owrn labezl penetration om firms of differing market position

is that high retail concentration and own label share have
increased the advertising intensity of market followers more

than the advertising intensity of leaders.
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7.7. SUMMARY.

This chapter has contained a wide range of tests on  the
level and intensity of advertising at both market and Ffirm
lavel. The overall conclusion, despite mixed results, must be
that retail concentration and own label penetration canwo: be

ignored in tests for structural determinants of advertising.

The market tests on the level of advertising were
dominated by a correlation with the level of sales. Given the

stromng pessibility of two way causality betweern these two

-+

variables it was necessary to make the advertising sales

ratio the dependent wvariable to have a potentially more

robust wmodel.

At the market level own label penetration was found to
have a significant megative linear impact on the intensity of

advertising for both time periods. Indeed it was the only

variable fourd to have a significant correlation with $he

-

advertising sales ratio for the 1381 sawple either in a

linear or logarithimic fashion.

For the early tiwe periocd retail concentration was also

found to have a significant relationship with advertising

intensity although in this case the relationshio was

positive. The logarithmic form was found to be of stronger

significance and explanation which suggests that after 2

certain threshold of retail concewntration the resulting

increase in the advertising sales ratio is less tham at lower

levels of concemntration.

Manufacturer cancentration is found to have a similar

positive logarithmic relationship with advertising intensity

which adds to the empirical evidence on marnufacturer
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concentration and advertising intensity being related. OF
some importance for pther studies is that retail
concentration and manufacturer concentration are Found to be
(weak) cowmplimentary variables i.e. the inclusion of retail
concentration actually improves t he significarnce of
manufacturér concent ration.

Tests on changes in advertising intensity at market level
between the two time periods showed charnges in product
varigety and changes in sales to be the.only two variables to
pe correlated. These were found to be complimentary variables
and when both variables were included together wvariety was
found to be positively related and salss was found to  be
negatively related. Thus & rise in variety was assaociated
with a fall in the market advertising sales ratio whilst a

rise in sal2s was associated with a drop in the ratio.

Ot the firm level both the retail concemtration and the

A%

owrt label penetration that firms faced were fourd to have a

significant influence on an individual firw’s advertising

sales ratio.
Retail corncentration was significant for both time
periods in a positive linear fashion. For the latter period

it was found to have a greater effect on the advertising of

market followers tharn for market leaders.
Own label penetration was found to be significantly

correlated to the degree of advertising intensity for the

later period. This strong negative linear relationship was

likewise found to have more effect on the advertising of

followsrs compared to leaders.

- -
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CHAPTER EIGHT: PRODUCT YARIETY - ANALYSIS AMD RESULTS.
a. 0. OBJECTIVES.
8.1. ANALYSIS OF PRODUCT VARIETY AT MARKET LEVEL.
8.1.1. PRODUCT VRARIETY - THE TRENDS.
8.1.2. THE DEGREE OF PRODUCT VARIETY 1370.
8.1.3. THE DEGREE OF PRODUCT VARIETY 1361.
8. 1.4. CHANGES IN VARIETY 197¢ - 1381.
8. =. ANALYSIS OF PRODUCT VARIETY AT FIRM LEVEL.
8. 2. 1. THE LEVEL OF PRODUCT VARIETY 1370.
8.2.2. THE LEVEL OF PRODUCT VARIETY 1381.
8.2.3. THE PERCENTAGE OF PRODUCT VARIETY IN A MARKET 1370.
8.2.4. THE PERCENTAGE OF PRODUCT VARIETY IN A MARKET 1981.
8. 3. SUMMARY.
8. 0. ORJECTIVES.
This chapter is concermed with testing the hypothesss
regarding product variety which were derived in chapter five.
The full 1list of the results of these tests is given in

appendix A but those of most interest are reproduaced  and

discussed in this chapter.
8.1. ANALYSIS OF PRODUCT VARIETY AT MARKET LEVEL.

This section considers the determinants of prcduct
variety frowm a market perspectiva. Thus, as was done in the
preceding chapter, the various markets within the sawple of
convenience goods were analysed for trends commern to the
whole sample. The discussio; is in four sactions: the first
gives an overview of trends in branded product variety; the
second and third provide the results of cross section
analysis for the 1370 and 13581 samples respectively:; and the
fourth section exawines the changes in product variety

betweéﬂ 1370 and 1381.

8.1.1. PRODUCT VARIETY ~ THE TRENDS.

Eefore wmore sophisticated ?echﬂiques are employed some

insight inta the lavels of product variety as measured by



branded products can be gained from 2xamining the change in

brand numbers over tiwe for a selected rnumber of markets

table 8.1.).

TAELE 8.1: NUMBER OF EBRANDS BER MARKET 1370 - 1981.

YEAR
7w 7 72 73 74 75 T7& 77 78 72 80 81

MARKET :

Biscuits 851 8=z2 811 817 351 8385 870 733 624 6%4 711 723
Brk. Cereal 3I7 43 40 3 41 46 42 S1 33 OS2 0S5 =2
Choc Con.* 342 3€7 383 401 410 413 425 450 487 543 331 &34
Ins.Coffee 20022 23 24 28 27 Iz O30 25 24 2T 40
Crisps 63 T7& 839 103 35 111 111 144 143 1S5 218 223
Custard Po i8 13 13 11 1z 3 3 3 i 13 17 17
Flour 48 42 41 26 24 28 28 2T 28 2e 2T 24
Fruit (Car) 181 133 1S3 118 124 S& 74 47 E&& S L1Z8 130
Fruit Ju 31 47 &3 1 126 397 102 &1 323 13T 1357 173
Honey 132 167 130 211 31 84 81 103 110 108 100 103
Jellies 4% 4z 37 31 28 e 2T 2T 2o 1 25 Iz
Matches* IJ4 T4 36 2 200 0zt 2L 25 22 2313 15
Breserves 338 384 ITe 29T ZBE ZB7 287 284 g 2TO 222 243
Scun (Can) 348 357 I58 213 281 271 237 289 231 2339 Z£7 3II3

" =

Toothpaste 41l 47 4% 41 45 44 44 4T 45 &2 S5 22
Wash Up Lig 1& 16 22 1& 15 13 =2 29 =22 23 25

b
o

P an rigw)
Source: Graocer Price Lists (Junm

(¥ = Shaws Guide to Prices)
Visual imspection of table 8.1. shows how product variety
Has followsed constant trends for the magoirity of sectors
between 1370 and 1381. Vast fluctuations from year to year

are mot very comwmwon but the level of wvariety across the

s&ctors is very diverse.

8.1.%. THE DEGREE OF PRRODUCT VARIETY 1370Q.
The hypotheses in chapter five stated that, once the

wature of the product had been standardized in terms of low

value convenience goods, the degree of product variety would

be a furnction of:

(1) Retail Concentration
(7Y Manufacturer Concentration

(3 Sales
{4y Own Labesl Peretration
{S) Odvertising Intensity
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Table 8.2. shows a summary of the resulis of ordinary
least squares regressions for linear relationships.
The only variable that is significantly correlated to

les

1]

product variety in a linear fashion is that of =
(eguation 6€). This 1is significant at the 3I3% level of
confidernce and explains J&% of the variation in the level of
brand variety. It is related positively i.e. the greater the
level of sales the greater the number of brands. The other
neasures were Mot significant either Jointly or severally in

these linear tests.

Table &8.3. presents the results of tests for log-linear
relationships. 0Once again sales is the2 dominant explanatory
variable although the degre= aof fit of the regression lin2 i3

orly marginally higher than the linear eguation (i.e. amn R

2

squared of .45 as ooposed to .41).

Manufacturer concentration, as measured by both the three

Firm concentration ratio and the H index, shows a d=gree of

negative correlation at the 90% level when included orm  its

own (eguations 2,8 and 3). This suggests that the greater the

degree of concentration amongst bramd manufacturers the

smaller the numbar of brands available becomes. The
logarithmic mnature of the relationship suggests that the

ratic of declime in brand nuwbers decreases with higher

degrees of concentration. Such a finding would have an
implication for public policy if the finding proved robust.

In this sample the relationship however, appears to be weak

as eguation 7 shows the significance of manufacturer

concentration disapoears when included with sales.
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TAELE 8.2: PRODUCT VARIETY 1970 - TEST3 FOR LINEAR RELATIONSHIPS:

adj.
CONS  MANUF. A/S RET. OWN SALES R sg R sg M

(1) -194 -1.72 -8.40 &.35 . 330 2.61b « S0 .22 1S
(413) (3.93) (18.4) (6.88) (7.81) (1.06)

(2) 257 =340 / / / / .03 .01 17
(148) (S70)

(3) 220 / -18.93 / / / .11 .05 16
(82.8) (14. 1)

(4) 293 / / -3.33 / / L0O3 - 03 18
(233 {4.84)

(2 136 / / / -. 350 / 00 =, 07 17
(87.4) (5.63)

(E) ~.E74 / / /- / 2.08a «41a .36 1s
(2. 1) : (. &€71) ‘

Key: CONS Intercept.

MANUF = Manufacturer 3 Firm Conc. Ratio.
A/8 = Advertising Sales Ratio.

RET = Retail Concentration.

OWn = QOwn Label Market Share.

SALES = Gales (& m).

N = Sample Size.

(adj) R sg = (adjusted) R sguared.

Notes: Figqures in parentheses are standard errors.
The following symbols are used to indicate
signiricance with t or F tests:

significant at 23% level.

significant at 23% level.

significant at S0% level.

nom
Hu i
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TABLE 8.3. PRODUCT VARIETY 1370 - TESTS FOR LOG LINEAR

(1)

(2)

(8)

8=

CONS MANUF .

1.35 -.627

(3.87) (1.&8&) (.

-,

6. 20b -Z.3Zc

(2.24) (1.18)

-. 3593 /
(. 386)

4. 20 /
(1.74)

1.7S /
(. 287)

. 105
(. 433)

2.80 -1.42

(2.12) (.938)

H-In (1)
1.28a ~-1.01c

(.279) (.S30

H - In

«23a —1.0&c

{(.273) (.337

Key: CONS
MANUF
f/s
RET
OWN
SALES
N

RELATIONSHIPS::
adj.
A/S RET. OWN 5ALES R sg R sq N
- 307 . 180 -=-.143 .341c .58 . oh 15
460) (1.34) (.381) (.432)
/ / / / .21l .16 17
-. 333 / / / 24 .18 16
(. 288)
/ -1.50 / / .11 . Q6 18
(1.03)
(. 288)
/ / / .932a .45a 4l 18
(. 291)
/ / / 1.01la .S8a .48 18
(. 322)
/ / /- /.20 .14 17
)
{h)
/ / / / «21lc .15 17
)
= Intercept.
= Manufacturer Z Firwm Concentration Ratio.
= Advertising Sales Ratio.
= Retail Concentration.
= (Own Label Market Share.
= Sales (£ m).
= GSample Size.
R sq = (adjusted) R sguared.

{ady)

Netes: Figures in
following symbols are used to indicate

significance with t or F (ests:

The

a
b
(=

inu

parentheses are standard errors.

significant at 99% level.

S el

significant at 35% level.
significant at 30% lavel.
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Thz lack of significance of manufacturer concentration in
eguation 7 may be caused by slight multicollinearity between
the twe variables. Evidence of such wmulticollinearity is
fournd in the siwple correlation coefficient of -.251 between
mariufacturer concentration (CR 3) and sales. The implication
of this is that ro clear cornclusion cam be drawn from this
sample in regard to the effect of manufacturer concentration
on variety other than saying that the evidence does not rule

out the possibility of a logarithwmic relaticnship.
8.2.3. THE DEGREE OF PRODUCT VARIETY 1331.

The main result of tests for linear relationshies on the
1331 sawple re-enforces the main finding of the 1970 sample,
namaly that sales has a positive relationship with variety.
The relationship is found to have a high degree of

correlation (&1%) and is-significant at the 33% level of

significance (equation & of table 8.4.).

A differewnce froaom the earlier sawple is the fact that on
its own retail concentration is significantly correlated

with product variety (equation 4). The relationship Iis

negative which may be the result of two inter-related factors

that could work by two different mechanisms.
I+ mayv be a result of the alleged policy, discussed in

chapter five, of large retailers to stock only the leading

brands (Henly Centre for Forecasting 1382). A more gerneral

exnlanation is that the heterogeneity of buying policies Uhat

carn be expected .in markets with a large number of retail

firms can be expected to decrease as the number of retailers

decrease.



TABLE B8.4: PRODUCT VARIETY 1381 - TESTS FOR ILINEAR RELATIONSHIPS:

ad).
CONS  MANUF. A/S RET. OWn SALES R sg R sg N

(1) 705 -13.85c -3.43 6. 16 2.79 3. 03b .73b .61 1z
(439) (6.37) (16.11) (3.76) (6.74) (.84Z)

(2) 440D =761 / / / / .16 . 039 13
(183) (433)

(3) 247 / -13.58 / / / .06 —.0Z i4
(34) (16.15)

(4) 343a / / -3. 66D / / .26b .20 13
(186) (2.68)

(2) 208b / / / -. 214 / .02 -.04 17
(96) (3. 33)

(&) 28.7 / / / / 2. 08a .6la .57 14
(S4.7) (.473)

(7) -34 / / 1.65 / 2. 31b ~&lb .52 1z
(266} S 37) (. 768)

(8) 130 -1.33 / / / 2.03a «B6Za .55 la

(253) (2.9 (.434)

Key: CONS Intercent.

MANUF = Manufacturer I Firm Concentration Ratio.
A/S = Advertising Sales Ratio.

RET = Retail Concentration.

OWN = QOwn Label Market Share.

SALES = Sales (& m).

N = BSample Size.

(adj) R sq = (adjusted) R sguared.

Notes: Figures in parentheses are standard errors.
The following symwnbols are used to indicate
significance with t or F tests:

significant at 39% level.

a'—'
b = significant at 35% level.
c = significant at 30% level.



These two possible negative relationships between retail
concentration and product variety may work in twoe wavs. The
effect wmay be indirect with small manufacturers leaving
markets of high concentration and thereby reducing the
averall level of variety. The more direct effect would be if
high retail concentration was associated with less variety
per firm. The possibility of this latter effect will be
exavwined in section 8.3.

Despite the evidence of =quation 4 doubt is cast omn the
explanatory power of retail concentration in explaining the
level aof variety when it is included with sales (equation 7).

For when retail concentration is included with sales the

a

retail variable ceases to be significant. The reason for thi

could be attributed to two factors. First, <

iz

-

D

@2 samnle

n

has decreased * which conld reduce the significance of the
retail wvariable if its sigﬂifica@ce were dependent on
outliers. Second, there could be high wulticollinearity
between sales and retail concentration. |

It turms out that the first possible reason (sample size)
can be ruled out because when equation 4 is re-run usimg<?he
smaller sawple the significance and R sguared increase. Thus

the cause must be multicoellinearity between the wvariables.

The evidence for this lies in the simple corrslation

statistic of -.6886 between the two variables. Such

correlation is slightly surprising and an explanation other

tham it being a statistical anomaly must reast on the slightly

~ T o . Far
dubious hypothesis that Fawer retailers are needed fou

smaller markets. This hypothesis must be regarded as suspect

becauze sven if more ocutlets are reguired for a bigger market

this is not the same as saying that more Tirms are reguired.



Indeed if a bigger market is met through wmore sales per
outlet then potential gains frowm economies of scale would
lead ©o larger sales acting as a force increasing retail

concentration.

s

The end result of the existence of multicellinearity is
however that whether the negative relationship betwesn sales
and retail concentration is spurriocus or not, the extent of
the effect of retail concentration when one allews for the
influence of sales cammect be assessed frowm tThis sawmple. That
the level of sales is a larger and more roust “explamnation”
of the degrse of proguct variety compared to retail

concentration is mnevertheless bevond dispute.

The results of the log linear tests on the 1381 samwole
are presented in table 8. 3.

The retail concemtration variable is still sigrnificant
when included in a test for a log linear relationship

(equation 4 in table 8.5) but the evidence suggests that the

linz=ar relationship is the stronger in terms of explanatory

pDower. As with the linear tests there is a stromg degree of

multicollinearity between retail concentration ang sales,

despite both variables being significant on their own neither

is significant when ircluded together.

