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A STUDY OF THE TRAPPED BRAND

PHENOMENON

Brenda Cullen

This study explores how industry structural changes can influence the
performance of brands. In particular, the study is concerned with the impact

of increasin

retailer and manufacturer concentration and the growth o

private labels on the performance of brands within the convenience goods
industry. Four mature product-markets - teq, coffee, toothpaste and

washing-up li

uid - are examined over a twelve year period (1982 to

1993). Three different databases - Taylor Nelson AGB, RTE and AS! - are
combined to test the proposition that a particular group of brands in each
market, described as trapped brands, are increasin ly vulnerable or

threatened as a consequence of industry structural ¢

anges. The study

compares the advertising expenditure patterns and the retail distribution
profile of trapped brands to those of dominant or leader brands in order to

explain the increasin

divergence in the strategic profile and performance of

groups of brands within the convenience goods industry.

Introduction

The convenience goods industry in Ireland has
been subject to gradual structural changes over the
past twenty years — the increase in retail concen-
tration, manufacturer concentration and the
growth in private labels have been well reported
within the industry. These structural changes have
a direct impact on both the strategies and perfor-
mance of brands. This study explores the extent to
which the competitive position of some brands
has improved considerably, while other brands
have become ‘trapped’ in a downward spiral in
market share as a direct consequence of these
industry structural changes. The question the
study raises is whether particular strategic choices
have led to the instability of trapped brands
within the convenience goods industry or whether
this instability is driven by industry structural
forces. Brands within four markets — tea, coffee,
washing-up liquid and toothpaste — are examined

in depth.

Structural Changes within the
Convenience Goods Indust

The convenience goods industry in Ireland has
grown substantially over the past fifteen years and
is now estimated to be worth approximately
IR£4.8 billion (Goodbody, 1995; Irish Trade
Board, 1995). The industry can be categorised
into at least thirty different product-markets
(Table 1). Most of these product-markets have rel-
atively clear boundaries which may be determined
through measures of cross-elasticity of demand

(Day et al., 1979; Schocker et al., 1990a). Fur-

© Mercury Publications

thermore, each of these product-markets is influ-
enced by similar industry structural forces which
impact on both brand strategies and performance.

The average rate of growth within these product-
markets over the period 1993 to 1994 has been
approximately 6 per cent (Goodbody, 1995). The
key trends which have influenced these rates of
growth in Treland include: higher disposable
income, an increase in the number of working
women, more households and a growing tendency
for consumers to become more health conscious.

The main industry structural forces which influ-
ence the convenience goods industry include:

1. Retail concentration: over time fewer retail mul-
tiples are controlling a greater percentage of
sales within the grocery trade (Laaksonen,
1994; Buck, 1994; Warburg, 1995).

2. Manufacturer concentration: over time fewer
manufacturer brands are controlling a greater
percentage of sales within each market (Roland
et al., 1994).

3. Private label growth: retailer brands are control-
ling a greater share of individual product-
market sales (Buck, 1993; Laaksonen, 1994).

In relation to these structural changes this study
then poses the question, ‘As manufacturer and
retailer concentration increases and as the share of
private labels continues to grow within the conve-

3



Irish Marketing Review Volume 10 Number 1 1997
Table 1 Convenience Goods Industry 1994
SALES VALUE

Sector £m Sector £m Sector £m
Biscuits 100 Dressings 8 Tobacco 600
Milk 280 Sauces 20 Meat 1,000
Pet food 30 Soups 25 Other foods 255
Coffee 20 Fruit & veg 300 Detergents 115
Snacks 75 Yoghurt 20 Cosmetics 136
Fish 80 Cereals 48 Toiletries 191
Tea 40 Cheese 65 Household 90
lce cream 79 Preserves 16

Bread 200 Confectionery 250

Cakes 40 Soft drinks 433

Butter/spread 104 Frozen foods 127

Source: Goodbody, 1995; Taylor Nelson AGB, 1994

nience goods industry, how do brands, other than
leader brands, perform?’

Retail Concentration

Retail concentration has increased dramatically
throughout Europe over the past 15 years as
supermarkets take an increasing share of the
convenience goods business. The UK is the most
advanced and concentrated retailing nation in
Europe with just five retail groups controlling 62
per cent of all grocery turnover. In France, the top
five retailers account for approximately 48.1 per
cent of grocery sales, in Germany, the top five
retailers account for 55 per cent while in Ireland
the top two account for approximately 43 per
cent of the trade (Goodbody, 1995; Lambkin,
1996; Warburg, 1995; Roman and Recio, 1996).
The extreme competitive nature of the conve-
nience goods industry is largely attributable to
these high and increasing levels of concentration
of the retail trade.

In this study, retail concentration is measured as
the percentage of industry sales controlled by the
top two Irish retailers, Dunnes Stores and the
Quinnsworth Group. To calculate retailer share
estimates were made from the Taylor Nelson AGB
consumer panel which measures 51 grocery prod-
uct markets in Ireland. Using Taylor Nelson AGB
data, the scale of retail concentration or shopping
basket share* controlled by the top two retailers is
presented in Figure 1. This chart indicates that
retail concentration (across the 51 grocery mar-
kets) has grown from a total of 32.7 per cent in

* The shopping basket share calculated from the Taylor

Nelson AGB data base covers approximately 30 per cent of
retailer sales.

1982 to 46.2 per cent in 1993. In 1982 Dunnes
Stores accounted for 16.3 per cent of shopping
basket share in Ireland and the Quinnsworth
Group accounted for some 16.4 per cent. By 1993
these figures had increased to 21.9 per cent and
24.3 per cent respectively.

There is the danger, however, that an aggregated
measure of retail concentration across many dif-
ferent product-markets within the convenience
goods industry may be disguising varying trends
within individual product-markets. In order to
uncover variation in the individual scale of retail
concentration across markets, the percentage of
total category sales in the top two retailers was
estimated separately for each of the four product
markets of interest in this study — tea, coffee,
washing-up liquid, and toothpaste. Table 2 illus-
trates the percentage of total category sales in each
market sold through the two largest retailers
(Dunnes Stores and Quinnsworth Group).

The gradual increase in the concentration of sales
in the two largest retailers is apparent in each of
the four markets over the period of analysis. The
concentration of market sales in each of the four
markets in 1982 was tea, 28.75 per cent; washing-
up liquid, 37.14 per cent; coffee, 40.27 per cent;
toothpaste, 44 per cent. These shares increased by
1993 to tea, 49.10 per cent; washing-up liquid,
50.54 per cent; coffee, 57.2 per cent; toothpaste,
58.5 per cent. In total the retail concentration in
these four markets increased from 37.54 per cent
in 1982 to 53.84 per cent in 1993.

An important implication of the growing concen-
tration of retail sales is that a brand’s total market
share will increasingly be determined by its perfor-
mance through the dominant retailers. Simply, if a
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Figure 1

Retailer Concentration in Convenience Goods Industry l§82-93
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Source: Taylor Nelson AGB (based on 51 grocery markets)

Year

brand obtains share of product category sales
within the dominant retailers equal or greater
than that brand’s national market share then we
can expect that brand’s total market share to
increase as retail concentration increases. Con-
versely, brands which are being delisted or losing
shelf space in dominant retail outlets will face an
accelerated decline in their total marker share with
increasing trade concentration.,

This relationship between distribution and sales
has become central to the understanding of com-
petitive behaviour within the convenience goods
industry. The traditional assumption that firms
will be able to obtain from retailers the kind of
distribution they want is no longer  valid
(Pelligrini and Zanderighi, 1991), as increasingly
retailers are players with objectives and strategies

that interfere with those of manufacturers (Day
and Wensley, 1983; Jones, 1990). Marion (1993)
argues that marketing management theory must
now reflect how the structure of distribution
channels is the product of interaction between the
actors (power struggles, conflict, cooperation).

A number of areas in marketing theory are partic-
ularly pertinent to the link between market share
and distribution from a consumer behavioural or
demand perspective:

L. Consumers loyalty is positively correlated with
brands which are widely distributed, For exam-
ple, larger brands tend to have more advertis-
ing support and wider distribution (‘double
jeopardy); either of which might lead to more
buyers and greater consumer loyalty (Ehren-

Table 2 Retailer Concentration Trends in Key Markets
SALES VALUE {per cent)

Year Tea Washing-Up Liquid Coffee Toothpaste  Annual Average
1982 28.75 37.14 40.27 44.00 37.54
1983 - 2987 35.66 36.63 4510 36.82
1984 31.05 36.34 43.30 45.50 39.05
1985 36.65 40.72 48.00 47 .90 43.32
1986 41.88 43.50 51.00 53.00 47.35
1987 44.78 46.00 54.60 - 54.00 49.85
1988 46.20 48.00 56.00 57.00 51.81
1989 43.70 48.00 54.90 56.10 50.68
1990 41.50 46.21 55.00 54.60 49.33
1991 44.80 46.82 56.10 57.00 51.18
1992 46.78 48.06 55.40 56.10 51.59
1993 4910 50.54 57.20 58.50 53.84

Source: Taylor Nelson AGB monthly market reports, 1981 to 1994
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Table 3 Manufacturer Concentration in Key Markets
MARKET SHARE VOLUME (per cent}

Year Tea Washing-up Liquid Coffee Toothpaste
1982 66.1 38.5 54.7 40.1
1983 69.0 41.6 63.2 38.1
1984 74.2 40.4 58.0 38.8
1985 74.5 39.9 54.5 36.7
1986 75.6 37.7 57.8 374
1987 75.0 41.8 58.5 40.0
1988 72.5 40.3 55.0 41.5
1989 754 41.6 62.0 41.8
1990 76.1 40.0 64.3 420
1991 76.2 41.0 68.5 441
1992 77.2 46.3 74.0 44.3
1993 80.2 49.5 77.2 459

Source: Taylor Nelson AGB monthly market reports, 1981 to 1994

berg et al., 1990; Jones, 1990). Furthermore,
dominant brands quickly gain high distribut-
ion penetration levels which partly explains
their higher market shares (Verbeke et al,
1994). A positive correlation also exists
between brand loyalty and store loyalty
(Carman, 1970).

2. Depth of distribution is important in determin-
ing brand choice and typically large-share
brands benefit disproportionately from in-store
merchandising and shelf-space (Pelligrini and
Zanderighi, 1991).

3. Product availability affects brand choice and
repeat-purchase raves and vice versa (Pessemier,
1982; Raj, 1985). This issue is amplified by
the growth of private label brands and the dis-
placement of many of the smaller brands

(Uncles and Ellis, 1989).

Market modellers must now realise that it is
impossible to predict the effects of a change in
manufacturers strategies upon sales and market
share without considering the reaction of retailers.
Arguably therefore the convenience goods indus-
try is more appropriately modelled in the context
of a ‘dual economy’ as manufacturers sell firstly to
retailers who, in turn, sell to consumers.

ManUfGCfurer Concentrai‘ion

Along with the increase in retailer concentration,
manufacturer concentration has also increased in
most mature markets within the convenience
goods industry. Manufacturer concentration in
this study is measured as the percentage of sales
controlled by the top two brands in each of the
four markets studied.

Table 3 illustrates the increase in the share posi-
tion, by volume, held by the top two brands in
cach of the four markets. In all four markets the
dominant brands have gained an increasing pro-
portion of sales over the period 1982 to 1993. In
the tea and coffee market, the same two brands
have held dominant share positions throughout
the period of analysis. In the toothpaste and wash-
ing-up liquid markets the dominant brand has
retained the top share position while the second
and third positions have alternated between differ-
ent brands during the period.

While Table 3 presents the market share changes
of the top two brands by volume, the same trend
is apparent in value terms. However, in the tea
and toothpaste markets the share held by the top
two brands in value is less than the same brands’
share in volume, while in the coffee and washing-
up liquid markets, the market share in value is
higher than the volume share for the two domi-
nant brands. This trend indicates that in the
washing-up liquid and coffee markets, the leader
brands operate a premium price strategy (for
example, Maxwell House, Nescafé and Fairy
washing-up liquid are all premium priced brands).
Alternatively, the tea and toothpaste markets are
much more price competitive and the leader
brands compete on price to a greater extent than
the other two markets.

Private Label Growth

The growth in private label products has been a
central issue in the convenience goods industry
over the past twenty years. The increase in the
number and share of private labels has signalled
the increase in power of the retail trade and has
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Table 4

Markets with High and Low Private ll.ubel Shares

High private label shares

Kitchen paper (54 per cent)
Facial tissues (54 per cent)
Frozen beefburgers (52 per cent)
Fruit juice {44 per cent)

Toilet fissue (42 per cent)
Canned peas (41 per cent)
Rashers (41 per cent)

Frozen pizzas (34 per cent)
Cooking oil (31 per cent)

Source: Taylor Nelson AGB consumer panel data (27 fields), 1993

Low private label shares

Tea (5 per cent)

Soup (5 per cent)

Salad cream (4 per cent)
Gravy mixes (4 per cent)
Breakfast cereals (3 per cent)
Instant coffee (2 per cent)
Liquid detergents ( per cent)
Soap (1 per cent)
Toothpaste (1.8 per cent)

presented manufacturers with increased difficul-
ties in attempting to build brands (Corstjens and
Corstjens, 1995).

In Ireland, private label share of the grocery
market has grown steadily from about 8 per cent
of consumer expenditure in 1982 to 20 per cent
in 1993 (Buck, 1993). Over the past few years
this trend has stabilised and currently rests at 18
per cent, slightly higher than the European aver-
age of 15 per cent, but well below the 37 per cent
prevailing in the UK (Warburg, 1995).