As was the case for the 1370 sample concentration of

brard manufacturers is again significantly correlated to

product variety in a negative log—linear fashion. Thus there

seewns robust evidence to suggest that manufacturer

. . = o 1 . = N
concent ration is indeed a factor that influences the amount

of product variety.



TRABLE 8.5: PRODUCT VARIETY 13281 - TESTS FOR LOG-LINMEAR
RELATIONSHIRS:
. adj.
CONS MANUF. RA/S RET. OWN SALES sq R sg N
(1) 13.14c -7.98c -~-.213 1.48 -.333 1.21 g2 .30 12
(6. 117 {I.80) (.323) (1.32) (.312) (.Z43)
(2) 1.08b —-1.7&c / / / / .20 .14 13
(. 476) (.382)
(3) Z.04 / -. 148 /* / / L02 —-.06 14
(. 203) (. 308) ‘
(4) 4.34a / / -1.35c / / 210 L1515
(1.30) (.718)
(3) 1.98a / / / -. 063 / OO0 -, 086 17
(. 3Z3) (. 269
(g) .601 / / / / .801¢ .38c .30 14
(. 350) (. 314)
(7) —=.203 -1.77¢c / / / . 7&61b .30b .40 13
(. 633) {(.377) (. 203
{8) 22 / / -. 2328 / . 738 .31 .16 iz
(2.42) (. 388) (. 324)
Key: CONS = Intercept.
MANUF = Manufacturer 3 Firm Concentration Ratio.
A/S = Advertising Sales Ratio.
RET = Retail Concentration.
OWN = Own Label Market Share.
SALES = Sales (£ wm).
N = Sample Si:ze.
(ad3j) R sg = (adjusted) R squared.
Notes: Figures in parentheses are standard errors.

The

following

symbols are

significance with t or F tests:

a
b
c

now i

at 9%9% level.
at 35% level.
at S0% level.

significant
significant
significant

used

to

indicate



Far the 1981 sawnle manufacturer concentration is
significant both on its own and when included with sales
(equations 2 and 7). The negative marmer of its association
m2ans that the higher the cohCEﬁtration of brand manufacture
the lower the number of brands available. The logarithmic
form means that after a certain threshold the rate of change
decreases in the relationship between the decline in  brand
numbers and increasing concentration.

Sales is again the most dominant variable in "explaining”
the level of variety. Though sales is significant in lag-
linear form it would appear that the linear relationship has
a better fit (an R sguared of .61, significanmt at the 3239%

level, compared to anm R sgquared of .33, significant at the

935% level).

8.Z.4. CHANGES IN VARIETY 1270-13981.

It is worthwhile to identify mnot only the possible

-

detezrminarts of the level of variety for 1370 amd 1381 but
also the possible determinants of changes in  variasty. A

feature of analysing changes through tive is that sll1 the

variables that determine an absolute level do not have to be

. . . . - . - n - : "
identified since it is only the variables that are active

during the period under review that have to be specified.

Such a property is both an advantage and a disadvantage sincs
it increases the charnce of a higher statistical explamation
of the period under review but reduces the likelihood of the

wodel being useful for other *time pericds due to the

possibility of dormant variables.

Table 8.¢&. shows the summary results of the linear tests on

changes in variety.
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TABLE B8.6: CHANGES IN YARIETY - TESTS FOR LINEAR RELATIONSHIPS:

adj.
CONS MANUF. A/8 RET. OWN SALES Rsg Rsg "N

(1) Z4.3%9 L4112 1.10b 776 -,0593 1.92¢c .71 .47 1z
(32.33) (.367) (.3IT0)  (.843) (.200) (.803)

2) &0.6b -.175 / / / / 08 -, 01 13
(20.3) (.18%)

(3) 95.2b / - 122 / / / SO0 -, 08 14
(27.1) (. 633)

(4) 84.6b / / -.733 / / <10 .03 14
33.7) (.687)

{(3) 70.2h / / / -. 136 / 04 -,03 15
(26.5) (. 177)

(&) €4a.6&a / / / / «S77a L 72a 70 14
(20.4) (. 104)

{7) £0.6a / . 769b X4 / .651a .8Za .80 14
(18.6) (. 284) ' (. 288>

Key: CONS Intercept.

MANUF = Manufacturer 3 Firm Concentration
A/S = Advertising Sales Ratio.
"RET = Retail Concentration.

DWN = [Own Label Market Share.

SALES = BSales (£ m).

N = GSawple Size.

(ad)) R sg = (adjusted) R squared.

Notes: Figures in parentheses are standard errors,

The following symbols are used to indicate

significance with t or F tests:
significant at 3%% level.

a=
b = significant at 393% level.
c = significant at 30% level.
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Formal aralysis of the change in product variety betwesen
1370 and 198! shows the change in variety to be correlated
with the change in sales. This is shewn by equation & of
table 8.6. in which variations in sales growth account for
72% of the variation in the change of variety across the two
periods. When advertising intensity (as measured by the
advertising sales ratio) is added to this the explanation
would seem to be even higher (equation 7). A problem with the
variable of the advertising sales ratio is that of
ascertaining the direction of causality with product variety.
For a change in advertising iﬂtensity could be caused by a
change in the amount of variety and at the same time a change
in advertising intensity may result in pressure for brands to
be introduced or withdrawn. A priori ome waould expect 'the
effect of oproduct variety to be stronger in explaining
advertising irntensity than vice versa but the potential
source of bias that arises from dual causality cannot be
resolved by single stage least squares and carmmot be resolved
even by two stage least sguares on such a small sample.

The main conclusion that can be drawn is that changes in
sales are significantly and highly correlated with changes in
product variety in a positive and linear mamnner.

The subsidiary conclusion is that the null hypothesis of
linear relationship has to be accepted for this sample in

Mo

respect to changes in product variety and each of the

following variables: changes in manufacturer concentration

(of branded products), changes in retail corncentratiocn arnd
changes in own label market share.

In the tests for log-linear relationships (table 8.7.)

the picture is very similar with sales having a positive and

P2
s
ol



highly significant correlation (eguation &€). The difference
in the correlation of the linear and log-linear relationships
for sales and variety however suggests that the linear
relationship is to be preferred.

As before the chang= in the advertising sales ratio
becomes significant when included with changes in sales but
must be regarded only as very tentative evidence of a
relationship between advertising intemnsity and product
variety.

Changes in the retail variables do not appear fo have any

sigrnificance in explaining changes in product variety.

4
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TRELE 8.7: CHANGES IN VARIETY - TESTS FOR_LOG-LINEAR
RELATIONSHIPS ¢
= adj.
CONS MANUF . R/S RET. OWN SALES Rsg R sg N
(1) -2.13 . 303 .483b .453 B 1.02 .EE .28 12
(2.92) {(.3%34) (,184) (.641) (. 257) {(.336) -
(2) 2.70a -.27%5 / / / / .08 Ol 1S
(. 313) (. 253
(3) 1.84a / . 193 / / / .07 L01 la
(. 4220) (.218)
(4) 3.80a / / -. 780 / / .18 .11 14
(1.02) (. 477)
(3) 2.74a / / / -. 2686 / .03 L03 1S
(.31 (« 227)
(&) .316b / / / / E34a .43%a .44 14
(. 389 ' (. 188)
{(7) =-.02% / £ 370 / / 7432 . T70a (&4 14
(. 484) (. 133) (.158)
Key: CONS = Intercept.
MANUF = pManufacturer I Firm Concentration Ratio.
A/S = Advertising Sales Ratioa.
RET = Retail Concentration.
OWN = QOwn Label Market 3hare.
SALES = Gales (£ wm).
N = GSawole Size.
(ad]) R sg = (adjusted) R. sguared.
Notes: Figures in parentheses are standard errors.

used to indicate

The following symbols are
significance with t or F tests:
sigrnificant at 39% level.

a =
b = significant at 35% level.
c = significant at 30% level.



8.3. RNALYSIS OF PRODUCT VARIETY AT FIRM LEVEL.

As well as tests on variety at market level analysis at
the firm level was undertaken. It should be rewewmbered that,
as with the examination of advertising at firm level, the
firms included in the sample (appendix d) are limited to
those with a large enough market share to be iwncluded in
market reports. In practice the threshold of market share
needed to be included in the market reports ranged between 1%
and S%.

Tests were conducted on possible determinants af  both
Zrand nuwmbers and the gercentage of brands within a

convenisnce good market for both 1370 and 1581.

8.2.1. THE LEVEL OF VARIETY 1370.

Thaough the sawmple of firms was small and constrained +to
fhe convenience good sector the level o% sales of a firm in a
market was found to have a direct positive corvelation with
the rnuwber of brands that a firm offered in a market
{equation Z of table 8.8.).

Specific measures of a firm’s position within a market
(as opposaed to the abselute level of sales) such as

percentage market share and sales rariking were Tound to have

No limear relationshin with the total nuwmber of brands that a

Firm offered in a market after allowing for the effect of

sales (equations I and 4).

The degree of retail concentration in a market was found
to have no sigrificant linsar effect on the level of variety

2ither before or after allowing for the effect of a firms

sales (=quations S and 7).



TRELE 8.8 PRODUCT VARIETY AT FIRM LEVEL 1370 -~ RESULTS OF
LINEAR REGRESSIONS.
ad
CONS SALES Msp RANK RETARIL OQWN N R sq R
(1)=-.288 " B.37E-7a -.431lc —-l.44 .44 Q73 38 . 36b . 28
{18.6) (Ll.E81E-7) (.254) (3.82) (271 (22D
(2) 7.27 4.1E-7a / / / / 36 . 25a <23
(2.37) (1.2E-7)
(3) 12.3 4.39E-7a -.236 / / / 36 3la W27
(4.5) (1.30E-7) (.144)
(4 .2974 4. G4E~Ta / 2. 23 / / 36 . 28a (23
{&.88) (l.3I2E-7} (2.13)
(5) -.48 4, 42E-7a / / . 161 / 36 . 26a 22
{12 {1.33E-7) («249)
(&) E.86& 4, 11E-7a / / / 028 368 . 28a 21
(4.93) (1.2&E-7) (. 223
(7 22.5 / / / -. 178 / 38 L0102
(11.8) (. 259)
(8) 1€.8a / / / /=137 38 £ 01 =02
{4.40) . 244)
Key: CONS = Intercept.
MSP = Percentage of Erand Market (sales).
RANK = Sales Rank.
RET = Retail Concentration.
OWN = Own Label Market Share.
SALES = Sales.
N = Sample Size.
{adj) R sq = (adjusted) R sguarsd.
Notes: Figures in parentheses are standard errors.
The rollowlng symbols are used to
indicate significance with t or F tests:
a = sxgﬂ1f1cant at 39% level.
= slqnlflcanf at 954 level.
c = slgﬂlfxcaﬂt at 30% level.

-
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Similarly the degree of own label penetration within a
market was found to have wno significant linear relationship
with the nuwber of brands that an individual firwm offered
before or after allowing for the effect of a firms sales
{eguations & and &).

The results of tests in logaritimic form tended to re-
enforce the conclusions drawn frowm the linear tests (table
8.9). BSales 1is again the dowminant variable with retail
concentration and own label penetration having no significant
imoact on the level of brand numbers.

Whan included with sales the two wmeasures of market
position (market share and salas ranking) both have anm effect
o the lzvel of variety (equations 3 armd 4). Interestingly
the =27fzct i=s such that the larger firms are offering less
varizty than the swaller firms once differerces in sales are
allowed for. OF the two measures market share has a wmuch wore

igrificant impact than the dummy variable of zales rank. An

Ul
[tn]

iornn of Ffirwme in weaker market positions offering

<t
™

]

XpLiana

o
=

greatar variety per pound sterling of revenue is  that such
Firms may MHave to offer a similar portfolio of variety as
market leaders if they hope to expand.

Sub—-dividing the 1370 sample between market leaders and

market followers did mnot have any impact on the lack of

imoact of retail concentration amd own lab=l in either linear

or logarithmic form (tables 8.10 and B.11). There was a

slight effect on the relationship with sales but the

implication of this is ambiguous given that the relationshio
was stronger For market leaders thanm followers in linear form

but  weaker in logarithmic form (zquaticns 1 and & of tables

8.10 and 3.1i1).



P
N
N

MSP

RANIK

RET

OWN

SALES

N

{adj} R sq

i

Notes: Figures in

TAELE 8.%: PRODUCT _VARIETY AT FIRM LEVEL 1970 - RESULTS OF
LOG-LINEAR REGRESSIONS. '

_ adj.
CONS SALES MSP RANK RETAIL OWN N R sg R sg
-4.48  .96Sa -1.57a ~1.13b .746 -.190 I .57a .50
(1.59) (171 (.3680) (.3509) {(.523) (.127)
-2, 05 .4325a / / / / I6  .20a .18
{(1.02) (.148)
-3.87 .B83la -.784a / / / 36  .4Ba .43
(.365) (.158) (.195)
-3.45 .S%a / .671c / / 36 .32%a .24
(1.20) (.183) (. 330

T -1.11  .388b / / -.418 / 36  .2lb .16
(1.84) (.136) (. SE8)
-1.76 .397b / / /. =.103 36 .2ib .16
(1.12) (.153) : (. 151)
Key: CONS Intercept.

Percentage of Brand Market (sales).
Sales Rank.

Retail Concentration.

Own Label Market Share.

Sales.

Sample Size.

(adjusted) R squared.

parentheses are standard errors.

The follawing symbols are used to
indicate significarce with © or F tests:

a
b
c

significant at 33% leavel.
significant at 33% level.
significant at 20% level.



TABLE 8.10: THE LEVEL OF PRODUCT VARIETY OF MARKET LEADERS AND

MARKET FOLLOWERS 1370. LINEAR RESRESSION RESULTS.
adgz.
COns SALES RET OWN N R sg R sg
MARKET LEADERS :
(1) 3.42 4. 7E-7a / / 22 . 30a 26
(S5.43) (i.8E-7)
{2) -13.2 S.5E-7a . 324 / 22 J3Za 23
(20.5) (1.89E-7) (.385)
{(3) 2.31 4.8E-7b / L0883 22 L 30a 23
(7.65) (Z.EE-7) (. 293)
MARKET FOLLOWERS
(4) 10.31b 4.8E-7c / / 14 .22c .16
(3.65) (Z.68E-7)
() -2.78 &. IE-7c L2827 14 27 . 14
(16.03) (Z.2E-7) (.IZ3%H
(&) 2.08 3. 0E-7 / . 080 14 LZ3 .03
(€.72) (Z.9E-7) (. ZE3)
Key: CONS = Intercept.
RET = Retail Concentration.
ObinN = [Own Label Market Share.
SALES = Sales.
N = GSample 5ize.
(adj) R sq = (adjusted) R squared.
Notes: Figures in parentheses are standard errors.

are used ta

The following symbols

indicate significance with t or F tests:
a = significant at 39% level.
b = significant at 5% level.
c = significant at 30% level.



TABLE 8.11: THE LEVEL OF BRODUCT VARIETY OF MARKET LEADERS AMD
MARKET FOLLOWERS 1370, LOG-LINEAR REGRESSION_
RESULTS.
adj.
CONS SALES RET OWN N R sq R sg
MARKET LEADERS
(1) -3.80b .&610a / / 22 . 20a W26
(1.31) (.210)
{(2) -2.323 .583a —.236 / 22 . 50b 23
(2.44) (233 (.748)
{(3) -3.323 .S32h /7 -. 168 22 . 230 25
(1.53) (.2id) {. 164)
MARKET FOLLOWERS
{(4) -4, 00 .744b / / 14 .28 L33
(1.81) (.272)
(3 -8.1%c .833b .71S / 14 422 21
(3.38) (.341) (.342)
(&) -&.353b 1.086b / L4337 14 L4880 W2
Key: CONS = Intercept.
RET = Retail Concentration.
OWN = Qwn Label Market Share.
SALES = Bales.
N = Sample Size.
(ad3j) R sg = (adjusted) R sguared.
Notes: Figures in parentheses are standard errors.
The following sywnhols are used to

indicate significance with t or F tests:

significant at

a:
b = significant at
c = significant at

33% level.
35% level.
S0% level.



8.3.%Z. THE LEVEL OF PRODUCT VARIETY 1381.

Tests undertaken on the 1270 samples on possible
determinants of the level of brand numbers offered by firms
were repeated on the later sample. Interestingly the results
showed sow@ degree of caontrast taoa the earlier sample
particularly in the specification of the relationshia with
sales.