There are significant differences between the
shares that private labels hold across different
product-markets (Table 4). This variation is att-
ributable to the underlying characteristics of the
different markets. High private label markets tend
to be those in which there is a surplus manufac-
turing capacity and low technical barrier to entry.

Conversely, low private label markets tend to
experience extensive manufacturing activity which
builds a consumer reluctance to accept private
label products. In general, markets with 2 high
private label share have a much lower advertising
to sales ratio than those markets where private
label performs poorly (Buck, 1994). Private label
share also varies across retail outlets, with Dunnes
Stores and Quinnsworth accounting for an aver-
age of 30 per cent of all sales in private label
(Table 5).

Apart from the general increase in the share of pri-
vate label sales in dominant retailers, there is also
much evidence of a growing trend, which is con-
sistent with trends across Europe, towards the dev-
clopment of the high quality private labels (e.g.
Quinnsworth’s Premium Choice) or retailer brands
(Laaksonen, 1994). This trend is particularly dam-
aging to the third, fourth and fifth brands in each
market which tend to compete on price and are
more likely to be struggling to keep their competi-
tive position in the new retailing environment.

So as manufacturer and retailer concentration
increases and as the share of private labels contin-
ues to grow within the convenience goods indus-
try, how do brands other than leader brands
perform? Obviously, as retailer concentration in-
creases, brands which perform poorly through the
large retail multiples will have weaker marker
share positions over time. As the stronger brands
increase their share, the shares of other, more yul-
nerable brands will simultaneously decline. This
trend is compounded in markets where private
label sales are increasing,

In order to investigate this question an early
descriptive analysis was undertaken of the third,
fourth and, where appropriate, fifth and sixth
brand in each of the four markets under study.
This exploratory stage involves attempting to
identify the threatened or potentially unstable
brands which have lost share as a consequence of
changing structural forces. This analysis gives an
insight into the positions of potentially ‘trapped’
or threatened brands in the four markets through
examination of key performance indicators over
time.

Methodology
Central to this study is the proposition that the
structure of an industry substantially influences

Table 5 Private Label Shares By Outlet (1993)

Dunnes Stores 29 per cent
Quinnsworth Group 31 per cent
Superquinn 20 per cent
Supervalu 17 per cent
Other Symbols 3 per cent

Source : Taylor Nelson AGB, 1993
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che conduct or strategies of firms within that
industry which, in turn, will shape the perform-
ance of the industry (Bain, 1956; Scherer and
Ross, 1990; Porter, 1979). Within the structure—
conduct—performance paradigm the study consid-
ers strategic group theory as a means of identify-
ing and describing the competitive position of
groups of brands in an industry which is subject
to known structural changes. Consistent with str-
ategic group theory, the study examines the mob-
ility barriers which protect the strategic position
of brands within one group from entry by brands
outside that group (Caves and Porter, 1978).

While typically strategic group theory is applied at
the corporate or business unit level of analysis,
this study attempts to apply these concepts at
brand level in order to improve understanding of
competitive activity within product-markets in the
convenience goods industry. At brand level strate-
gic group theory has the potential to provide
insights into the nature of both strategy and per-
formance relationships and the analysis of compe-
tition (Tang and Thomas, 1992).

Consistent with the work of Sharon Oster (1982)
which assigned firms to strategic groups based on
advertising to sales ratios, this study relies on one
strategy variable, advertising, to determine group
membership. Oster’s (1982) findings suggest that,
Yt least in the case of advertising, it is the durabil-
ity of a firms investment in its strategies that
maintains the group structure  (Oster, 1982, p.
85). This is consistent with the theory that adver-
tising is a strong entry deterrent and barrier to
mobility berween groups within consumer goods
industries (McGee and Thomas, 1986). Addit-
ionally, Oster includes time as a variable, propos-
ing that changes occur in group membership over
time as firms attempt to rationalise their positions

through changing advertising expenditure pat-
terns.

This study examines the advertising expenditure
strategies of two specific strategic groups of brands
— dominant brands and trapped brands — to deter-
mine whether industry structural forces have a
role to play in the strategic choices and ultimately
the performance of groups of brands over time.

Initially thirty two potential markets within the
convenience goods industry were screened. The

following criteria were applied to the market
screening process:

1. Muature market: in choosing markets it was
considered appropriate to concentrate on 2
selection of mature markets for the following
reasons.

a. brand strategy and performance data are
available over a longer period of time for
mature markets than for newer growth mar-
kets.

. product life cycle theory suggests that com-
petitive behaviour will vary as markets move
through growth phases. It was therefore
considered appropriate to choose markets
with similar growth rates so that competi-
tive activity was comparable. In the mature
phase brands are more likely to be under
considerable pressure and competitors will
be trying to win greater consumer loyalty
and more trade interest (Ward et al., 1989).

. product categories tend to be more cleatly
defined in mature markets.

. retailer activity is more apparent in mature
markets; in particular, private label products
are more prevalent in mature markets than
in new growth markets (Buck, 1993).

Relatively undifferentiated product forms: in
order to ensure the boundaries of each market
were well defined, markets were chosen in
which product forms were relatively undiffer-
entiated and, therefore, where brands were
more likely to be competing directly with each
other. Other important criteria in choosing
markets included frequently purchased brands
with high levels of household penetration
markets, relatively high levels of advertising
expenditure and where private labels are
prevalent.

Following this screening four markets were chosen
for analysis — tea, coffee, toothpaste and washing-
up liquid. Taylor Nelson AGB Consumer Panel
Data was used to track the absolute and relative
market share of all brands within these four mar-
kets for the period 1982 to 1993. For the purpose
of this study, the performance of the top seven
brands, in each market, was closely examined over

the period.

This study is part of a more extensive study which
investigates many of the important strategic
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Figure 2 Brands Trapped in Tea Market
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choices made at brand level within the conve-
nience goods industry, such as advertising expen-
diture, pricing strategy, distribution strategy, new
product development, sales force strategy, etc.
This analysis simply examines one marketing
strategy variable — advertising expenditure — and
compares the expenditure patterns of dominant
or leader brands to those of the more unstable or
trapped brands. The annual advertising expendi-
ture of each brand was expressed as a percentage
of each brand’s sales for each year from 1982 to
1993. Advertising expenditure data were com-
piled from RTE monthly advertising sales reports
and Advertising Statistics of Ireland monthly
reports. Annual sales for each brand were esti-
mated from the Taylor Nelson AGB market
reports. Each of the four markets is analysed sep-
arately below.

Tea Market
In total twenty four brands have been distributed
in the tea market during the period 1982 to 1993.

Since 1982, four brands exited the market and
eight new brands entered the market. Lyons has
always retained a strong share position followed
by Barrys which has strengthened its share posi-
tion since 1985. The share of private labels within
the tea market has remained fairly stable at around
5 per cent over the period. However, the brands
(described as A and B in order to protect the con-
fidential nature of the data) which held the third
and fourth share positions in 1982 have lost sig-
nificant share over the twelve year period (Figure
2).

Washing-up Liquid Market

There have been a total of twenty one brands dis-
tributed in the Irish washing-up liquid market
over the period 1982 to 1993. Fairy washing-up
liquid has been a dominant brand in this market
for a long time. Two private labels exited the
market during the period of analysis while five
new brands entered the market. There are over
nine private labels in this market which account

Figure 3 - Brands Trapped in Washing-up Liquid Market
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Figure 4

Brands Trapped in Coffee Market
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for approximately 27 per cent market share
(1993). However, the brands which held second
and third market share positions prior to 1982
had lost significant share by 1993 (Figure 3).
Brand A held a market share of 24 per cent in
1982, by 1993 this had fallen to 5 per cent and by
1995 the brand was withdrawn from the market.
Brand B held a share of 13 per cent in 1982; this
fell to 4.5 per cent in 1991, but marketing invest-
ment in Brand B in 1992 and 1993 resulted in an
increase in its share to 7 per cent in 1993.

Instant Coffee Market

There have been a total of fourteen brands distrib-
uted in the instant coffee market during the
period 1982 to 1993. Maxwell House and
Nescafé have been the dominant brands in this
market for many years. Whereas private label
brands held about 9 per cent in sales volume (less
than 3 per cent in sales value) in the early 1980s,
private label share of the coffee market fell to
approximately 3 per cent of volume by the 1990s.

Three other brands (A, B and C) have alternately
held third, fourth and fifth positions over those
twelve years. However, these three brands have
gradually lost share over the period (Figure 4).

Toothpaste Market

In total, twenty four toothpaste brands have been
distributed on the Irish market. Two brands exited
the market during the period 1982 to 1994 while
six new brands entered the market in that same
period. This market has more brands than any
other market examined while the presence of pri-
vate labels is relatively insignificant at approxi-
mately 2 per cent. Colgate has held the dominant
share position in the toothpaste market for over
fifteen years while the follower brands — Crest,
Aquafresh and Macleans — have battled for the

second, third and fourth positions.

Three other brands (A, B and C) which previously
held dominant positions in this market have grad-
ually lost share (Figure 5).

Figure 5 Brands Trapped in Toothpaste Market
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Table 6 Percentage of Total Market Advertising Expenditure Held by Top Two Brands
Year Tea Washing-Up Liquid Toothpaste Coffee
1982 84.0 39.5 43.5 777
1983 90.9 58.1 52.4 76.1

1984 80.1 68.7 61.9 87.2
1985 91.4 100 62.3 84.2
1986 91.5 67.2 62.7 66.1

1987 91.1 80.7 497 85.4
1988 91.6 86.1 71.8 90.2
1989 91.9 100 73.6 81.2
1990 93.5 67.5 78.9 89.1

1991 97.4 87.9 54.6 93.2
1992 98.7 100 55.2 96.3
1993 95.3 100 53.1 100

Sources: RTE, Taylor Nelson AGB and AS!

Trapped Brands

Simple descriptive analysis of the convenience
goods industry indicates a gradual increase in
retailer and manufacturer concentration over the
period 1982 to 1994 (Figure 1, Table 2 and Table
3). These structural changes have had a significant
impact on the performance of brands in the
industry. Specifically, as strong brands have
increasingly strengthened their market positions,
other brands have become displaced or trapped in
a downward spiral in market share. In other
words, the descriptive analysis above suggests that
the market positions have become more secure for

strong brands while, for weaker brands, they have
become more precarious. This analysis prompts
the question; have particular strategic choices led
to the instability of specific brands within the
convenience goods industry or is this instability
driven by industry structural forces?

Advertising Expenditure and
Trapped Brands

Advertising expenditure has increased significantly
over the period of analysis. However, this growth
hides an important trend within the convenience
goods industry; fewer brands are actually spending

Table 7 Average Advertising to Sales Ratio of Dominant and Trapped Brands 1982-93

Year Tea Toothpaste Washing-up Liquid Coffee
Dominant Trapped ~ Dominant  Trapped Dominant  Trapped ~ Dominant Trapped

1982 0.86 1.23 7.72 3.51 5.01 4.73 4.97 3.68
1983 0.77 1.25 8.22 4.66 5.27 3.80 4.64 4.50
1984 0.84 1.36 5.92 - 3.48 1.81 5.01 1.05
1985 1.24 0.95 5.91 4.64 4.51 - 4.87 0.81
1986 2.30 2.10 6.64 3.99 6.29 8.81 3.84 4.50
1987 2.66 2.12 3.88 3.09 8.15 5.65 7.21 2.33
1988 2.19 0.63 6.72 - 4.36 2.19 8.82 -
1989 4.09 2.05 8.20 3.65 - 7.92 5.09
1990 3.99 0.32 9.85 3.19 - 9.61 1.61
1991 4.70 0.99 4.27 6.23 2.5 9.63 5.32
1992 5.42 0.37 3.91 4.72 - 8.30 3.08
1993 4.38 0.23 4.30 5.13 9.01 1.11

(-) Less than £5,000 spent on advertising or no reported expenditure.

Source: RTE, ASI, Taylor Nelson AGB
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on traditional mass-market advertising methods
while larger brands are spending more intensely
(Jones, 1985). In each of the four markets studied,
advertising expenditure, or specifically advertising
expenditure as a percentage of brand sales, was
examined and compared across the dominant
brands and the trapped brands annually for the
period 1982 to 1993. Table 6 presents the adver-
tising expenditure of the top two brands in each
market as a percentage of the total product-market
advertising expenditure. The data illustrate
increasing concentration in manufacturer advertis-
ing expenditure over the period 1982 to 1993.
(Advertising expenditure in the study includes
radio, television, outdoor, consumer and trade
press.) For example, in 1993 in the tea market two
brands were responsible for 95.3 per cent of all
advertising expenditure while in both the washing-
up liquid market and the coffee market two brands
were accountable for all advertising expenditure.

A simple descriptive analysis was then undertaken
of the advertising expenditure strategies of trapped
brands. Table 7 presents the annual advertising to
sales ratio of trapped brands in each market rela-
tive to the average of the two dominant brands in
each market over the period 1982 to 1993.

The data illustrate how dominant brands in each
of these markets have maintained or increased
their advertising expenditure levels over the
period. Furthermore, the average advertising
expenditure of dominant brands is remarkably
consistent across all markets throughout the
twelve year period, ranging from a maximum of
5.67 per cent to a minimum of 3.4 per cent.
Simultaneously, the average expenditure of brands
within the trapped group has declined consider-
ably over the period. In the toothpaste and wash-
ing-up liquid markets many trapped brands are no
longer advertising (or are spending less than
£5,000 per annum on advertising) while in the tea
market the average expenditure has been less than
1 per cent for the period 1990 to 1993.