In the linear tests (table 8.12) sales was not found %o
be a significant explamnation of the degree of varisty either
orn  its own or when included with the other variables
{eguations I to &). Similarly the weasures of market position
{markat share and rank) did rnet have a significant lingar
relationship with variety.

The aonly variable fo show an effect on the level of
varigty was the variable of retail concentration (eguation
). That it does so0 on its own is slightly surprising in the
senss  that this is suggesting that the level of variety that
a firm affars is wmore dominated by the retail environwent in
its specific market than either the scale of the Firm®s
DperatiomsA (i.e sales) or by its relative position in its
warket. Such evidencs is net immine from possible

methodological coriticism that on such a swmall sample of

markets 17) &ll the retail variable is doing is acting as a
proxy fer each wmarket having a different underiying

possibility for product range and that the degree of Ffirm

range  is not being explored. Though such a criticism cannot

be refuted absolutely the fact that the retail weasure has a

statistically significant systematic relationshio with both

Firw amd market variety (table 8.4) suggests that at the very

sast the degree of retail concentration is  (negatively)

f

-

e dhen



TARLE 8.12: PRODUCT VARIETY AT FIRM LEVEL 1381 - RESULTS OF
LINEAR REGRESSIONS.
adt.
CONS SALES mep RANK RETAIL OWN N R sg R sq
{1) S4.6 Z. 0E-9 LOBE =.530  —-.84Za 432 46 21 . 03
(Z2Z.7) (1.1E-8) (.367) (&4.35) (234) (.38
() 17.5 1.3E-8 / / / / 46 03 . 02
(2.5) (3. 1E-9)
(3) 17.%a 1.4E-8 -. 020 / / / 46 . 0OS « QG
(3. 4) (3. SE-3) (. 132)
(4 17.4b 1.3E-8 / . 039 / / 4g LOS . D0
{7.3) (2. 3E-3) (2. 39)
(3) 35.2 7.5E~-10 ! / -.3548a / 46 .Z2la .17
(13. 1) (3. 4E-3) (. 184)
(&) 14.2 1.8E-8 / / / . 208 48 . 0T 01
(&.7) . (3. 3E-3) {.335)
(7> 338.8 / / / -, 354a / 46 . 21a L3
(11.0) (. 163)
(8) 13.6 / / / ’ / -8.9E-4 46 .00 Q2
(5.8) (.234)
Rey: CONS = Intercept.
MsSp = Percentage of Brand Market (sales).
RANK = Sales Rank.
RET = Retail Concentration.
OWN = QOwn Label Market Share.
SALES = Sales.
N = Sample Size.
(ady) R sgq = (adjusted) R squared.
Notes: Figures in parentheses are standard errors.
The following symbols are used to indicate
significance with t or F tests:
a = significant at 33% level.
b = significant at 95% level.
c = significant at 0% level.
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reflecting the scaope for brand variety and is tentative
evidence that higher retail concentration has a negative
affect omn brand variety.

Tests for logarithmic relationships shown in table 8.13
provide eaevidence for both sales and retail concentration
having a log lime2ar relationship with variety.

Sales has a positive relationship with variety whareas
retail concentration is rnegatively related. The fact tﬁat a
logarithmic relationship between a fivrw's sales and its level
of brand variety is significant for both time periods
iilustrates that the relationship is reasoraibly robust.

The fact that retail corncentration is found to e
correlated to the level of variety at the firm level for the

ater tiwme period only is consistent with a nunber of

[o]

exnlanations. On the one hand it is consistent witihh the

hvoothesis that the revolution in the retail environwent

ussed in chapter one has bzen suchk that it is omly in

dis

N

more recent years that conmcentration has been 2 dominant

factor in explaining the level of variety within the

conveniesnce good sector. On the other hand the fact that it

is onlv sigrnificant for one of the twoe samples way indicate

the lack of a robust relationship.

That the level of own label pernetration in a market has

no observable effect oan the number of brands that a firm

offers for either time period is either the result of self

cancelling force (discussed in chapter five) or evidence of

na  influence. In either cas=2 it is priwa facie evidence to

suggest *that consumer choice is not being harmed by the rise

of own label. Consuwar choice may be affected by other

' ; = 1 =
factors but mot by the rise of own label.
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Dividing the sawple between market leaders and market
followers (tables 8.14 and &.15) shows how retail
concentration has different effects on the two grouns.
Examining the linear relationship first, +the retail variable
is found to be negatively related to the nuwmber of brands
offered by wmarket leoaders (eguation 4) at the 95% level of
significance but to have rmo significamt relationship with the
variety of market followesrs (equation 8). This is consistent
witih the expectation expressed in chapter five that market
leaders would be fTorced to cut back wvariety 1if retail
concentration increassd. The caveat that perhaps at very high
levels of concentration retailers wmight wisti manufacturers %o
offer more variety was not tested as there were too few
observations of very high levels of concentration im the
sample and indeed in the time period under observation.

The logarithmic tests shown in table 8.15 confirm retail

concent ration having more effect on the brand (number) policy

-h
-2

o gading warnufacturers tham on smaller manufacturers

(eguations 4 and B8). Equation 8 however shows that retail

concentration is related to the amount of variety a market

follower offers. This again is evidence of the retail

envirorment afFfecting the brand policy of manufacturers.

=
L vt



Motes:

Figures in
following
indicate significance

The

a
b
c

TABRILE 8.13: PRODUCT VARIETY AT FIRY LEVEL 13281 - RESULTS OF
LOG-LINEAR REGRESSIONS.
_ adj-
CONS SALES MsP RANK RETARIL 0OWN N R sq R sg
(1)—-1.27 . S64a -. 663 ~.558 -—-.7&7 Y 4e . 37a =8
(2. 139 (.188) (. a44) (L630) (L672) (.208)
143 .118a / / / / 46 . ZZa 21
(. 248€) (. 033)
(3)-2. 86 «Ol2a -. 278 / / / 46 . 30a .26
{. 388) (.128) (. 133)
223 .1l1lea / -. 134 / / a4ag L 23a 13
(. 280) (. 034) (. 299)
Z. 46D . 082b / / -1.15b / 4g . 3Za 23
{.382) (. 035) (. 473)
229 .1l1iga / / / -. 194 ag . 2Za 13
(. 280) (. O34) (. 295
I. 89a / / / -1.63a / 4g L 23a 21
(. 305 (. 448)
1.20a / / / / - 240 4ag .08 L 03
(.174) (. 161)
Key: CONS = Intercept. )
MSP = Percentage of Brand Market (sales).
RANK = Sales Rank.
RET = Retail Concentration.
OLiN = (Qwn Label Market Share.
SALES = Sales.
N = GSample Si:ze.
(ad]) R sq = (adjusted) R sguared.

parentheses are standard errors.
symbols are used to
with £t or F tests:
33% level.

35% level.

0% level.

significant at
significant at
significant at

It
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TABLE 8.14: THE LEVEL 0OF PRODUCT VARIETY OF MARKET LEARDERS AND

MARKET FOLLOWERS 1381. LINEAR REGRESSION RESULTS.

adj.
CONS SALES RET OWN N R sg R sg

MARKET LEADERS
(1) 13.71 3.8E-3 / / 2z .05 .00
(5.43) (1.0E-8)

(2) 65.31 2.7E-9 -.657b / X  .Z8b .0
(19.08) (1.0E-8) (.266)

) 1.2 B.3E-3 /  -.083 I .05 .03
(11.6)  (1.2E-8) (. 568)

(4) 6. Sa / - €23p /22 .I7b .24
(15.2) (. 226)

MARKET FOLLOWERS
(2) 17.7 3.9E-8 / / 20 LO08 —-, 02
(.04 (4.0E-8)

(&) 40.2 1.0E-8 -.238 / 20 .08 -.02
(T0.5)  (S.5E-8) (.440)

(7) 8.66 S.3E-8 / .48z 20 . 08 .03
(12.32) (4.8E-8) (. BOB)

(8) 4a.4 /- -. 354 / 20 . 08 . 0OF
(20.2) (.317) :

Intercent.

Key: CONS
Retail Concentration.

RET =

OWN = QOwn Label Market Share.
SALES = Sales. -

N = Gawmple Size.

(adj) R sq = (adjusted) R squared.

Notes: Figures in parentheses are standard errors.
The following symbols are used to
indicate sigmnificance with t or F tests:

significant at 33% lavel.

a =
b = significant at 35% level.
c = significant at 0% level.

T
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TRELE B8.15: THE LEVEL DOF BRODUCT VARIETY OF MARKET LEADERS AND

MARKET FOLLOWERS 1281. LOG-LINEAR REGRESSION

RESULTS.

adj.
CONS SALES RET OWN N R sgq R sq

MARKET LEADERS
(1) -2.52c .455h / / 22 .27b .23
(1.34) (.168)

() -.270 .32 -.673 / 22 .31b .23

(2.60) (.213) (.666)

(1.97) (. 226) (. 2533)

(&) 3. 40a / -1.30b / 22 .Z22Zb .18
(. 369 (.341)

MARKET FOLLLCWERS

{(3) 2. 85 .430b / / 20 <275 .23
(1.42) (.131)

(&) -2, 16 L4862 -.156 / 20 .27c .18
(4.17) (.300) (l.28&)

(7) -3.73c .610Db / . 204 20 J2%9c 21
(Z.04) (283 277)

(8) 3. 84b / -l.eZc / 20 W17 W12
(1.32) {.853)

Intercent.

Key: CONS
Retail Concentration.

RET =

OWnN = (Own Label Market Share.
SALES = -Sales.

N = Sample Size.

(ady) R =g = (adjusted) R sguared.

Figures in parentheses are standard errors.
The following symbols are used ta
indicate significance with t or F tests:
significant at 399% level.
significant at 35% level.
significant at 30% level.

Notes:

noM
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8.3.3. THE DEGREE OF PRODUCT VARIETY AT FIRM LEVEL 1370.

As well ' as examining the possible determinants of the
abscelute level of variety that a firm offers (regardless of
market) it is prudent to exawine the possible determimants of
the share of brand nuwbers that a firm has within a market.
The advantage of so0 doing is that it avoids having to sxplain
varience in brand nuwbers that arise from a different scope
betweern product markets to offer different brands.

Table 8. 16 preserts the resulits of linear tests an the
percentage of brands offered by firms in 1370, Market
position is found +to be significamtly correlated with
percentage variety both in terms of wmarket share (=2guation )
and sales rank {eguation 4). Of the two elaments wmarket share
was found to be a better explamation tham sales rank (an R

squared of .21 significant with 393% confidence compared to an

R squared .17 with 35% confidence).
Though wmark=2t share and sales rank are conceptually
different measures of market position regressing them

is not worthwhile given a 334 level ¢f correlation

between them.

Introducing the (market) variables of own label share and

retail concentration with market share penetration was

explored in eguations 4 and 3. The percentage share of brand

nambers was not affected by the level of retail concentration

S5ut  *the imtroductiom of own label penetration was found to

have a negative r2lationship with the percentage o7 variety

after allowing for firm positiam. The tentative inference to

be wmade from such ar observation is that the relationship

i ig i X the ative influernce f
with wmarket share is iwmproved once T2 nNega e influsvce o

owr lab2l share in the market is allowed for.



TRABLE &.16: PERCENTAGE FRODUCT VARIETY AT FIRM LEVEL 1370
- RESULTS OF ILINERR REGRESSIONS.
adyz.
COng MSpP RANK SRLES RETAIL OWN N R sg R sqg
(1) 13.3 «3E7c -, 800 -~-1.2ZE-7 -.012 -=.359b & .3Zb .21
(14.3) (137 (Z.73) (1.ZE-7) (.211) (. 172)
() 4.81 .311a / / / / 36 .Zla .13
(3.51) (.103)
(3) S.00 .330a / ~3. 9E-8 / / I& .2Zbh .17
(3.59) (.113) (1.0E-7)
(4) 4.8Z2 L3lla / / . 005 / & .21b .17
(8.18) (.108) (.180)
(3) B8.58 . 324a / / / -« 303¢c 36 .30a .Z5
(3.88) (.099) (. 138)
(6) 23.3 / —=4.15b 7 / / J& J17b .13
(4. 14) (1.39)
(7y 23. /  —-4.27b -1.3E-8 / / I& .18b .13
(3.3 (1.72) (1. 1E-7)
(8) 21.Z /  =4.10b / 043 / I& .18 .12
(3. 46) (1.38) (. 182)
(3) 26.°3 / -4.13a / / -. 278 e J24b .13
(4.58) (1.31) (. 163)
Key: CONS = Intercept.
MSP = Percentage of Erand Market (sales).
RANK = Galess Rank.
RET = Retail Concentration.
OWN = Own Label Market Share.
SALES = Bales.
N = GSample Size.
{adj) R sg = (adjusted) R sguared.
Notes: Figures in parentheses are standard errors.
The following symbols are used £0
indicate significance with t or F tests:
a = significant at 399% level.
b = significant at 35% level.
c = significant at 0% level.



Thus one could expect the firms with Migh market share facing
high own label competition to have a lower percentage of
brand numbers tham market leaders facing lower dearess of own
label competition. Though thare are iwplicatiorms of such
evidence for the argument that own label cowpetition bemnefits
market leaders it should be remewbered that the evidence is
of limited strength.

In the earlier part of the chapter the level of a firms
sales was found to be a significanmt variable in explaining
the absalute level of variety, equation three however
suggests that it is wot a sigmificant determinant of the
percentage of brand variety that a firm has in the market.

The logarithimic t=sts on the 1370 sawple (summarized in
tabls 8.17) again show market share in terws of sales to ke
significantly and directly correlated with wmarket share in

terms of brand variety. The power of explanation of the

market share percentage is greater in the logarithmic form
tharn thke linear which may be a case for preferring the
former. Given that both the linear and logarithmic

relationships are significant this does however indicate the

need for tests on other sawmples to see which is more robust.
The variable of sales rank is again significant and with

a similar correlation coefficient to wmarket share. This

suggests that, for this sample, sales rank 1is acting

primarily as a proxy for market share rather than reflecting

a more psychological dimension of market position in terms of

firm order ranking.

Retail concentration and own label share were not found

to have any impact on the correlation with market position.



TARLE 8.17: PERCENMTAGSE PRCDUCT VARIETY AT FIRM LEVEL 1370

~ RESULTS OF LOG-I.LINEAR REGRESSIONS.

- adj.

CONS MSP RANK SALES RETAIL OWN M R sg ‘R sq

(1) 3.€8 L0135 -.088 -. 236 -. 538 -. 204 3& .3eb .25
(1.88) (.003) (.003) (.1393) (.3928) (.14%)

(2) 264 . 327a / / / / 36 .23a .23
(.214) (.137)

(3 23 . 655a / -. 1lez / / 36 J27a JZ3
(1.01) (.20 (. 1866)

(4) L.&79 . 534a / / -. 261 / 36 J28a .21
(.780) (.139) (.471)

(3) .438 . 487a / / / -.158 26 .28a .Za
(. 264) (.159) (. 127)

(&) 1.21 / =.887a / / / J& .Z24a W22
(. 100) {.2358)

{(7)  l1.82 / =.391%a -.02& / / 36 .ZZ3a .20
(1.11) (. 305 (.131)

(8) 1.66 /. =.870a / - 272 / Z& .Z23a .21
(.782) (. 262) (.473)

(3) 1.34 o/ =.7%33a / / -. 187 Z& .ZBa .24
(. 140) (. 260) (. 127)

Iintercept.

Key: CONS
Percentage of Erand Market (sales).

MSP =

RANK = Bales Rank.

RET = Retail Concentration.
OWN = (Own Label Market Share.
SALES = BSales.

N = Sample Size.

(adjy) R sg = (adjusted) R sguared.

Notes: Figures in parentheses are standard errors.
The following symbols are used to
indicate significance with t or F tests:

= significant at 39% level.

= significant at 95% level.

= significant at 90% level.

now

ZZ8



8.3.4. THE DEGREE OF PRODUCT VARIETY AT FIRM LEVEL 13581.

The tests on possible determinants of a firm's share of
variety within a market described in the previous section
were replicated on the 1381 sample.

The lirnear tests reproduced in table 8.18 demonstrate
more eviderce to support the findings of the 1970 sample.

Market share is again found to be strbﬂgly and directly
correlated with the share of variety (equatiomn 2).