These trends suggest that it is no longer strategi-
cally appropriate for trapped brands to use mass-
media advertising methods. It may be argued that
the movement away from a reliance on traditional
advertising methods is largely attributable to the
growing strength and power of the retail trade —
the increased expenditure on trade marketing and
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in particular trade promotional methods provides
some evidence of this trend. More specifically,
where brands lose distribution through key retail-
ers the effectiveness of national mass-media adver-
tising expenditure becomes questionable.

Retail Distribution Performance and
Trapped Brands

Loss of a well balanced distribution profile as a
consequence of relatively poor distribution
through the large national multiple retailers can
limit the strategic options which are open to
firms. For example, it is rarely cost effective for
brands which have lost significant share through
the key retailers to use mass-media advertising
techniques. Firstly, a loss of share through key
retailers will result in an imbalance in a brand’s
national distribution profile (as an increasing pro-
portion of sales are redirected through symbol
group and independent retailers); advertising
expenditure through national TV, press, radio and
outdoor therefore becomes uneconomic. Second-
ly, brands which are under threat from the large
retailers are likely to spend an increasing propor-
tion of their marketing budgets on trade promo-
tional expenditure to secure distribution access.

It may therefore be argued that the key mobility
barriers between dominant and trapped brand
groups are retail distribution access and advertis-
ing expenditure. In other words, as retail concen-
tration has increased over the period 1981 to
1993 dominant brands have improved their distri-
bution profile through key retailers and simulta-
neously maintained and/or increased advertising
expenditure levels. Conversely, trapped brands
have struggled to preserve shelf listings while
reducing expenditure on building brands through
advertising and directing an increasing proportion
of their budget to trade marketing support.

Conclusions

The above analysis suggests that there are certain
well reported structural forces which occur within
the convenience goods industry and these forces
are having a direct impact on brand strategies and
performance. Brands which perform poorly
through the two largest retailers, Dunnes Stores
and Quinnsworth, are particularly threatened. As
retail and manufacturer concentration increases
and the share of private labels within product cat-
egories grows, these trapped brands become
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increasingly vulnerable while the position of dom-
inant brands strengthens. Dominance is secured
for brands which can overcome industry structural
barriers, particularly if they maintain a well bal-
anced distribution profile and consistently sup-
port their brands through advertising.

For trapped brands it appears that advertising
expenditure strategies and retail distribution access
are the key barriers which create the growing gulf
between this group and dominant brands. The

divergence in the strategic choices of these trapped
brands combined with the trends in retail and
manufacturer concentration and the growth in
private labels indicates that these barriers will
increase over time. Such growing divergence in
marketing strategy variables between these two
groups illustrates the increasing dependence on
the retailer reactions to brand strategies and per-
formance in convenience goods markets. This
must have serious implications for the long term

viability of trapped brands.
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IS THE END OF ADVERTISING REALLY

ALL THAT NIGH?

John Fanning

A leading advertising practitioner ponders the future of advertising. With
the rise of below and beyond the line marketing communication, what is
likely to be the fate of traditional mass media, in particular, advertising?
The case for and against advertising is examined by focusing on four main
areas of concern: the fall-out from growing retailer concentration and
power; the ability, and accountability, of the advertising industry to explain
the precise effects on sales of a given level of advertising expenditure; the
consequences of fragmenting mass media and the growth of new media;
and the arrival of a more sceptical, marketing-literate consumer.

The author concludes that in a world where brands and branding continue
to be powerful - whether manufacturer, retailer or other service provider
brands - the end of advertising is not all that nigh. Advertising may only be
primus inter pares in its ability to communicate marketing messages, but it
is pre-eminent in adding meanings and values and in creating a culture

surrounding a brand.

Prophets of doom are reputed to be particularly
active at the end of centuries — so as we are now
facing not only the end of a century but the end
of a millennium, its not surprising that they’re
hyperactive. In the past few years we've seen a
flood of books with remarkably similar titles: The
End of the Nation State, Kenichi Ohmae; The End
of Work, Jeremy Rifkin; The End of Print, Lewis
Blackwell; The End of Architecture, Peter Noever;
The End of Economic Man, George Brocklay; The
End of Time, Damian Thompson; The End of
History, Francis Fukuyama; and my own part-
icular favourite: The Fnd of the Future, Jean
Gimpel.!

The marketing services industry could hardly have
escaped this latest fashion, but here the prophets
of doom have concentrated on one area — advertis-
ing. To the best of my knowledge The End of
Advertising has not yet appeared in book form,
but it has graced a number of articles in leading
business journals, and “Whatever happened to
Madison Avenue” (the same thing) was the subject
of a_cover story in a leading US business maga-
zine, Business Week? in the early 1990s and a
Henley Centre report in 1995.2

There is always the temptation to dismiss these
articles as pre-millennial ranting, but the difficul-
ties currently facing advertising as a method of
communicating marketing messages to consum-

© Mercury Publications

ers, and the implications facing advertising agen-
cies as the main players in the marketing services
industry, are too persistent to ignore.

The Case for the Prosecution
A wide range of arguments have been put forward
casting doubt on the power of advertising in
today’s marketplace. They can probably be sum-
marised under the following headings:

1. Growing retailer concentration and power
2. Lack of accountability

3. Fragmenting mass media and the growth of
new media

4. Sceptical, marketing-literate consumers.

Growing Retailer Concentration and Power
This argument says that after almost a century in
which manufacturers held the balance of power in
relation to retailers, this has now been reversed, or
at least is in the process of being reversed. Retailer
power is seen at its most concentrated in the gro-
cery sector, but there has been a measure of ratio-
nalisation and takeovers in other sectors as well.

It is now the central buying offices of a small
number of major retail chains that dictate terms to
many suppliers. Manufacturers no longer have an
automatic right to appear on retailer shelves —
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they must plead their case and often pay heavy
‘entry fees’. The second outcome of this change in
the balance of power is that in many cases retailers
have invaded the manufacturers own territory
through the introduction of retailer own brands.
What started a few decades ago as a trickle has
now become a flood, and no market is considered
sacrosanct from the retailer brand phenomenon.

There are a number of reasons why the growth of
retailer power is regarded as a threat to advertis-
ing. The most obvious is that as manufacturers
have to pay more to ensure that their goods
appear on the shelves, and often have to accept
what the retailer is prepared to pay for these goods
in the first place, the resulting reduced margins
leave fewer resources for promotional expenditure.
In addition, the declining share of manufacturer
brands as a result of the introduction of retailer
brands means that advertising is less justifiable.
The more extreme prophets of doom predict that
on current trends manufacturer brands will ulti-
mately die out completely — taking advertising
with them. An extension of this argument now
becoming fashionable in marketing circles is that
the weakened state of manufacturers, and conse-
quently of advertising, has left a vacuum in terms
of dialogue with consumers — and this all-impor-
tant dialogue is now being conducted by retailers
who have the advantage of being visited by con-
sumers on a regular basis and are able to ‘capture’
them electronically at the checkout.