The relatively weak evidence from the 1370 sawple that
the level of own label pernetration within a market megatively
affected the percentage of brands a firm had after allowing

for wmarket share was found to be stronger for this samnple.

The evidence of this effect is shown in 2quation five where
own label penetration is.significant whern included with
market share. Furthermore the coefficient and significance of
market share show a small increase. Hardly surprisingly own

label penstration i3 not significantly correlated with a

-

Firm’s share of brands withinm the market when included as the

sole independent variable.

Variation in rank is found to account for only 8% of the

variation in the percentage number of brands and is

significant at the 10% level. This suggests that the effect

of market position is best reflected by market share rather

than by order of ranking. The distinction is important

o dam . . L.
because it suggests that a fiwm’s share of variety is likely

to be better represanted by a firm’s posifion in terms of

nercentage of sales rather than by a firm’s position in terms
.. =

= . [ - b
of sales relative to the other Tirms in the market.

[
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TABLE &8.18:

PERCENTAGE PRODUCT VARIETY AT FIRM LEVEL

(4)

(S

(a)

(7)

(8)

(9

CONS

~E. 28
(8.81)

e
® ol v

(2. 24)

€. 14

2.26)

10.48
(2.78)

1€.68
(2.33)

15.3a

(T e
LR AL SO

14.43
(6.27)

21.45

(Z.33)

Key:

Notes:

- RESULTS OF LINEAR REGRESSIONS.

MsP RANK SALES RETAIL OWN N R sg
. 588a Z2.21 1. 3E-2 <142 -.388b 4% .33a
(. 1368) {(1.82) (4,.ZE-~3) (.087) (.145)
. Zdba / / / / 42 L,Zla
{.078)
. 2238 / 2. 7E-3 / / 4z J.Z2la
(. 080) (3. 8E-9)
. 2hZa / / LOL3 / 42 L21b
(.078) (. 078)
- 252a / / / -.233b 42 .Zla
(.072) (. 1245
/ -1.81c / / / 42  L0O8e
(.283)
/ -1.35& 4., 1£-39 / / 4z .10
{1.02) (4.0E03)
/ -1.77c 4 « QO34 / 4z .08
(1.00) (. 083)
/ -1.95b / / -.297b 42 .18b
(.343) (. 135)
CONS = Intercept.
MSP = Percentage of Brand Market (sales),
RANK = Sales Rarnk.
RET = Retail Concentration.
OWN = (Jwn Label Market Share.
SALES = Gales.
N = GSawple Size.
{ad]) R sg = (adjusted} R sgquared.
Figures in parentheses are standard errors.
The following symbols are usad to
indicate significance with £ or F tests:
a = significant at 393% level.
b = significant at 33% level.
o = significant at J0%4 level.
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The results of tests on the logarithmic forms of the
variables are presemted in table 8.13.
Equation two shows how market share is again correlated

with the percentage number of brands withinm a market. The

logarithmic form 1is significant at the 53% level of
confidence with a 12% explamation of tie variance. This is a
noticeably posrer fit thanm the linear form which has higher
correlation at the 393% level.

Once again the effect of own label having an  impact on
the relatienship between market share and the percentage of
brands that a firm has in a market is significant J{equation

5) but the relationship is less powerful than the linear

form.

SR

241



ENTAGE PRODUCT VARIETY AT FIRM LEVEL

128

4
L

TAELE 8.19: PERC
- R

(1)

(2)

8)

(3)

ESULTS OF LOG-LINEAR REGRESSIDNS.

CONS Ms

P

-2.11 . 182
(1.38) {.=281)

.604a . 287b
(. 153) (.121)

-. 378 . 187
(.613) (.133)

. 392 . 287b
(.374) (.123)

et

RANK SALES RETAIL OWN N R sg
~-. 081 .140 1.22a -.382a 42 .38a
(. 437y (.113) (.43 (. 132)
/ / / / 4z .12b
/ .l44 / / 42 . 18b
(. 087)
/ / « 007 / 4z L l1lze
(. 314)
/ / / -.221b 42 .Z4a
(. 031)
-. 4430 / / / 2 W1lilb
(. 200)
-, 263 . 150c / / a4z . 17b
(2213 (088
-. 445b / . O&0 / 4z .11
{.202) (.317)
-. 4E38b / / -, 205b 4z . 2lo
(. 192) {. 033)

777 S20a
(163) (. 115)
1.10 /

{.088&)
-. 110 /
(.71
. 3%37c /
(.587)
1.31a /
(. 124D

Key: CONS
msP
RANK
RET
DWiN
5ALES
N
(ad3)

R

Intercept.

Percentage of Brand Market (sales).
Sales Rank.

Retail Concentration.

Own Label Market Share.

Sales.

Sample Size.

(adjusted) R squared.

(LT T | O (I T

sq

Notes: Figures in parentheses are standard errors.

The

following symbols are used to

indicate significance with t or F tests:

a
b
c

significant at 29% level.
significant at 95% level.
significant at 0% level.

adj.
R sg
.29
10

. 14

.08

o 20

« 06

[ ] 17



8. 4. SUMMARY.

The chapter was divided into two parts, the first was
concerned with tests on variety at market level and the
second at firm level.

At the market level sales was found to be the dominant
explanation of the nunber of brands: the bigger the market
the_greater the number of brands. Tests on both years found
sales to be related in both linear and log-linezar forms. For
the 13970 sawple linear and log—linear forms were fourd to be
of similar levels of explanation but on the 1381 sample the
linear relationship proved to be of much greater explanataory

DOWET.

Manufacturer concentration was found to have a negative
lag-linear relationship with product variety for Bboth the
1370 and the 1981 sample. In other words the  greater the
level of concentration (as weasured either by the three firw
concentration ratio or by the H - Inmdex) the less the amncunt
of wvariety but at the same time tending towards a certain
miniwum level of variety at high levels of concentration. The
relationship in both time periods was however not robust in

the senss that the variable of wmanufacturer concermtration

lost its significance when included with sales.

Despite the strong =xpectation of retail concentration

influencing the level of variety the evidence at the market

level was far from conclusive. For the sarly samole there is

no evidence of & significant relationship in either linear or

logaritihmic form. For the 1981 sample however there is a

significant relationship in both forms when retail
concentration is the sole explamatory varianle. When included

with sales however th2 significance vanishes. This 1is



probably due to a slight multi-collinearity with sales so
that the variation "explained" by retail concentration on its
own 1is hidden by the variation "explained" by the more
domirant variable of sales. Thus the robustness of the retail
concentrgﬁion variable cammot be properly ascerftained fraom
this sample. The mnature of the results using retail
concantration as the sole explamatory variable indicates that
the linear relationship provides a better degree of fit
compared to the logarithwic relationship.

Cwn  label penetration is found to have no  relationshin
with the level of brand variety at market level for either
tim= pericd.

Similarly the degree of advertising intensity within a
market as measured by the advertising sales.ratio is not
found to influernce the level of variety.

In the tests for determinants of changes in product

]

variety between 1370 and 1381 changes in sales were found ¢

be the over-riding explaration. The only other variable found

4]

to have significance was thz change in the advertising sale

ratio. Due to expectations of a twoe way relationship between

it and changes in variety not too wmuch weight could be

attatched tao it particularly as the a priori expectation was

for the dominant relationshio to run from product variety to

the advertising sales ratic rather tham vice versa.

At the firm level, tests were dividea into those on the

ahsolute level of brand variety firms had within a markat ang

those on the percentage of variety that a firwm had within a

market.

Firm sales were significantly and positively relatea to

Zab



the nunber of brands that a firm offsred for the 1370 sample
in both lirmear and logarithmic form. The livear relsationshio
had a fractiernally higher correlaticn coefficient. For the
13981 samwple sales were not linmearly related to brand numbers
but were significantiy related in logarithmic form.

In the early sample the two measures of market position
(sales rank and market share) were significant when included
with sales in logarithmic form. Such significance was not
however repeated on the later sample.

The 1381 sample however saw retail concentration have a
significant impact on a firm’s level of wvariety in both
linear and logarithmic tests. The highest level of i%s
explarnation coming in log form when it was included with Firm

sales.

Whern the sample was sub-divided betweern wmarket Ilzaders
and market followers retail corncentration was found to have a
negative linear impact om wmarket leaders but no limear imbact

orn the nuwber of brands of the market followers. The

logarithmic tests were found to show that retall

concentration did have ar influencg2 on the brand numbers of

followers but that this impact was not as strong as <the

impact on market leaders.
As was discussed tests orn the absolute level oF variety
rather than the percentage of variety in a market suffer from

the criticism that the dominant explaratory factor wmay be a

nebulous wmeasure of differing potential for brand variety

between markets.

Tests on the percentage of variety offered in each market

avoided such eriticism and found that the market position

speved to have an effect on variety. Far the 1370 sawmple botis
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linear and log forms of market share (and to a lgsser extent
sales rank) had similar significant positive effects on the
sthare of variety. Furthermore when included with market share
own label penetration was found to improve the relatioﬁshi:.
Its negative relationship swuggesting that the higher the
degree of own label share the wmore equal the division of
brand nuwbers between firms becgme (allowing for the positive
relationship between market share and the percentage of brand
numbers).

Such relationships were found to exist in the 1381

sample as well, although in this case ¢the linear form

demonst rated rnoticeably wmore explanatory power.
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a dositive relationshnio runs Contrary T fe hyYpoitnesis  tThat

high  retaill concentration 4as 3 negative effect o the
advertising sales ratio dus to a higner imoortance of trace
marketing. The evidence thus suguests that at this ooint  in
time manufacturers Taced with high retall concentration soent
a higher prooortion of sales on advertising than those Facing
lowsr revall concEntration. Thne ratiomnaie for manufacturers
acting in such a sanmar 18 asrzsumanly to avoild Sthe catekesoer

o0f fthe retailer by ago@aling cirectly to the final consuwer,

Tha 1981 samni® in Qonirast arovided no evidence of &
Linsar or log—iinear TEL AT LIMNSML D netween recalil

comnceniration and advertising intensity. A dossible cause of

tnis  result comparsd to tne resuit of the earlier samole is
tihat the  later sawnle corbtalrnsd exawmsies o hkhigher retail

corrent ration than SThe sarlier Time oeriog. ficcording to the

Mynothesis of chanter Tive, the imoortance of frade marketing

sAcuie  increase  and  the imaortance of  advertising  shouic

cecline at niga Llevels of concentration. However ftrere is no

avicenre oFf a cnadratic relationshin anc at high levels of

~oneentration there are a variety of acvertising intensi1ties

wihich are not systewatically reiated to retaill concentration.

A inberesting area for Further research wownld be to

ario st rateglies empioyed

il

examing the differsnt charecteristic

1 tie mwarkets fTacing Y@y E"blf.';’"'i“ retaill concentration ‘.’.Siﬂg

a case stugdy  &goroach  in an atiemot to exolain tre

differemnces in acvertising irtensity 2.0. Covbaring ine




DrEasTast  CErEAl AN WasHItg powdsr markets To Lthe  cannec

catfood and canmed So0un wmarkets. Firms in WArkKess such as the

cEreal  and  wasning nowoer market nave avoesared tc  usE a

it
il

rategy of oroduct differentiation Through high advertising,

&

d

nracuct aroliferation and refusal to wake own labels.

9. 2. 2. CONCLUSIONS REGARDING OTHER PUSSIELE DETERMINANTS OF
ADVERTIBING INTENBITY AT MARKET LEVEL.

L,.
Lxa

A by—-nproduct of the market level tests assegssing tre

imaoact of retall concentration ang own label market snare on
advariising is further evidence regarding variables tnat nave

s included im orevious studies.

The main concern of orevious studies nas beev THe

relationsnio S@ETweer  nandracturer CorncEnT raTiom  ant  Toe
advertising sales ratio. The fingings o7 Some studies
covifFined to U.KW., convenience goods in fThe 1960s (=.q. Lanie

9737 and Sutton (1374)) mhave found eviaence Tor a ouadravic

relationsihin using ootk The # Ingex  and  tne  thrvee Firm
conceantration ratio altihough Rees (1373) has argued that

Suiton's samnle sugge a linear reiationsnio.

Rezults on the 1970 sawple supoort an argument Tor a log-

iilvmear relationshin oetween manufacturer concentration  (as

mweasured by either the three firwm concentration ratio or iy

the H incex) and the advertising sales ratio. Tests for both

& cuadratic and a linear relationship using both measures of

concevtration proviged no significant eviderce TfTor sucH

relationshios.

Sor the 1981 samoie no lingar, g-livear or cuadratic

relationshio was found petween manufacturer concentration ard

e advertising saies ratio.

i e b



i tests atfenofing to igentify causes of changes in  the
advertising sales ratio across time changes in  manufacturer
concentration were found mot teo have a significanmt ilinear or
leg-linegar relationshin.

These findings perhaps nighlight the still unresoivea
nature af the manufacturer concentration advertising
relationship and its apparent sensitivity to tiwe perioos as
well as the sensitivity to oroduct markets identified by
Button (1375,

The inclusion of markets size (sales) was found +to mave
orniy & minor megative efTect on trne eariy sawmnle ana  no

effect on the 19681 samupie. Changes in market size however dig

b

Have a strong significant correlation witn changes  in

acvertising intensity when included witn changes in product
variety.

Product variety which, with the excention of zise (13G&).
has rnot  besn suojected to ewpirical tests as a nossible
determinant of advertising, was found fo have a nositive log-
iirnear relationshio Tor the 13970 samplie. This is not reoeatec
for the 1981 savnlie but changes in drand variety are found to

ne strongly correlated with changes in advertising intensityv.

This suogests Gthat changes in brand numbers are a strong

gxolanation of changes in advertisinag intensity. The
important caveat for the tests on oroduct variety in this
study is that the small samole size neccessitates that any

conclusions should be regarded as tentative.



ION aND OwWnN o L
TY AT FIRM LEVEL.

The effect of retail concentration on the acvertising

intensity of firms is found to be poesitive for both 1370  and

~§t

1981, For the 1981 szample the positive linear effect o
retail concentration on a firm’s advertising saies ratio is

founa +*o be significantly greater on the grouo of Firms

classifTied as Followers than on tThne market leaders (the too
two Firms in a warket). This suggests that 1t is tnis orouo
gf fFfirwms who feel tine effects of retail corncentration most

acutely and tnis grouws tihat has to work harder at wgaining

accentance by the leading reftailers.

For  tihe earily samola the degree of retaill  concentration
that a firm faces is found to have a positive eFffect on Tirms
{significant at 0% out the citference betwsen leaders &na
followers is wore awdiguwous. Thouwgh the retali variadle nas

greater explanatory power for the grouo of followers she

value of the retail coefficient is ﬁigher for tne aroun of
This suggests that & percentace conange in

corcsEnt ration affects market leaders more thnam followers puz

at the sawme tiwe that the evidence of a relationshino is

stronger for the sawpnle of Tollowers. The aegree of own

label penetration would apoear to have a  much Mo re

uranbiquous effect on advertising intensity than the e7fTect

of retail concentration. in keeping with ftre irnguscry

comclusians the degree of own laoel oenetration is Founo  fo

have a necative effect on the acegree of advertising intensity

of firwms in tihe two time periods. The impact on advercising

N , - ‘e T eme T AT 10T { i ™ IR AV L
intersity of own lapel genetration smems to De more aeavily



weighted Towards market leaders tham market Tollowerz For

i

i

bottr tiwme periods. In other words the advertising intensity
of wmarket leaders is wore likely to droo as a resuit of a

changs in own label sare.

P 3. 2a CONCLUSIONS REGARDING OTHER POSSIBLE DETERMINANTS OF
ADVERTISING INTENSITY AT FIRM LLEVEL.

Other tihan the variables of retail concentration ano own

labpel openetration oniy the level of sales had a sigrificant

effect on deterwining the intensity of advertising. Tihis is
fournd to have a negative linear infiuence whnen included witih
the two retall variaonliss for sne 13981 samnle.

The varianles of wmarke:t mposition (i.e. market share and

sales ranx) are found to have no effect on advertising
intensity apart from through the dichotomous division between

leacders anag foilowers owtlinea amnove.

5. 4. MARKET LEVEL TESTS ON BRAND VARIEZTY.