Lack of Accountability

The main thrust of this argument is that there has
been a long established, rarely mentioned conspit-
acy between marketing departments of manufac-
turing companies and advertising agencies not to
delve too deeply into measuring the precise effect
of advertising expenditure. This little conspiracy
never fooled top management, but a benign blind
eye was turned in those hazy far-off days when
consumers were compliant and retailers not so
recalcitrant. Now that these positions have been
reversed and competition is at its most intense in
the entire history of business (it always is), no
expenditure will be tolerated unless we are able to
quantify the effects of spending the money in
advance. If advertising can't shape up, then we just
have to find some method that can — trade pro-
motions, consumer promotions or direct market-

ing.
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There is unfortunately a certain amount of truth
in this little conspiracy theory and in the prob-
lems facing advertising in shaping up to a new age
of accountability:

In these times when accountability is the currency
of best business practice, major investment in
advertising cannot be made on a wing and a
prayer.’

The increasing demands for greater accountability
in the results of advertising decisions are not a fash-
ion but a permanent feature of our time.

As a result, advertising’s share of overall marketing
communication budgets is regularly reported as
declining:

One of the most significant changes in the world of
marketing communication in recent times has been
the allocation of marketing communication expen-
diture from above the line outlets ... media adver-
tising, the preserve of the traditional agency, is
falling as a percentage of overall marketing commu-
nication expenditure.’

Fragmenting Mass Media and the Growth of
New Media

The fortunes of advertising have been closely
aligned with those of the mass media. The first
major phase of advertising growth occurred at the
beginning of this century and coincided with the
introduction of a mass circulation low price popu-
lar press. Prior to that newspapers were relatively
expensive by today’s standards and readership was
confined to an educated elite and not in sufficient
quantities to interest national manufacturers.

The second phase of growth coincided with the
post-war introduction of commercial TV. Now it
is claimed that mass media audiences, particularly
for television, are in decline and the coming explo-
sion of digital TV channels will finish them off
altogether. Advertising, which depends on mass
audiences to make it cost-effective, will therefore
decline as well. The most commonly-quoted statis-
tic by proponents of this argument is that the
audience shares of the three main network TV
channels in the US are generally reported to have
declined by about 1015 per cent in recent years.

A further development of this argument is that
young consumers who are less exposed to all tradi-
tional mass media are more likely to use new
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media, e.g. the Internet, for their information
needs. They argue that a new generation of better
educated, more mobile and wealthier consumers
are far less likely than their predecessors to flop at
home every evening glued to a passive non-inter-
active TV set.

A recent Henley Centre forecast summed up this
argument:

We are undergeing a transition to a digital age
where the consumer will have more power than
ever before and where traditional notions of mar-
keting, sales and distribution are being challenged
by more direct and immediate access to con-
sumers.’

As usual, there has been all kinds of bizarre specu-
lation about the likely nature of ‘new media’ to fill
the gap; most of these seem to emanate from ‘new
age’ type brainstorming sessions where prizes are
rewarded to those who make the most ridiculous
suggestions.

Sceptical, Marketing-literate Consumers

The final argument for the decline of advertising
is that it has lost its effectiveness because not only
are consumers bored by seeing too many ads, they
are now so knowledgeable about the strategies and
techniques of mass communication that they can
see through them, thus rendering them ineffec-
tive. The more extreme proponent of these theo-
ries is a US West Coast-based marketing consul-
tant, Regis McKenna, who has expounded his
views at great length and with a certain amount of
vitriol in the august pages of the Harvard Business
Review. McKenna is not content with seeing
advertising in decline, he wants it eliminated:

We are witnessing the oblivion of advertising. In
the old model of advertising it made sense as part of
the whole formula — you sell mass-produced goods
to a mass market through a mass media.®

McKenna goes on to argue that the notion of
marketing has now changed radically. Not only do
people not want mass media anymore — they don’t
want mass-produced goods. Like many commen-
tators he cites the rise of individualism in Western
society as the main factor driving the new market
reality in which advertising will be redundant:

Three related factors explain the decline of advertis-
ing. First advertising overkill started to ricochet

back on advertising itself. The proliferation of
products has yielded a proliferation of messages ...
the second development in advertising’s decline is
an outgrowth of the first: as advertising has prolif-
erated and become more obnoxiously insistent,
consumers have gotten fed up ... the underlying
reasons behind both of these factors is advertising’s
dirty little secret: it serves no useful purpose. In
today’s market, advertising simply misses the fun-
damental point of marketing — adaptability, flexi-
bility and responsiveness; the new marketing
requires a feedback loop. It is this element which is
missing from the monologue of advertising but that
is built into the dialogue of marketing.’

McKenna’s arguments are centred around the view
that mass marketing is no longer an appropriate
strategy for business — that it will have to be
replaced by more customised marketing (made
possible through the electronic revolution) and as
a consequence traditional mass advertising will be
replaced by one-to-one dialogue with individual
consumers.

UK critics are more likely to focus on the assumed
ability of today’s consumers to understand or,
more fashionably, ‘decode’ the marketing strate-
gies behind the advertising campaigns and by
doing so render them ineffective. These critics vie
with each other to tell horror stories about the
marketing literate consumer in the form of quota-
tions from group discussions: ‘I see they're trying
to target the DEs now’; “They seem to be buying a
lot of off-peak air time’. Another argument made
by many commentators centres on advertising
clutter, making the point that consumers have just
become bored by the sheer weight of advertising —
‘it’s a jumble out there’.

Most of the arguments under this heading end
with a plea for more individual one-to-one com-
munication through some form of direct market-
ing — the argument for dialogue not monologue,
for conversation in a form in which respondents
can make their own contribution through interac-
tive mechanisms, and for more detail than we tra-
ditionally associate with mass advertising. The
unique selling proposition — the ubiquitous USP
made famous by one of the most important fig-
ures in US advertising, Rosser Reeves, in the
1950s (an era being looked at nostalgically today
as the heyday of advertising) — is now completely
discredited. Few would dispute the unique ability
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of advertising to reduce a complicated range of
messages into a 30 second film, but the view is
currently being expressed that the new consumer
wants considerably more information than can
possibly be given in traditional advertising.

We have been brought up with the idea that a
single-minded benefit repeated single-mindedly
and continually over time would bring the best
results — ‘Dunnes Stores better value beats them
all’. But this strategy may not work in the future.

The complexity of the business environment and
the restlessness of consumers mean that a single
message is not enough. ™

Multiple benefits delivered with an element of
complexity to engage the consumer more fully are
now being recommended as being the way for-
ward. Needless to say advertising is deemed an
inappropriate vehicle for the new communication
era.

Proponents of greater dialogue with consumers
sometimes call in the support of one of the recent
key management ‘insights: that all businesses
should redefine themselves as service businesses
because consumers buy benefits not products.

To differentiate their products therefore advertisers
increasingly will seek to build brand appeal by
emphasising unusual customer services ..."