Tie wvarianole that is found to have & significant
correiation witih brand numbers is that of wmarket siz

{saies). f stronmg linear relationshio oetwesen sales anc

variety is found for both tiwe periods. Such a relationsnio

imolies that the larger the market the greater the nuwoer of

Brands. The fact that the linear relationshin nas a stronger

@xnlanatory oower than the logaritihmic relationsihio ivv 1981

and a similar relationshin in 1970 suggests that the nuwber

of bramds increases oroportionasely with market size.

MamuFacturer concentration iz found to nave a mnegative

correiation with the level of variety for botr time cerioos.

For the early sampie this correlation with the leveil oFf

il
e d !



variety loses its significance when included with sales ous
for %he later oeriod it retainms significance. The extent to
which this is evidence of a negative relationshin sugcests
that either the strategy, discussea iv crapser Tfour, of
product proliferation in highly concentrated markets to ceter
entry {(Schwaiensee 1382) is not wicespread or that if it is
tihe positioning inm product space is wider fthan in  less
concentrated mwarkets. Elther way oroduct variety in  nigniy
concent rated warkets, in terms of the mundber of brarmcs, 18
Nnot as kign as in less concentrated wariets. This couwlc oe an
imsortant ingredient in the deoate on monopely policy 1f tne

Findings are oroved roowst in future work anc i¥ Ttne numoer
of oroducts is & goed proxy for consuver cholce. For if
concentration is wnegatively related o oranmo  muwoers tTnen
excliudging (potentially imoortant) barrier to e8nt "y

comsigerations it is gprima facie evidence of & ocetrimental

affpct on consumer choice.

. G. FIRM LAEVEL TESTS ON PRODUCT VARIETY.

9.%5.1. THE EFFECTS OF RETAIL CONCENTRATION AND  Own LABEL
FENETRATION.

The dearee of own laoel penetration in a marxer was fourd

{For 1970 and 19%81) to have a negative lirear effect on tne

nercerntage of variety that a firm had in  a market after

aliowing for the positive effect of market smare. Thnus tnougn

was a cominant force in increasing Tne  bDrano

marKet share ) ST T T -
Firns there was a market wioe influence of own

numibers  of
label share that stemmed such an INCrease.
Thare was mo evidence of retall conecentration mnavimg  an

effect on +he percentage of variety a firm nhac =aven arter

alipwing for a Firm’s market position.

254



F, 5. &, COMCLUSIONS
BRODUCT VAR

P firvw’s oosition 1In the market seewms to niay  an
imoortant role in determining the percentage of oranmg nuwnoers
a Firm has within a market. For both sawnles market share
percentane and sales rank were corrzlatec with the odigger
firms offering more products than swmaller ones.

Tihe absolute level of a firm's sales were Touwno to nave

no =ffect on the company’s percentage of variety.




TING  BACK F0 Trie THEORY AND AREAQS FOR
hu{'me RESEARDH.

LEVEL.
OF THE RELATIONSHI? TWEEN
MANUFACTURER CONCENTRATION AND ADVERTISING 7
10, 1.2, THE  IMPACT OF ThE RETAIL ENVIRONMENT O
MANUFACTURER  ADVERTISING. ANOTHER CRISIS FUR
ECONOMIT THEORY ?
DVERTISING AT THE FIRAM LEVEL.
- 1. STRUCTURAL INFLUENCES ON FIRM BEHAVIOUR.
.Z. ADVERTISING GSTRATEGY IN THE FACE OF
CHANGING RETAIL ENVIRONMENT.
10. 3. PRODUCT VARISTY AT THE MARKET LEVEL.
10,3, 1. TrE STRUCTURAL DETERMINANTS OF PRODUCT VARIETY.
10. 3.2, DOES THE RETALL ENVIRONMENT HAVE AN EFFECT ON
THE AMOUNT OF VARIETY OFFERED.

ITi

10, a. QJDJCT VARIETY OT ThHE FIRM LEVEL.
103, 5, QREQS FOR FURTHER REDELARCH.
10, & MQNQGE IRl ImPLICATIONSG.

100, ORBJECTIVES.

The obgecxive of thnis chnanter is to relate trne Smolrical
findings of this study bhack to tine theoretical analysis of
marnufacturer advertising anc product policy. From this the
current oosition of tihe theory will be ascertained and the

oossibie argas for future research and managerial action

identifieaq.

i0.1. ADVERTISING AT THE MARKET LEVEL.

This section relates the tests on advertising at the
market  tevel back to the trheovetical orocesses ama  to
orevious evplrical work.

10, 1. 1. FURTHER VIDENCE DF THE RELATIONSHIP
MQNUTGCTUR R CONCENTRATION AND ADVERTISING 7
8 was sSAown 1in chnaoters seven ang nine tne fTindings of
tiMe tests on the 1970 sawnie sugaested that manufacturer
concentration had a sicnificant positive log linear iwmpact on

wanufacturer acvertising. Lzaving aside (until trne next

Pt =]



gection) the major implicaticns of consicering tre vretail
grvironment it is worth discussing the iwplicatioms of suen a

finding and the apparent abserce of a relationshic  for tne

1981 samole, particulariy as tihe oulk of orevious emoirical
wo rk fahy} aavertising nas  oeen concerned Witn triis

relationsnip.

Frevious tests on links petween concentration &ng
advertising have sovwetivnes made the leap between tne reo-—
classical models and a hypothesis suggesting a relationshio

setwasn concentratlion and sovertising (g.g  Greev 13750,

mowever as  Koubtsovarmmis ogiserves the linx  bstween T e
industrial emdiricistes and thHhe irnowustrial theorisves 15
S0MmeTimes & "Meroic"  lesan and daeriving Theoretical
Erozchations of a relatiomsinio are sarticualariy oecencent o

tihne tyne of cligonolistic behaviour that is postulated.

If the 1370 finding is robust then & plausinle exolianation
of tihe link is that in very urconcentrated markets firms have
littie ability to alter oemano curves. Rs concentration
increases the ability to aiter demand increases until such a
0int of concentration is reached that oligopolists begin o
recognize  inter—depencence and so the rate of irncrease in
agvertising exoenditure tails off.

This is  not inconsistent with the traditional mocels of
the firm but as was highlighted in chnasters two and thres the
traditiornal models and indeed the game theory wocels give

v & very limited {(or uni-dimensiomnal) inzignt into tne

foen?

o
exnented behaviour of Tirms. The rneed for Turtiher oenavioural
work witsa structural woergivoing 1s nowsver  of ZrEat

impertance if the different streams of incustrial economic

trought rdentified by Hay ana Movrris (1973, o8) are to gain

Rl e d
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From 2ach other.

The results of The 1370 study sihow some consicstency with
orevious work in thnat a relationship is founo. The form of
this relationsinip however contrasts to orevious studiss  in

that as well as finding reitail emvironwment variaoles te have

effect on the advertising sales ratios of

ot

a significan
marufacturers the relationship between concentration anc
advertising is found to be iog-linear. Evidence for a linear
relationsain, 2.08. UOrasteiln (1374), Rees (1973), anc Brusn
(13768), and evidence for a cuadratic relationsihip, e.qg. Caonle
{1273Z), Sutton (1374), EBuxton et al. (1384) anc Lri (1387),

is not supported by this study.

o

Given that the samnle is limited to convemiencs gooas
is pernaps sensible to cowpare the findinas to work tmat nas
pesn similiariy constrained to convenience coods 2.g. Canis
(1373) and Sutton (1974). EBoth tihese studies found evicence
For a ocuadratic relationshin Daseo on sawdies from trne  wic
mineteen sixties. The contrast between the 1970 stucy aof tiis
WOTrk ana work on @ariier tiwme periods by Cablie (1973) and
Sutton (1374) codla arise Trom Two Causes.

rivst, it could be from under specification of the mocel.
If there are wmissing variables such as retaili concentration
tnen this may cause conflicting results.

Secondly, it could arise from sawmpling errvor. RAlLI  three
samnles {(Cable (1973, Suttow (1974) ana tne early sample in
this study) are swall samples. As was mentiomed in chapter
three Sutton (1374) was criticised oy Rees (1373 for tne
guadratic mature of the function bDeing dependent on Tew nign
concentration vaiues. Biven the oifficuity of ootaining large

sampnles in this fieid fthe only way of establishing &



rerationsnino oeyona resasonanble doudt is oy a iarger viuwmbDer of
SHUCLES.

The 1981 Fingirngs pose Furtner oroblems for Trose
agvocating a relationsnis between manufacturer concentration
arnd manufacturer advertising. Tihne evidence of thne 1981 sawnie
i1s thnat tihnere 1is mno such relationship. This cxve gence Trom
the earlierv findings may arise from sowe dormant variable
{again possidly coﬁﬂected with the revailer environment)
pecoming active or from Drosiems with an  unresresentative

samsle., UOne o2ossiole source of weasurememt evrror oM too  of
thoze igentified garlier is the divergence oeTween
acvertising carc rates and thre awmount actually paid  for
aovertilsing. If the nractice of ciscounting has become more
comnorm bDEatweent 1370 and 12810 tnen this wouwlo exolain thne
mocels poor nerformance on the latter sample.

Ong canmot however rale out trne possiDlility trnat the 13810
raeulits arise not frowm seasuvewent errvor out from there being
iale] reliatiomship bDetween manufacturer concentiration and

acvertising. This iatter interaretation wouic of course o

consistent with the finmdings of Reekie (1373).

10, 1.2, THE IMBACT OF THE RETAIL ENVIROMMENT OM mANUFACTLRER
ADVERTISING. ANOTHER CRIBIS FOR ECONOMIC THEORY 7

Though most of the economic literature on the structural
determinants of manufacturer advertisivg has been concerned
with the relationsnip with manufacturer oconcentration, tThe
maim tihrust of this tThesis has been To suggest that the
retail envirornment Has  imdoritant effects on manufacturer
benaviour ang performanca.

Qs was Sshown 1 oRanter two the treoreticar wmodels of



manufacturer performance sav very 113Ti2 adtout THe 1moact or
differing retail envirommernts on manuTacturer performarce
other than demonstrating trat retail sTructure can o
axpected to affect manufacturer orice. Given tihe olausibiiicy
of retail structure naving an efTect on 0THEY AS2IBCTSE oOF
manufacturer performance there seewms To De a neea to oeve:oo

vodels thnat can generate greater uwoerstanoing as to The

magnitude and wethoa of that effect. That suckh models wili

£
-

have to wake a methodoliogical ceparture Tron thne  rigour
tine formal economic mocdels and Frow The nrescripctive eyohasis

i "sofrer® o vrE

]

of the MATKST 1Ng literature to fo
gualititative models (e.g. the mod2l of bargaining ocowar
cerived iv chapter two) is evigent frow cnagter two.

For  many economists such a wmethodological denarture  to

models that are not "definitive” statevwents of whaat  will

[543

hapoern under certain structural conditions.ouwt are olausigl
statevents as to the tyoes of strategy tnat will occcocur 1n
certain gtructural conditions wiil bDe regarced RS &
regressive sten but as Kornai (1374) ooservesd

"The peak reached by the equiliorium theory is  extrevely
impressive, amnd. pernans its oresent—gay adierents are
capable of ouilding a looxk—out tower on this oeak. Stilli we
tihink that we should descenog frowm the peax o thne plalns anc
begin again from a much lower level to climo anstner steeoer
and higher seak."

-4

The empirical tests shown in chaoier seven on the efrfect

of retail concentration and own laoel on advertising qive
livwited suonort to the assertiom hthat the retail environment
influences manufacturer verformance. That the suooort is oniiy
"] imited” is due te the facht tnat for the latter time woerioc
retail covncentration is mot foung to be significant wnlist
ownn label is found only to have a small (but significant)

260



effect on the acvertising intensity of marnufacturers in  the
1381 sawnle. Though the liwited nature of these findings
should be recognized bboth the strong evidence for the earlier
samDie and tne poor availaoility of cata on the retail
environmernt highlight the weed for furtiher studies and &
thorough exoloration of the economics of the wmarketing

chamel.

10.2., ADVERTISING AT THE FIRM LEVEL.
The tests for structural influewnces on advertising at the

Fivm igvel oporoviced a nunber of interesting altinougn

tentative results.

10,2, 1. BTRUCTURAL INFLUENCES ON FIRM BEHAVIOUR.

OF particular interest tests to Ffind a relationsnic
between various weasuves of wmarket oosition arc a firw's
advertisivng sales ratio proved insignificant. Such a finding
orompkes  the gcuestion of wnether firms of ocifferent wmarket
nDositions pursue Droadly sihilar strategies as regards tThe
intensity of advertisinag ﬁr (more oroosably) whetrer the
relationshio between market oposition and advertising
irtensity 1is a oiscoﬂtiﬂuuﬁs orige. Future work is needed
(perhans using a case study aporoach) to shed sowe light on
identifying whether strategies are wore likely to occur in
ore form of structure than another.

10.2.2. ADVERTISING STRATERY 1IN THE FACE OF THE CHANGING
RETAIL ENVIRONMENT.

The degree of advertising intensity was Tfournc to ce
positively related to retail concentration. This wmiaght be
regarded as adding weigat to tne argument for including tre

retail environment in models seeking to expnlain manufaciturer

b
0
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peravionr  and performance,. UOne importanmt caveat to tnis is
mowever that tne retall concentration ano own lapel varianies
used were wmar«et wot firm variables thus therse 15 the
sossipility of the variaoies reflecting the different wmarket
settings of the firms and not specifically the agifferent

retail enviromments that these firms face.

10.3. DBRODULCT VARIEZETY AT THE MARKET LEVEL.

i)

10.3.1. THZ STRUCTUIRL DETERMINANTS GOF VARIETY.

One of the wovel features of this work has oDeen the
attewds ©to emwoirically icentify trne srructural determinants
aracuct varieiyv.

Tna mailn Tincing Tor 20tk samoles 1s trnat market size nas

irmear reilationsnio witih brand numbers arnd taan

ot

a nositiva
manufacturer concenteration fas a riegative relatiomsnio. Tmav
MATRET size influences trne amount of wvariety is MoT
marticulariy surorising since witn a sawmpie of convenience
conos (low in orice) sizs oy valué wili refiect size in TErms
of volume. im terss of thé theoretical trade off oetween
varigty ang economies of scalie (discussea 1n cnaoter four ang
crarecterized oy Meade {(1374)) this finding 1is corsisternt
With the view thnat in larger markets the Tthresnolc for
ecovomical 9roductiaon will be wmet for wore oranos Tran  in
swaliar marxets. This will arise oecause there will e
greater volume of cemand at ary ove point on the aJreference
man 1f ovne assumes there to b2 a uniform soread ang taere 1s
iikely to ke a gr2ater voiume of demand even if the soread is
unaven.

The Tincing of a negative linear reliationsniso oetwesn

marnufacturear ceoncentratiorn and oraduct veriety is  ore  TNatw

ta



hmas iwmplications for cowmpeEtition policy and tihe literature
s@vrtaining to it.

it is priwa facie evicence that the consumer gets more
crnoice in an unconcentrated wmarket. The arvgument for goivag on
ta say that t©this 1is scocially desireable tnen rests on
cdeciaing whether such choice is of benefit Tto trne consuner
and whetiher the limitation of choice in more concentrated
warkets 1s wmore tham offset oy cost economies 1n sucn
markets.

in  regara  to Scherer (1973 and Schnalensee (1274)  wno
talk of ‘Ybrand proliferavion” pby oligopolists (to deter
2rtry)  this evidence suggests that =ither such proliferation
1s et very comwmnon or  thnat cowpared to uanconcentrated
markets sucn “oroliferation’ is swall. This leads to tihe
unanviable situation for tie oligopolist who way be accused
o the one kand of orand oroliferation ceterring 2ntry and on
the other nand of not offering more chneice to the consumar.
Tha iwmnilication of this is a re-snforcement of e belier
thnat the brand opolicies of oligonooiists khave to be sxanined
on & case by case basis and that economies o7 scaie together
with the desiveability of choice may pe of the YOSt
imoortance in Justifying brarnc policy.

RONMENT HAVE AN EFFECT ON  TiE

10.3.28 LDOES THE RETAIL I
ERED 7

a e ala NV
AMOUNT OF VARIETY F

=
b
o=
Despite the sitrong & oriori exnectations that retail
coneentration and own label share would affect the level of
variety on offer, the emnirical results of this study suggest
is Mo linear or log-linsar relarionsaio  opetween

tnat there

thage wvariables and the yumber of manufacturer nrangs

availabie in a market.

-
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in terms of IThe general erfTects of increasivag retaidl
concentration 1t i1s imoortant to realize that this concliusion
does not neccessarily mean that retail concentration is  now
affecting consumer cnoice. The justification for saying this
is that even given tihe results of these tests it is stil:
possioie  that  brand numbers may DE uneverly SDreac  across
retail outliets witih the result that overall ruvnbers are
unchanged wnilst there is an increase in  usage of larges
multioie outlets. The DbDrand variety of such multinies is
liwely to be less than the variety of the equivalent number
of small shops reeded to serve that cemand (even Thougn 1Lt
nay offer wmore varisty 1in one particuiar location). R
tangential area for research would be tracing the ievel of

varigty that sowme of the major chains offer over time.

10. 4. PRODUCT VRRIETY AT THE FIRM LEVEL.

The main Tinding of tne firwm level fests was trne oositive
association FouﬂdAbetween the percentage of market share ang
the oercentage of variety within a market. The interesting
asmect 0T this resuit is thnat it suggests thnat tne i1ncicence
of market leaders with a small number of brands is  low ARG
that thevrefore as suggested earlier product oroliferation 1s
a reguirement for success.

The other Tinding with imolications for management 1S TNAT
for tie 1961 sawple retail concentration was found tTo have an
imoact pr orand  numpers (narticularly in ilog form  wnen
iviciuded witn sales). This iwoact was found To pDe greater on
brang leaders. This suggests trnat brano leaders esoecially

re tailoring treir proouct nolicy to meet the demands of the

h1]

aoK or

et

retail envirenment Tnat  they are in. Given The
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evidence at a market level of such an effect tnis evidence
does wot support interventionist action om tne grounas of
cornsumer cnoice bhut suggests tHat at a wore wmicro isvel the

retall environment is affecting brand nuwbers.

10. 3. AREAS FOR FUTURE RESEARCH.
The study of the effects of retail concentration and own

anel openetration on wanufacturer advertising anQ oroouct

por)

variety has promoted a number of areas that warrant  furtner
imvestigat 1on.

The main area for future reEsearcn  is  p@rinaps Tine
imoortance ofFf dincorporating tne retall envirormeEnt into
future structural  work. Two dimensions to tihe retail
gnvironment weec to be exoloren! fthe effects of agiffering
retail structures and the effects of differing bDuving

DTOCRSSES. BotHh can bDe exoected to alter retaill power vis—a-

vis the wmanufacturer and hevce alter wmanufacrturer benaviour

il

ng performance. This study has analys=2a two asocects of the
retail stage, concentration anc own label share, with respect
to marmfacturer advertising and prara variety of
convenience goods. Within this (still large area) thnere 1is
scone for further empirical study to fimd how rooust the
findings of this study are and scope for case stuoy analysis
to examine traits in firm sirategies across marvers.

Otter areas of manufacturer bekhaviour and perTtormance
Ly pY =3y could be examined such as profitapility are oniy
constrained oy the poor nature of  retali data and the
difficulty of matconing ciassifications of markets across tne

retaiier wanufacturer interface.
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Tz ON OWN LARELS AND T2 RELATIGNSHIE wWiTH
Pl CONCENTRATION.

One  of the greatest changes in the U.A. ecoromy in  the
last nalf ecentury has been tire structural cnange in
retailing. One Teature of this change has beem in the rise of
nwn  label pernetration in low involvewent convenience goods
sarticulariy in the grocery sactor.

To cate littie empirical worx has been core on tie causes
nf  wvariety in pEvesration of own laosis across marxets. 1@
work  That has been dorve has tended to  concentrate on tene
s of orice differentials, manuracturer concentration
and  the advertising sales ratio e.g. Coowke arnd Sonutts
(1387, Morvis  (1373)  and MoMaster (1387). It is mot the
intention of this article to replicate this work but wmerelv
to dewonstrate trat retall concentration would seewm 0 nave
an effect on own label success. Tihe only Zrior work that has
inclucded retall concentration was thne study DY CDOKE  &nNc
) of the U.S. market in the 1980s. Tnis slightly

1i

i

suorlisingly showed no relationsnio betweer (=27
concentration and own label pernetration. Tie purcose of tails
short paper 1is to show that for the U.RK. grocery anc
Household sector inm botih 1970 anc 1981 the decree of retailer

concentration was an  important facter in exoiaining the

deqree of own lapel panetration.
HYPOTHESES:

Working from within the paradigm that the oecree ot own

lapei nemetration is determinec by st ructural varianlies

olliowing hyootheses were tested:

-5

Jwn label nenretration is a linear/log limear Function ot



(i} Retailer Concentration
(Z) Advertising—-Sales ratio
(3 Manufacturer Concentration

There are a number of reasons for expecting own  lasel

of retaii

[

penet ration to pe infiuevced hy the leve
conceentration.

In orgder to gain the biggest price differernce between own
labels and wmanufacturer branes the retailer wveeds a large
amount of bargaining power over the own label wmanufacturer.
Though theve are a number of sources of sucn pargaining oower
absolute size of the retailler and size of the retailer within
tne market will Doth be wositive influences on tihis sower
(cihaoter twol.

ain vaiudaople oublio relarv:ons

i}

For the vetaller to
coverage a certailn thveshold in sales of own labels is likely

to exist. Fress coverage will tend ne restrictec to  own

labels that mhave natiownal coverage and That belong ©o

retailers who are Tfamiliar names. The ocegree of remall

concentration snould he a proxy for such characteristics.
Related to tne likelihood of oress coverags o own laoels

e

hbeing greater at nign  levels of concentration 15

likelikhood of refailers in Mighly concentrated markets using

owr  laoels Tor orowoting the image of their stores ano as A

covoetitive weaoon against other retailers.
The reason for inciucing hypotheses (2) ama (3)  is To

incdicate tihe robustmness of the retall covcentration measure

inciuded with othner weasures. Tere is a risx of muliti-

WHern

coilinearity in tiae wultiole TEQTrEsSLoNS us1ma T e

advertising sa.es ratio since it may oe influencead ny the

ievel of mwanufacturer concentration g.g. Sutton (i374) or oy

retail corcentration. Tie relationsnio of reTal
w Aoty S - — - =




concentratiorn  and own lasel sqAare carn nowever reasovanly oe

expected to be found despite such problems.

-y

Tne sample consists of 29 markets within the grocery anc
Mousehold sector. Information on these warkets were obtained
from a wvariety of marxzet resorts. Given the mnature of
secondary market reogorts it is important to exercise caution
0N any analysis pased on them for two reasons. First, tne
figures ouwoted in such renorts are often wmerely estimates
Dased on trage sources. S2oond, the selection of markets ftaat
TESS2Arcen companies chose To  investigate may ot oe

resresentative of tre pooularion wiitnin a narvicuiar sector.

i

e
i

reduces tihe likaeliiooao of WAYWA TG estimation

[w)

infiuanoing  the Tigurss used, more THan one Sourcs® Was ugen

whare 2ssilie. Tals nowever leaves a2 oroalen (Ang o some

extent exacersates the prooiem) of cToe savole oeing

renresentative. Due to the Tragmentartion of information in

tihis area increasing the sawplie size is not very feasiole.

Givert thwis orodliem any concluslions Dased on suen a sawplis

should be regarced witn caution and regarded as 2Jersuasive

OMiVa

Tie measure »Ff retaii convcentration is tnat of the

corcentration ratio {(i.e. warket snare) of the largest 10

retailers estiwated from market reports. Though supject to

sowe degree of error in @stimation such ervor as it turns out

wonld have to be ouite large to have a signifipant effect on

the resulis.

The measures of manufacturer concentration umed are  Two

estimates of the H-Index and the share of The largest tinres

wanufacturers for tne randed market.

R e

i B



TABLE Ba icx 1970 ZAWMPLE.
Aroduct O.i.. FM=Ind. CRE R=-CR1O Ad-Sales

Batteri aJ 4392 L4932 88 10 .43

u

e
2
Biscuits i
Brx. Cereal
Catfood (&)
Choo Confeo
Cigarettes
Coffee (ins)
Crisps
Custard

il e

Baked Bearns 6 L SET76E JS57E 593 &0

L5308 L3325 81 a5
- 4139 L4160 34 50 :
4115 4148 31 &0 2.83
2118 213 77 20 Z. 47
.3163 .5154 83 20 « &8
« S06E L5077 98 a0 J. 03
. 29589 (25878 B4 28 H

« 6540 L6342 96 49 /

RO G e O B

)

Dogfoog (o) 10 - D384 L5368 %8 &0 .83
Figm (o) S 2029, 2032 &5 4.0 A
Flour 18 5599 JIETE S0 45 3.08
Fruit (o) 14 . 0S75 L0810 25 S0 -3
Jellies =3 A58 L4302 35 53 /
Ligwnt Bulbos 4 L 2EES L 26T8 85 10 /
Paint 3 P iB4L L2100 8% 27 1.84
Razors 0 LIEO0 L IE00 3O 40  1i3.84
Soan (1) L& . LDBE L Sid 70 772
Soun (o) 10 D130 L3R 92 £0 RS
Dauasn 25 «la0i W1 =) 36 /
Tea =3 L2830 L3308 26 &5 Z2.31
Tootnoaste 5 LILEBL L3208 F5 35 3.47
Waskhing Powd =2 L4505 L4306 93 353 7.76
Wool ] Q326 L1048 43 11 /
YoQhurt 17 5451 L3452 86 IS4 2.34

Y% Ownt Label Share of Total Market.

Ja i =

H=Img. = H Irndex for Marnufacturers (Brandeg Ssctor).
CR3 = Three Firm Manufacturer Concentration Ratio.
R=CRLIQ = Ten Firwm Retailer Concentration Ratio.
Ad-Sales = Advertising / Sales Ratio.

Ll
&

)



TABL.Z B.2: 1581

Batteries 0O . SS7E L3R03 82 18 .72
Bakeo Bearns =9 37356 3926 BE 75 92
Biscuits 25 2843 L2853 80 o6 2. 16
BErk Cereals 17 3747 LET7T8E 83 70 &. 36
Catfood (o) iz AD3E L a08z 85 &5 2. 07
i-hoc Confec i 2276 258z Bz i8 Ga 81
Cigarettes 1 3432 L3432 B0 a5 - 30
Coffea 30 . 45988 L4986 393 &5 4.77
Crispos 14 2172 J21T7e T2 asg 4.2
Custard a8 2786 L3926 32 8s8 /
Dogfood () 15 < S8TF0 L3374 BE &5 5. 33
mish (o) 17 L2532 L3376 78 &8 « A2
Flouw & LASTE L4598 97 8o -/
Fruait (o 0 L2396 L3001 B0 85 .l
Homney 47 / / / &7 /
ice Cream 20 2421 L 3ZEE 3 23 .37
Jellies 4z CB2I4 LEZIZ4 FT B4 /
.igint Bulios £ 2iEA L2274 77 =3 /
Paint i8 2619 L2788 &3 I& 5.55
Soao (t) 1& L1807 L2012 &7 & B.47
Soup () 16 . CAZLE 3P0 as e 34
Sguasn 28 . 218 71 &4 /
Tea 27 . 3 . 3540 97 H50 b 05
Toothpaste & . 2 . 253 i s4 16. 25
Nashimg Pow a8 . LB74 L4878 33 &0 T80
Wasih Uo iLig 17 L 2B30 L2545 78 70 4o ZO
Wool 0 L1252 L1772 53 1& /
Yoghurt 23 . 28068 J2B&E0O T8 6 232
0. L. = % Own Laoel Share of Total Mmarket.

H=Ind. = H Index For Manufacturers (Branded Sector).
CR3 Three Firm Manufacturer Concentration Ratio.
R-CR10O Tew Firm Retailer Concentration Ratio.
Ac-Saies = Advertising / Sales Ratio.



fhe H-Incex has TWwo MEASUrES DeCAUSE market TEQDPT gata aoes
net contain data on the market smare cata of very small firwms
and thus it was neccessary to construct the limits within
which the H-index woulc fall. One snortcoming of tne m-Iincex
is despite its popuiarity tre implicit vaiue Judgement of
welighting warker share oy itseif. This weignting weans that
small Firms have little impact on the concentration wmeasure.
The taree Tirm concentratiorn ratio is a traditionmal measure
of wanufacturer concentration and was included for tnis
reazson  desoite 1ts total lack of reflection of the size and
distribution of smaller firms.

A oriori gredicting a oositive or negative relationsaio
Dehtween  mardfacturing and own labels is cifficult sivece ore
Mmight exoect two contlictinmg effscts o concentrazion. First,
a low level of concentration wight be a proxy for lack of
gntry barriers in which case ome would exaect & negative
relationshion. Secorndly, Rign concsntration (oarticuliarly if
founded on advertising advantaas) might ingicate an ease of
mimicry for an own label, in which case one mignt exoEct a
positive relationship.

One migiht expect the ogegree of advertising to likewise

the decree of own label success since if agvertising

R

affect

leads to percisved product heterogen2ity tThen own laoceis will

he less iikely to succeed. Clearly adveriising is not the

only ceterminant of the sercention of heterogen2iiy A&s The

ohysical differences bestween own labels and brancs wili D=

imoortant. The slightly hercic assuwpiion used here 1s that
within the conveniewnce good sector oShysical differences are
minimal cowoared to the sublesctive gninion formed oy

atvertising . Logally, one should incliude sowe measure of the

[§x}
a-

P



ease of replication but practically such a meEasure 1is  not
feasible as even estimates of the winimunm efficierns olant
scale would be a poor proxy. The weasure of advertising
intensity used is the advertising sales ratio. Biven tTwoe
likelihood of intense advertising creating a ageterent To
entry one would expect a megative relationshio witn own laosl
penetration. Morris (1973) includes data on the price
differential as well as advertising-saies cata, thougn oue to
the difficulty of obtairing a measurement for it given tie

varigty in price gifferentials oetween stores 1t is  omitted

from tihis work.

Tapie EB.3: THE EFFECT OF RETAIL CONCENTRATION DN OWN LABEL
o 1

- 1970,
ad).
Cons Ret. Con Man. Con Adv—-5al R. 80 R.sc N
H=Index (i} .
Lirnear: —4.14 L381a 2. 80 - 835590 LAZ2D W33 22
(6.51) (. 108) (12.1) (. 473
s
-8.12 . SB4a . QEO -, 00O 430 L34 22
{(F.82) {. 107 (. 103 (. 481)
-1.33 .23 7a / / . «2ba L2l 2
(4. 34) (. 105) .
H=-Index (h)
Log: -2.39a | Z.lZ2a . 108 - 4020 S8 W32 Z2
{. 547) (. 418) (. 326) {. 138>
CrR 3
-5 09 2. 13a . 325 -, &4 S%a 592 22
(1.78) {.424) {. BO3) (. 213)
—i.3lo 1.34a / / a0a 37 27
(. 529) {. Z30)

cors = constant Significance H
Ret. Core = Retall concentration a = ‘9%
fMan. Con. Manufacturer Concentration o) 9@%
Adv-5al Advertising Sales ratio. o =  30%



TABLE B.as  TRE SFFECT OF RETHILER CONCENTRATION ON OWs LABEL
PENETRATION - 1381
. - ady.
Cons Ret. Con. Man. Con. Adv-5Sal e S0 Resa N
o H=Iimagex (h)
.ins 10.18 281 -id4. 1l -i.21e 2P0 W29 22
(2, 22) {o 10Z2) (27,140 (. T80)
R 3
14,350 «267h - 100 —-1. 15D B W2 22
(13, 00) (. 100) (. 243 (. D46)
1.393 «27Sh / / 22bh 13 =29
(6.27) ( 100
H=Index (M)
tog: -1.83 l.47a - 477 -. 153 40D W30 22
(. 397) {. 447 (. 835) (. 134)
R 3
3. 08 i.59a —-Za 43 - 137 400 30 22
(3. 68 (o 4383 (2. 02 (. 183)
—-1.33b 1.38a / / Sha .31 =9
(. 84E) (o 372
oons = constant Significance 3
Ret. Cow. = Retail concentration a = ‘994
Marn. Con. = Manufacturer Concentration oD = Po%
Hdv“Sai = Advertising Sales ratio. c = ‘0%

CONCLUSIONS
The results above snow a highly significant relationshio
hetwean own label penetration and retail concentration fFaor

tihe convenievce good sector. Roth the linear and log linear

relationsiins would apoear to be significant but the loog
lirnear wodel is to be preferred due to _the higher

correlation. The leog form suggesting that at high levels of

v

concentration, the increase in own label associated with a i

nercent rise in comcentration is less thnan tne increase  at

lower levels of concentration.