In line with this thinking all businesses are being
urged to ‘surprise’ their customers with the level of
service they provide. One of the most frequently-
mentioned ways of surprising consumers is
through active and regular dialogue. Particular
emphasis is placed on dialogue with heavy buyers

of the brand, service or market category in ques-
tion.

The fact that a small number of consumers in
most markets accounts for the bulk of profits has
always been known — the Pareto Principle, more
popularly known as the 80:20 rule, pre-dates the
era of mass marketing, but it has been the subject
of much greater emphasis recently because of the
realisation that all products involve a certain
amount of service, and the future success of com-
panies will depend on their ability to deliver extra-
ordinary levels of service and close any service
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‘gaps’.* This has put greater emphasis on securing
the loyalty of heavy buyers and accounts for the
growing popularity of relationship marketing.

Relationship marketing is a more highly devel-
oped form of direct marketing and differs from it
in three main ways :

(1) Artention is concentrated on the minority in
any market who are heavy buyers and there-
fore contribute the bulk of the profits. The
primary purpose of a relationship marketing
programme is not to attract new converts but
to seek and develop a relationship with the
all-important heavy buyers.

(ii) Deliberate effort is made to enable as many
of the target market as possible to ‘talk back’

to the manufacturer by means of coupons or
0800 numbers.

(iif) The relationship is intended to be long-term
— once it has been established regular dial-
ogue is encouraged for an infinite time

period.

Relationship marketing recognises the value and
contribution of a small minority of category
buyers who are responsible for the bulk of cate-
gory purchases. These will be targeted with a view
to forming a long-term relationship, but will also
be encouraged to engage in long-term dialogue
and will be rewarded from time to time with
appropriate gifts.

It is assumed that heavy buyers even of the most
mundane product categories have an above-average
interest in these products and therefore welcome
more information about them. A typical relation-
ship marketing programme would involve around
three mailings per annum — well-designed material
giving product information, advance details of new
initiatives or launches (everyone likes to be first in
the know) and competitions or rewards of some
kind. There are also elaborate arrangements made
for all recipients to participate in a dialogue with
the company at any time they choose.

* Two recent books — All Consumers Are Not Created Equal
by Garth Hallberg and A Glittering Haze by Winston
Fletcher — deal with this subject from widely different per-

spectives but reach more or less the same conclusions.
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Ultimately, the effect of a relationship marketing
programme is to increase sales and profits by cre-
ating greater loyalty and commitment to the prod-
uct or service. If the programme is particularly
successful the participants could become ‘advo-
cates for the brand’ — and favourable word of
mouth is probably the most powerful of all com-
munication methods.

Market research studies have shown that brand
attribute ratings and sales show significant
increases among consumers who participate in
relationship marketing programmes. Some of the
leading US companies now have massive databases
— Procter & Gamble, 44 million; Kraft, 40 mil-
lion; RJ Reynolds, 30 million. With a database of

this size, who needs to advertise?

Summing Up for the Prosecution

Faced with the weight of evidence it would appear
that the future for advertising is bleak. There have
been too many ‘dirty little secrets’, too many con-
spiracies. You can only fool all of the people some
of the time and if that ‘some’ lasted for the best
part of a century the game is now well and truly
up. The conspiracy with marketing departments
and business organisations has collapsed because
managers, under pressure from retailers, as well as
competition within the industry, need definite
results. The hoodwinking of the public has ended
as a more educated and demanding consumer
realises that the emperor has no clothes, and the
essential support of mass media is collapsing
under its own strains.

Advertising will not disappear overnight — you can
after all fool some of the people all of the time —

but it is in long-term decline.

The Case for the Defence

Growing Retailer Concentration and Power
There is no doubt that retailer brands have made
life much tougher for manufacturer brands, par-
ticularly those whose goods are sold primarily
through the multiple grocery trade.

Retailer brands’ share of markets is still growing
but there are some indications that growth in the
more mature markets may be slowing down.
Britain is a well-developed retailer brand market,
with an average brand share of up to 40 per cent,
but in the US the average brand share is less than

20 per cent and in Ireland it is probably not more
than 15 per cent.

In many respects this is the weakest of the argu-
ments against advertising; in fact it is really more
of an anti-branded grocery goods argument than
anything else. In most countries, as a result of the
success of retailer brands, these same retailers have
taken the place of manufacturers in top 10 adver-
tiser tables. Also other categories of advertiser, par-
ticularly the financial services sector, have filled
any gap in advertising spend created by reduced
expenditure on the part of fast-moving consumer
goods manufacturers. But even in this beleaguered
sector, manufacturers have learnt to fight back.
The rules for survival against the retailer brand
threat are now well established:

e Continuous innovation — successful manufac-
turer brands regularly introduce improvements
and innovations and are always ahead of the
competition and retailer brands with these
developments.

o Make sure that the price gap between the manu-
Jacturer brand and the retailer brand does not
become too wide. This was the situation that led
to the infamous ‘Marlboro Friday. Most
research studies in this area suggest that con-
sumers are willing to pay 7-10 per cent extra
for their favourite branded products.

o Talk regularly to consumers through advertising.
There is also evidence to suggest that the most
successful brands are the heaviest advertisers.

Lack of Accountability

The advertising industry has always been uneasy
with the issue of accountability, i.e. the ability to
forecast the precise effects on sales of a given level
of advertising expenditure:

I think we should cheerfully accept that as yet we
have no theory that links advertising consumer
behaviour and that sometimes advertising does not
work. If it took geniuses 7,000 years to craFk
physics then we will have to wait a littde while
before we can be expected to offer a complete
explanation of advertising."

Yet in spite of the obvious difficulties, agencies
have committed huge resources to advancing our
knowledge of the process or processes by which
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advertising might work and it is generally acc-
epted that progress has been made:

We now know a lot about categories of people and
their relationship with brands, institutions, media
and advertising itself. We have found ways of main-
taining a dialogue with consumers. We have an
exhaustive and expert knowledge of the compara-
cive costs of audiences of different media. We have
created many useful intermediate measures and spe-
cialised explanations for phenomena. We can avoid
gross error. In short, the craft skills of contempo-
rary advertising are not unimpressive — probably
ahead of and at least on a par with many other dis-
ciplines — economics, sociology and law to name
chree — but its lack of certitudes makes advertising
particularly vulnerable because of the pressurised
and non-rational way in which ‘real world’ advertis-
ing is conducted.”

Apart from the progress that has been made as
outlined above, probably the main breakthrough
in the past few decades has been the realisation
that the deeper we dig into the whole area, the
more aware we are of the complexity of what we're
dealing with and this has led to a belief within the
advertising business that advertising expenditure is
fundamentally different from many of the other
large items of expenditure that businesses evaluate
on a regular basis.

Questions like how does a bicycle or internal com-
bustion engine or a light bulb work belong to the
world of physical mechanical operation, the world
of empirical science, Newtonian physics. Our
bodies are acted on by forces and movement is cre-
ated, energy emitted or whatever.