T At structural

I'i
ﬂ

Suei a conclusion thus ages

considerations are of iwporiance in determining market

CErFarmances. Cogke and Sechutte’s (13967) dismissal of the
imoortance of retail concentration anmd Davgaining oower

238



would  thus  anpear to be no longer Justified. Their malr
justificarion for 3uch a ciswmissal was on the basis, not of
rigorous  empirical wovk, Dbut on tihe observaticm that some
products did not nave smuch own lacel senetration cdesnite mign
retail concentration. This latter observation is of course
still true (ang its limited nature is influential in These
results)  but it does not wegate the covncept of bargaining

gower  and concentration acting as & fourdation om wihicen

fin

narketing strateagy is ouilt.

At interesting result is trnat wmanufacturer concentration

gsgens o0 Mave no effect on the degree of  own laogel
zemetration regardless of wiether t e three Fivrm

concentration ratio or tre H - Irncex are used.

o suggest tnat advertising intensity 18

[
4l

The resulits al
weakly but megatively related to own label success sugoesting
that advertising wmay act as a deterrent against own  laoel

meanetration or at least that hign advertising witrin a warses

migiht collectively act as a ceterrvent against own label.




Keyi MG = MMarket Share.
SALES = Annual Sales.
aby = Arnraal Advertising Expenditure.
1970 SAaNMPLE
mS SALES ADv %ADV
BISCUITS
United Biscuits 51 SPZEZ000 28300 34
fissoc. Hiscuits 235 ZI0T0000 521400 21
Burtons S 3810000 - Q
Nabisco 5 5810000 23300 1
Hownt ree a 4648000 21500 1
Cadbury G 4648000 2738300 i1
Gther & BITZ000  T7EZEQ0 32
Total Brands = 112200000 2481000
Total Market = LA0000000
{(Owrn Label 17% of total marxket = ZI300000)
BRK. CEREAQLS
nelloggs 7 1ESZET773S  ZZITE00 Si
Weetanix 21 7134073 1246500 29
Nabiseso iz 4110300 285800 7
Ginaxer = 20353450 SE2ZZ00 7
Otiner &4 1370300 ZETF000 &
Total Brands =  3J4257300 4358500
Total Market = S5300000
{(Own Ladbel 3.3% of total marxet = JI788325)
CHOCOLATE COwn. .
Cadiourys =4 1915900 22
Rownt ree 26 E8900C FEI0900 30
Mars 19 SOISH0000 1808600 21
Ot her 21 53850000 ZIIes00 27
TEFA00000 875000
CIGARETTES i e )
immerial &7 1007700000 IZOSI00 41
Gallaher TE ZT7EOQ D 13933500 21
Carreras 7 105280000 1340900 la
Ot e r i 150400000 ZRZ2IS00 24
1 F[OAOOOO00 BIOIST00
COFFEE . ey e :
Nest le E4 T4TBEBOO 1010300 44
Gen. Foods 33 18041100 1083100 48
0% e A 1640100 188400 g
ZAETOOOD ZZBIE00
71000000 o
(Own Labels 234 of total market = 163I0000)

HOVERTISING o

SO0

AD~-SRLES RATIC

(%)

i.40

1.79

Q

Q.05

Q. 46

Q.80

N )
dw Sl

lhn
1. ?E’

11,48

17,33

1.;‘—

48

3. 50
7. 29
J. 93

5. 07

e
-l



S SalEs i i
FLOUR
. iH. M. 51 &5
Soillers 33 vy
Frenliite 3 Ba9240 O
Total Brangs = 28308000 T L

IEFO0O0RY
6% of totai

Total Market =

(Own Labels METHeT =

PRINT

Icl S1 aBa72Bad 3
i 15 23018280 i
Berger 13 ZOI2TIEG S8 LD 22
Household i = ; EEZE 700 I
Jthner IO asIoSI00 ST § O Piinal

ToTal Bramos = L3830l FESTI0N

Total Markes = LoiZC0000Q

{Own laosls 3% of teoevtal margst = &SEQHHD

BOTATO CRISHES
Soicern Waoncer 45 NSy A i
Smitns z3 ETT iy e
walxers 12 &7 0 &
TiidoT = IO &
Mereditn Drew g FUEOD =
Jthers 2 ZS0R ]

Total Brands = S8ABOOGGO TR0

Total farket = 400G

(Cwrn Labeils B% of total mariet = TL200000
ARIORS, BLADES
biliette 40 2800000 BETTO0 &3
Wilxkinson 46 ZBOOGOD L7 II0 T
Other 20 LAGOGO0 QZHTTF0 27
TOGOG00 1582800

S0ORP
nilever 20 5040000 TS TG KA
Colgate i3 4788000 I3LE0D Ld
Proc & Gamole i4 ZS2BD00 T3a000 SE

Cussons 11 2772000 172600 7
Other o FOTZO00 LT TFTaD0 i&
Total Brands = ZS200000 2475200

= ZO00000G
16% of totai

Total Market

(Own Lanel marxst = &HSO00NY

-

:]].‘EE
e &7

. IS
A ]

1 5. 32
B B3
TR .TE
B 5
G &

9. B2

B. 25



{CANNED)
is
lackwell
Total Brands
Tetal Market
{Jwn label
SLEIRSH
Caocbu TY — Sch
Rscwitt (Roo)
Eescham
Zatcochelors
AFffoods
gGtners
Toiai Hrarncs
Total Market
{Own laoel
TR
Brooxs Dond
'"':-,fr- oo
YOS
Ormers
Tetal Brands
fotai Maruer
{Owin labei
T 43
Coigate
niiever
Beecham
Ormers

Total Branas
Total Marker

(Own labeis %

WaSHING UP LIGUT
Proct & Gamplie
Uniigver
Colgate Palm
Othners

Total Brands
Tatal Market

(Own lamels 28% of

10

28

[

LN RN RN

55
oA
v
13

=

475400
203300

44T 0N00

201900
SL9E0000 83200

EE000000

% of total market = SS000GHD
13218400 SS400 iz
10168000 3800 L&
BE42800 - -
4573500 163500 Y
1525200 - -
12710000 LFTEO9 T

BoGO000

% of total mar«et =
SEESE000 25
ZEEZB000 2%

7352430 B2
7352000 b

FICO0000  ZEIZTEGD

140000000
of Totai markeT =
72342000 7 IETO0
TSZL004 DS T
ZRICGO0 SETE00
1045000 EEETO

AR TRTAD

i
pois
g

ZOIHIOO0
22000000
of Total

8712000  Bil400
TE4Z200  ZITTOO
2055200  BZI000

1425600 pRO TS

1ZBAOHO0
ZEODODOD

1 7 B0

total marker =

RIS )

olE &

O &F
0. 2

3. 63

La35

Lathi
i G

L. 83
Ea BE
Te &F
L7. 47

T
. &

Fe TB
T i
B &l
IHa LI

8. &3

B. E3



WRASHINGE POWDER
trmilever
Proc & Samblie

Other

Total Brands
T

otal Market
(Own labels
YOGHURT
Express
Urnigate
Chambourcy

Others

otal Brands
otal Market
(Own labels

T
T

1381 SAMBPLE

BISCUITS

Utd Biscuits
Nabisco
Rownt ree
Burtons
Fox’s
Cadbury

Jth Brands

Total Brands
Total Market
(Jwn ianels
BRK. CERERLS
Kellogaos
Weetabix
Napisco
Guaker
gtk Brawnds

Total Brands
Total Marketn
(Own labels

CHOC. CONFEC
Cadoury’s
Rownt rees

Mars

Others
Total Brands
Total Markes

M SOLES
= AETE T SOV
o1 45381600
48  4FZZT7EBOO
1 BO1EOD
= B0 1EOD00
= GROOOOO0
2% of total ma
54 EEZZ000
20 21
& &
20 i

20% of total

S SALES

45 2ZI2AT0000
26 1IZ4300000
AELBESDO
4BABEAOD
15433600
154395600
25825000

e e 1 mres e S04 et e e

[ 0 R Ux VA

516520000

= S93000000

Z5% of total marke: =

56 152920000 11177300

= EO0O7S400 51383300

il JOOTTT700 2278300
7 19114300 1 Z88100
a 10922800 1173200
= ZTITOTO000 21183400
= ::‘3 i:) Q0 O 00

17% of total market =

= FHOBEOOOD 14280600

= IBOBBO000 14043500

= I1SI00000 1&ZE33500

18 ITE4LTOO0D0 833600

ADV eV
4092100 =4
Sa3TA00 a4

F2T00 i
75139400
rket = 1840000)
511400 30
- 8}
21200 4
JE100 &

Ie8700

market =

ARV

L i ey ey

S2E00
1479600
2EETTO0
1OE4LTO0

184100

4837300

17374200

S

2700000)

#ADV

Lb

3
13
&
1

iy
=/

~,
o

'l';

= b
oo Ui (4

27
27

19

8.77

Je 27

1. &7

7.31
8. 63
7.586
7. 10
10.80

7.76

(%)
3.73
3. 69
5. 16

&

-r B
P S

4.03
3. 39



o Mg SEHILES GOV B0V RAD-SLES
CRT-~00D
pe@igree &0 138870000 SE76600 &1 4. 03
Sopillers 20 46288000 13I&700 14 2. 89
Heinz 5 11572000 1134300 1iZ .81
Jtrers 13 34716000 1107300 13 Z. 19
Total Brands = 231440000 FRESRIO0 4. 00
Total Market = ZEIOQOOO0D 3. 32
{Own label 12% of total marxket = JiS50000)
CIGHARETTES
lmperial 14130400 42 0,67
Gallaher 9314800 28 0.76
Rotrmans 3788800 i1 Q.73
B.A. 7. 250100 a 0. 43
Philio Morris IZHI500 10 2,592
Lomdon Tob 278300 i .63
Total Marwet = 4Z0000O000 ZTTIOT00 0.738
COFFEZZ (INB)
Nestle =18 141360000 EIE1LE00 58 4. 48
Fen. Foods 29 GBE14000 52 7.89
Broorke Haona 7 16562000 13 13. 30
Other 4 BLELOO0 17 293. 3%
Total Brands = JEE0Q000 18760800 7. 08
Total Market = IE8000000 4. 96
{(Own labels 0% of total market = 101400000)
DO FOOD (CAM)
Pedigree S99 131890000 SE1I300 A7 4. 158
Sniilers i8 ADZFHI0O00 587300 3 i.46
Guaker = 20113500 - 0 -
Ut her 14 27000 ZEBE00 4 0. 88
Total Brands =  ZEZIFTOO00O  EILTIB0OD Z. 85
Total Market = ZeI000000 2. 42
{Own lapel share 15% of total marxet = IF4T0000)
FiSH (CANNED)
Brirnces SE 43IPRIZE00  ZITB4L00 4i 0. 54
Joim West 26 43Z92T6EO0 272400 a7 O. 62
Ot h =28 F4162800 700 iz 0.21
Total Brands = 122010000 S78800 0. 47
Total Market = 147000000 Q. F
(Owr lapel share 17% of total market = Z40390000)
FRUIT (CANNED)
Del Monte =50 SIZ035000 83700 is 0. 17
Ligby 19 20176100 1&300 3 0. O/
Aus Gold i1 11680300 473100 75 4.05
Ot h 20 21238000 16300 3 Q. 08
Total Brands = 108190000 TIET700 0. 56
Total Marxket = 151700000 0. 35
{Own iabel skhare 30% of total market = 43510000)

AN TN



FRUIT JUICE
Del Monte
Roams
Delora
Lipbys
Coca~-Cola
Jthers

Total Brands
Total Maruet
{(Own label

CE CREAM
irds Eve Walls
Maid

[

Lyons

[}
ot
3

Brands
Marken

Totail

fotal
{Own

[
RN ¥ ]
1

PAINT

1L

Crown
Berger
Macohersan
Otner

4
4

Total Brands
Total Market

{(Own label s

SHAMPOO
drmilever
Beechan

Proc & Gambile
Rlberto Culver
Colgate Palm
Giillette
Reckitt

Jthers

Brands
Marxet
label

Total
Total
(Cwn

SOnR
Lever
Cussons
Oroc &
Colgate
Ot her

Samble

Total Brands
Total Marke:
{(Ownl lLapel

il

i

sina

L b
o o

ilanel snare

30
20
il
il

-y
g

i

]

"

“a

kA
o

i

=FA

1

L4521 7000
S7814000

SEOI0000

SESQOOOOD
re 26% of

20% of %

FEIE0000

F1E4SO00
21548000
E5104000

196800000

= 18% of t

14420000

A4 1000
S1S0000
2EZOO00

i
R

FEOOCDDO0
nof total

BO84.000
4538000
4284000
IE28000
4788000

ZEZOO000

L
MarLart

ZEBO00
TALTO0
1477500

4573100

total

ZEEZO0

otal mariet

30000

13

pTal markent

ZEIVDLOO0
I0B8BE00
SaBLTO0

GBLELO0

11265100
market =

1405700
EIZZE00
1412200
457800
ZBB2AL00

5730700

g =
I RN ]

markst)

-

=07

30

)

il
i'
Ca
.53
O

73

[y
S

L

e k3w
X Lo
+ >

=~
[(x]

=

S

3i
Q0
2i.45

8a

Q2

Z26. 95
22. 64

4800000)



=0uUR
Heinsz
Campbell
Crosse + Black
Baxters

Ot

{CANNED)

Total Brands

Total Market
{(Owr label
SEUABHES
RoDinson
Beecham
Cad-Schn
Ot ner
Total Brands
Total Market
{(TGwn labai

Brooke Bonc
Lyons Tetisy
Cacoury-Tyong

|4 1

[MRviy

Total Brands
Total Market
(TJwn ladel

Colgate

Beecnam
Gibns(uniliaev)
Froc & Gam
Stafford Miller
Ot her

Total Brands
Total Market

(Own label
WRSHING UR LIGU

DGroc & Bamble
ever

Colgate
Cusszon

Ot her

Total Erands
Total dMarxet
{Own label

e

il

=4

(o

@ Fa o~

]

ib
46
20

1z

17%

of total

BALES

4101240
15782600
14711760
SET4LZ200
SEEL200

ADV

JI4LTO00
4IEZ200
2513900
SBI400

105080000

of total

B1EIB000
S7I44000
FO03Z3000
2B4T8000

total

af

Staows

19840360
18375240
2OLTELD
S702040
1300&80
4.0
EEEZIR000

&7 400000

=
ot

-
¢ L.

i}

7034800

181 Q2000
GEELZ200

L0800
11271400

4471200

market

874500
214700
22800

L4Z33B0Q0
Z2B3I300

ZESIT00

15243700

market

4144800
1OE3400
18E0O500
2658100

1373400

ARDY

75 S. 22
i1 e 15
& 1.71

= S

0.3 Uia 26
4. 26

3. 97

1.42

le
19

0. 70
0.33

0. 85

O000)

28
28
26
18

21. 10
5. 9S8
13.46
46. 61

37
10
17
4

0 -
12 24.19

17.58

iGg. 92
arket = 4134000)

SIFBE000 70 9, 14
5200 Z e 88
102400 2 1.08
TZE800 i5 11.28

- 0 -

LBLOLO0 €. 01

VI L=
market = 17530000)

Z0O&E

I
Il
|
o
I
P
I

U

Al
I

et
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M5 5RLES RDV 7DV RO-BRLES RATIO

WASHING POWDER
Lever

Hroe & Gawvbie
Ot

1IZ0OES0000 ET44E00 4 5. Q1
IFEILIZOC  FEIOIO0 &0 5, T2
TLZ0800 73400 Q 1. 10

£ 00l
G B3 O

Total Brands = ZET7ICOOO0 18548100 . 37
Total Market = ZERAOQGI00 5. 4
{

({Own label 8% of total market = 21740000

YOGHURT

Express 44 A0ESEOOH0 1092200 a8 2. 69
Urnigate 25 Z3100000 950400 a4z 4. 11
Chambourcy 10 FELO000 150400 7 .63
Rains 4 IEI6000 - 0 -
Fruitti 3 2772000 - 0
Other 14 12936000 82300 3 0. B4

Total Brands = F2400000 Z2RTIT00 2. 48

Total Market =
{(Own label Z3% of total market = IBEQGOO0)

07



AAPENDIX D1

KEY:

Mo

1970 SAMPLE

ms
BRISCUITS
United Biscuits 51
FAssoec. RBiscuits 25
Burtons 5
Napisco 5
Rownt ree 4
Cadoury 4
Otker &
Total Brands =
Total Market =
{(Uwn Label 17%
BRN. CEREALS
“eiloggs 37
Weetanix 21
Nabisco 1z
hiaxer &
Ot her 4
Total Brands =
Total Market =
(Own LLabel 3.5%

CHOCOLATE CON.

Cadburys 34
Rownt ree 26
Mars 19
Ot her 21
COFFEE

Nestle &4
Gen. Foods 33
Other 3

{Own Labels I&6.5%

of total

of total

% Market share of total
PV = Nuwmder of brands (ine. flavours).

PV% = % share of brands in market.

APV/%MG = % of brands per percernt of market

SALES
SP2EZ2000
23050000

T8 10000
S810000
4548000
4E4B0OO0

1EE2Ee77S
7134075
4110900
2053430

L1I70300

IEITO0O0Q0

SO350000
SEET0000

28854400
14873030

1352330

of total

brand sales.

MEl= P

~}

market

market

snare.

AEV /%S

0.18
0. 16
1.00
0. &EQ
0. 25
Q.50

12.7

D72
Q. 003

0.08
0. 32

.75

)

0. 32
0. 23
0. 47

Dw

0. 34
0,33

22. 30



MG

FLOUR
Ra Ha M. S
Snillers 33
Fremlite 3
Ot her a8
Toetal Brands =
Total Market =

(Own Labels

JELLIES
Rownt rees 53,
Chivers {cad) 30
dther 11
BOTARTD CRISPS
Golden Woncer 4%
Smiths 28
Walkers =z
Tudaor &
Yereditih Drew &
Otners 2
Total Hrands =
Total Market =
(Own abels &8
ARZORS, BLADES
Gillette 40
Wilkinson 40
Otiher 20
SOUP (CANNED)
Heing 70
Camonelis 13
C + Blackwell 2
Other a8
Total Brands =
Total Marker =
{Own laoel 10
TOOTHRASTE
Colgate 3
mnilever 36
Eescham =1
Otihers o
Total Brands =
Total Market =
{(Own labels T4

SOLES =y Y ARV i
14437080 7 is O 28
11040120 3 & Q.13

843240 3 & Za 00

DEELELO A 73 . 13
28308000 48
SETO0000

26.9% of total market)
/ a =28 0. 47
/ 2 31 1.03
/ iz 41 S 73
=29
27084800 = i Q.22
18488400 7 i1 0. 33

75600 8 3 1.08

IETZBO0 & i3 2417

STT2800 & 10 1.67

1177800 28 a4 23,00
58830000 &3
SA4.000000

% of total market = S120000)

2800000 & Aw] 0. 88

ERO0000 7 a4l 1. 03

14.Q0000 4. 24 .20

ZO0O0000 i7
JAE5Q00G0 24 7 0. 10

E4.35000 = 7 Q.30

4453000 =27 5 . 30

IBEO000 273 78 3.75
43500000 248
S5300000

% of total market = 3T00000)

7342000 3 7 .18

TI2L000 4 10 0. 28

4383000 4 i 0. 48

1045000 0 3 14.6

41
of tatal wmarket = 1100000Q)

309



MS

WASHING UP LIGUID

Broct & Gamble S5
Urnilever 23
Colgate Palw i3
Others 3

Total Brands
Total Market =

(Own labels 28%

WRASHING POWDER

Unilever S1
Proc & Gawmble a8
Ot ner i

Total Brands =
Tatal Market =
(Own lapeis 2%

v MsS
BISCUITS
Litd Biscuits 45
Nabisco 26
Rownt ree 3
Burtons 3
Fox’sa 3
Cadbury 3
Otihh Brands 5
Total Brands
Total Market-

{Ownl labels Z6%

BRK. CEREALS
Kelloags
Weetabix
Napisco
Guaker

Oth Brands

L |

[t I SO 1

Total Brands =

Total Market

Y

{Own labels 17%

SALER peLY)
8712000 1
SE4T5200 i
2053200 1
1425600 10
15840000 16
SEO00000

of total market

45381600 10

43276800 &
301600 i

FOLEOOOO0 i7

of total market

E R L T R X
1281 SAMPLE
SOLES Py
SER2AZO000 a7
134Z00000 Sl
LEALABEB00Q )
45486800 41
19435800 &85
1243500 i0
SHAIE000 480
S1ESZ0000 23

38000000

of total marke:

1530000 17

EOO754L00 =

FOOZT7TT700 =

19114900 3

21
o2

of total market

£
i

D)

Ya PV YN/ abis
=) Q. 13
23 Le 03
= 0. 48
=3 700
= 6160000)
52 t.16
A 0.73
& .00
1 840000)
Ye bV %P/ %G
12 0,2
4 0. 15
1 O.11
= 0. 67
iz O, OO
i .53
&4 12.8

181480000)

T
P

17
a0

0. 59
.18
0. 55
.43

10.0

S53IT0000)



S S5ALES =V A=Y %NV /s

CHOC. CONFEC
Cadbury’s 29 FB0380000 S& 3 0.31
Rownt rees = JBO380000 45 8 0. 28
rars = F153T00000 53 & 0. 33
Others 18 ZZE4T0000 477 75 .17

Total Brands = 1313700000 &34

Total Market = 1327000000
CIGARETTES
Im peria 1 4% 2107000000 iy 15 0. 31
Gallaher 29 1247000000 9 2 0.893
Aot hwmans 12 516000000 S0 2 1.78
B.[R.T. & 2TRO00GO0 3 & 1.00
Philip Marris 3 123000000 3 16 5. 33
.ovdon Tob i 45000000 e 15 15.0

Tatal Market = A4TO000O0O000 145
COFFEE (INS)
Nestle EO 1413860000 7 18 0.3
Gen. Fopds g 88 14000 & 0 0.3
Brooke Bownd 7 16SE2000 2 S 0.7
Ot her 4 BLELOOD = €8 170

Total Brands = 2ZIZ&600000 40
Total Market = 3ITBO0COG00

{Own labels 30% of total market = 101400000)

CUSTRRD {INS)

Birds 35 / 5 =9 T 53
Brown & Folson 23 / = 12 0. 52
Batch Foods 14 / 1 & 0. b3
RaHa M 5 / bl 12 240
Ot iher 3 / 7 4i i3.7
17
FISH (CANNED)
Frinces 1) 4FF2IE00 12 S 0. 14
Joihn West 3 43P2TE00 48 e O.61
Ot = JIL1E2800 163 73 2 Gl
Total Brands = 122010000 223
Total Market = 147000000

{Dwr label share 17% of total market = 240830000)

FRUIT (CANNED?

Del bMonte 50 53035000 10 ) 0. 12

Libby 19 20176100 ] 5 0. 26

Aus Goid i1 11580300 o 5 0. 82

Oth 20 21238000 153 84 a0
Total Brands = 1061380000 181

Total Market 1F1700000
(Own label share 30% of total market = 43310000)

il



s0US

Heinz &l B410iza0
Camnbelil 15 137682600
Crosse + Black 14 4711760
Baxters 3 S254200
Oth ] 5254200

Total Branas = 105080000

Total Market = 125100000

&% of total

pas

(Jwrn lapel

TOOTHRASTE

Colgate Sl 139840380
Bescham 29 18373240
Ginos {(uniiav) 19 1203740

PFrooc & Gam 3 5702040
Stafforg Millier I 1300880
Ot her 9 5702040

EIESL000

i

WRBHING UP LIGUID
Hroc & Gambie 46 I7034800

200 15102000
PEEL 200
E4.40800
11271400

Lavenr
Colgate
Cusson

gt ner

Total Brands =  BO51i0000
Total market = 7000000
{Owr label 17% of towal

SRLEDS

WASHING POWDER

lLever 55 130250000
#roo & Bavble A% BYEIL 200
Ot = 3 7120800

Total Brands = FE7IC0000

Total Market = 258000000
{Jwn label 8% of total m

i

Py

31
38
&0
27
173

e
[ 2% pw

market

I $a
IO e Bopa B )

Fo

£

arket

mnarsen

Y

[E O]

~l

arxket

I1z

t') /

%BEY %Y SRS
0.19
0. 73
1.39
1. &0
0.6

201

S Q.25
10 Q.34
5 Q.26
10 o111
3 1. 00

&7 7. 44

4.154000)

a8 Ou 17
i& Q. 80
8 Q.67
4 0. 50
&4 G 37

%PV %BV/ %S
0. 86
0.83
& D0

47
35

18

21340000)
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HPRENDIX  E@ DATH SAMDLE 18970 and

MRRKET FDV SALES YMANUFOCTURER CONC. ) R0 i
(00D (&) H Index Cri Cr3

Batteries 148 S0 0,489 ¢. 43932 &3 &8 * io . O
E. Baans gag I3 0.E37e 0.53TE T 99 18 &0 EE
Biscuits 28635 163 0.3I308 0. 3325 a1 81 851 43 17
Br Cereal 4752 4% 00,4159 0.4160 59 4 37 30 4
Latfood 1498 93 0.4113 0.4148 =57 a1 * &0 &
Choc Con?d 2888 278 0Q.2118 O.2138 335 77 342 20 0
Cigarette 248% 13393 0.5183 0.351&4 &7 59 * =0 0O
Coffees 2203 TE 00,3088 0, 3070 &4 L) =0 =0 23
Crisns 1324 &5 0.2959 0. 2376 45 84 53 28 a
Custard * *  0.ET40 O.gT3az a8a =1 18 49 Z
Dogfood 2031 5E 0 0.5364 0.353e8 70 L #* &0 Lo
Figh (o) LG4 4% Q. 2029 Q. 2038 40 &5 L1939 40 3
Fiounr 1087 5 0.3359 0. 3372 45 20 48 45 1E
Fyuit (o) 290 74 0.0873 000810 iS 5 181 S0 ia
Fruit J. 315 i1 * * ¥* #* 3 33 *
Honey 140 * * * #* I ) * *
ice Cream 1013 8z 00,3443 O, I738 43 87 * el *
Jellies #* *  0LA4TB1L 0. 4502 592 b 3 59 =9
Lght Buibs * * 0. ZEER Q. 2838 I8 86 * 10 a
PFaint 018 O. 1841 G. 2100 27 &3 * 27 )
RazorRi 1661 0. Z200 0, 300 a0 30 17 40 0
Soap (Ty 2216 G. 1088 . 1334 20 S * 70 &
Soun (D) 1132 03,5150 0. 3214 70 [ 348 &0 L0
Tea ZZE8 D 0.3890 ¢ 55 = #* &5 29
Too® oaste 2084 2 0.Z181 8 o5 al 55 1
hashinog

Powdear 8733 87 0.4305 0.,4306 =) 95 i3 53 =z
Washing

o Liag 1328 0. 381& 0. 3880 56 92 i6 S0 z
Yoghurt 4&7 0.3451 0, 3452 ) a& (i Sa 17

KEY: ADV = fAnnual advertising expenditure (3 year average)
SALES = Amual sales (3 year average)
=AY} = Numbder of Brands.
CONC. = Concentration in the bdranded sector
R 10 = % market share of too ten retailers.
g L = % market share of own labeis.

e
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1
i
il

sample

(19

MDYV

{000)

Hatteries &34
B, Beans Zbﬁ
Biscuits TET
Br Cereal q&ﬁt‘-
Catfood 1396
Choec Con 12985
Cigarette 9872
Coffes 053
Crisns 257
Custardg *
Doafood 2235
Fisin () 14z
=iour 135
mepit (o) e
Frignt Ja 978
Homay R24
ice Cream 877
Jeliies *
i~ght Bulos #*
Paimt SETE
Razorsl 27
Soan (T 1534
Saun () 1058
Taa Ie4z
Too’ maste 27&X
Wasning

Fowaer 752
WasN1INg

Lo Lig 1074
Yoghurt =

aDb
5H
=AY
co
R
0

REY:

V =
LES =
N, =
i =
i =

Vi

Frice

SALES

S5).

MRNMUFACTURER

(&) H Ivdex
= 03572 0. 3608
38 0,.37596 0.3326
ia3 0.2843 0.2858
8L 0.3747 0.3783
&3 0.4035 0.4082
Fal 0.2RT7E 02587
1070 0.3432 0.3432
85  0.4%90 0.4330
B Q.27 0.217&
*  0.37686 0. 3326
65 0.3870 0.3374
T4 0, 2592 003376
35 D.A4573 0. 43558
I8 0.2 003001
31 * *
* * *
20 D.2azi 003288
¥ 0.6234 0.6234
*  O.2164  O.2274
53 0.Z818 0.278&
11 Q.3176 0Q.3192
E200.1807  0.2012

31 0.4167
90 0.3Z531
i O, 2530
57 O.4874
25 02545
30 Q. 2808
Arnmual

advertising expenditure (3 yea
average)

Annual sales
of Brands.

Numberr

Concentration in the branged sector

O.azi3
0. 3540

0. 2534

0. 4878

g

3., 2830
0. 2880

(3

year

CONC.

30
ol
Z8
21
&1
47

e
It

Cr3
8z
A5
&0
a3
85
52

30

949

7b

8&

78

37

80

a4
3

945

77

o

d

-

36
&7
30
a7
79

78
73

*

1
]
I

*

[

-
e
o
ot d

% wmarket share of ftop ten PPt&llPPS.

b

i/ market share of own labei.

18
73

P

70

o=

&3
18
435
&3
a5
a8d
=]

&0
a5

-
=7

e
.-‘.\-J
84

‘W'
a}-\J

6
&0
85
80
TG
8BG

7O
IE

0
17
4=
do

O

8]
F0
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APPENDIX Fi@ PROCIDURT FOR CETAINING VARIABLE ESTIMATIS OF
MANUFRACTURER AND RETAILER CONCENTRATION.

a) Examnle of Estimation of the 10 Tirw Retail Concentration
Variable From Market Reports.

The method of cderiving an estimate frow market reporis is
oest shown Dy an example. Tie examole is of carmmed fish tre
cdata for which is slightly more aggregated thanm the sample as

a WNoie.

Canned Fisn 13981

driginal Source: Major Multinles &0
Mivior Multinies 1S
Co—UOneratives 12
Indeoencents i3

Retall Busirness.

Taosie of Major Multiocies Grocery Sales 51/82.

Saies % of major % of all

£m multiples - grocery sales.
Sainsiury 2,235, 1 19.6 8.7
Tesco 2, 276.6 19.3 8.7
FAsda 1,81i9.1 12.0 5.8
Argyll 1,135.5 9.7 4. 3
Fine Fare i, 062.0 3.1 )
B.B@. T. i,015.5 8.7 S 3
bee Corp. F310.1 7.8 KA
Kwik Save 56l 2 4.8 21
S5arteway 507.0 4.3 i. 3
Waitrose 412,90 Se D 1.6

11,687.1 100, 0 44, 5

Source: I.&.D.
Zstimated oercentage share of cammed fish distribution:

Saimsoury 11i.8

Tesco i1.7
Rsda 7.8
Araylil 5.8
Fine Fare S.9
BE.A.T. 5. 2.
Dee 4.7,
Kwik Save 2.9
Sarteway Z.6.
C. R. 5. 4.0

Too Ten = 62.0

ol
i



Y, Estimation of # -~ Index for ManuTacturers.
Tie H — Index is the sum of the souared nercentage vaiues

of market share. For a number of markets within the sawole

the market share value of the swaller firms were mot
avaliladle es.g. for ythe Breakfast Cereal market. In these
instances the unsoer and lower values of the 4 - Inocex were
calculated.

gxample of Breakfast Cereals 198.1.

vianuTacturer Share: Souared
Kelloggs . 56 « 5138
bimatabix .21 «Qadl
Napisco L1 SOl
Guaker . 07 043
Gther . 06 . QOO0 L O03E
L. 060 . ST47 L3785

Derived from Retail Business,
Mintel Market Intelligence,
Market Research G.B.

The lower estimate (. Z747) assumnes that there are an

infinite nuwber of swall firvs whereas the wupper estimave

{. 3783) assuves there is jJust ome large firm of six percent.

~i
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