There is a whole area of our language which comes
from this area of our understanding. When the
question how does advertising work is asked the
questioner frequently assumes that we are operating
in a like world — we are not."

One of the most important developments in the
past twenty years has been the introduction by the
IPA in Britain of the Advertising Effectiveness
Awards of 1980. The objective of these awards
was defined at the time as an attempt to achieve:

(i) A better understanding of the crucial role
advertising plays in marketing.

(ii) Closer analysis of advertising effectiveness
and improved methods of evaluation.
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(iii) A clear demonstration that advertising can be
proven to work against measurable criteria.”

The awards are published every two years and
chere have been eight publications to date con-
taining over 600 detailed case histories — an
impressive body of evidence showing how adver-
tising can work in a variety of different ways.
Apart from the physical existence of the case his-
tories, which can and should be more widely used
in the planning of all advertising campaigns, one
of the side-effects of the whole enterprise has been
to offer some redress to the often justified client
criticism that the value system for the advertising
industry was not necessarily that of the client’.

This in itself gave rise to a widespread myth that
agencies were interested in something called ‘cre-
ativity’ solely as a ploy to win awards, which (by
implication) was in conflict with the best interest of
the client, i.e. business effectiveness.'

The Irish industry has now instituted a similar
scheme and the eagerly-awaited first edition of
case histories has recently been published by the
Institute of Advertising Practitioners in Ireland.

We are therefore making progress — we can claim
to have moved closer to the position of the legal

rofession: we cannot predict with any certainty
what the judge or jury will decide, but we have an
impressive and growing corpus of precedence to
steer us in the right direction.

Advertising is more like farming than physics, a
good farmer will consistently obtain better yields
than 2 bad farmer but he still can’t forecast next
year’s crop."”

However the assumption that advertising expendi-
cure is fundamentally different from other areas of
business investment is now under attack. Two
years ago John Philip Jones in the US stated
bluntly that the advertising business had ‘a poor
track record in providing reliable information on
its processes and effects’.”® He went on to show
how his own detailed experiments with single
source data were leading to potentially revolution-
ary thinking in media scheduling which could
lead to more precisely defined advertising budgets.
The debate on Jones methods and analysis is still
raging but there is no doubt that the issue is now

a subject for serious discussion. The publication
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in the UK this year of a new book on the whole
subject by Simon Broadbent, albeit from a com-
pletely different angle, more fuel to the fire.
Broadbent is equally critical of existing practices.

The purpose of this book is to raise advertising
decisions to the same level as other investments — as
soundly argued and trusted as much — advertising
management should aim to be databased wherever
possible and explicit about assessing risks and bal-
ancing probabilities.”

The author goes on to claim that the data
required to provide more precise evaluation of
advertising budgets is often readily available —
sales and prices from the recent past analysed with
similar data for competitive brands and including
analysis on weight of advertising and tracking
study data for key attributes which affect purchas-
ing decisions. The growing clamour for greater
accountability has been strengthened by the
announcement of Marketing Matrix, a thirty-
month project jointly funded by some of the main
advertising and marketing bodies in the UK —
The Marketing Council, IPA and the London
Business School. The project aims to ‘set common
standards for terminology and develop models of
best practice, particularly in the important area of
measuring marketing effectiveness’

Many people working within the industry will still
maintain that the number of variables is too great
to predict realistically the additional sales effect of
a given level of advertising expenditure but the
pressure for greater accountability is growing —
and will continue to do so.

Fragmenting Mass Media and the Growth of
New Media

This is probably the most wildly exaggerated of all
the arguments designed to prove that advertising
doesn’t work anymore. Of course there have been
changes in the media market; no market remains
static. Some media decline and die, most notably
in Ireland is the case of the Irish Press Group, but
others rush in to fill the vacuum or the market
reshapes in some way — and essentially the market
structure remains the same.

There may be a gradual but distinct trend towards
more choice, reflecting the move towards greater
individualisation in society as a whole, but this
does not affect the ability of advertising to deliver

messages to a mass audience — it just makes the
task of the media department more difficult. But,
say the prophets of doom, it’s not what has hap-
pened or even what is happening that matters, it’s
what will happen. The apocalypse is just around
the corner. We are about to be engulfed by a tidal
wave of new technology which will involve hun-
dreds of new TV channels, the emergence of the
electronic newspaper and also the growth of com-
pletely new media like the ubiquitous Internet,
interactive television, pay-to-view television and
video on demand. In spite of the extravagant
claims made for all of these developments there is
little evidence as yet that they will make serious
inroads on traditional mass media. Interactive
shopping channels are incredibly boring except for
people with a fascination for cheap jewellery.
Some goods will undoubtedly be distributed in
this way, but it will make as much inroad on tra-
ditional mass media as Tupperware parties have in
the past. The Internet is and will increasingly be
seen as an information source, but not for the
products and services that absorb the majority of
advertising budgets. This was well summarised by
one commentator who enquired:

Who is going to explore the web to find out about
frozen peas?

The best advice is to accept that the media market
is changing, that the public are receiving messages
from a wider range of sources than heretofore, but
that traditional mass media remain the most pow-
erful and economical method of communicating
marketing messages.

The complete Armaggedon situation of TV adver-
tising zapped out of existence seems fundamentally
unlikely. Direct mail, price promotions and spon-
sorship were all put forward as communication
forms which would ‘eat’ advertising. They have all
taken share certainly, yet advertising is continuing
to grow.”

There is nothing wrong with regular brainstorm-
ing sessions designed to stimulate new innovative
ways of communicating. But innovation for its
own sake is a futile exercise, and usually a waste of
money. There’s an experiment in Sweden with a
new medium — advertising messages that interrupt
you every few minutes on the phone — in return
for free calls. The rules of brainstorming insist
that all suggestions should be taken seriously, but
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that doesnt mean they all have to be imple-
mented.

The lesson surely is not to jump onto the innova-
tion bandwagon too carelessly, the answer has to be
intelligent integration, not irritating intrusion.”

Sceptical, Marketing-literate Consumers

An initial examination of this argument would
cause few grounds for concern. It is suggested that
consumers are frustrated by the sheer volume of
advertising, usually referred to as advertising ‘clut-
ter’, and because they have an increasing under-
standing of marketing concepts and are more visu-
ally literate than previous generations, they are
able to ‘decode’ ads more quickly, thus rendering
them ineffective.

Advertising clutter is a subject that excites the
minds of the marketing community but appears
to create very little interest among the general
public. One major study of the subject in the UK
concluded:

It was noticeable across all the research groups we
conducted on the subject of clutter that it was not
an issue with consumers. In fact we had to prompt
respondents to discuss the topic and had to work
very hard to elicit response or comment on the sub-
ject.®

This finding confirms the general consensus
among consumer market researchers who regu-
larly investigate reactions to advertising. In general
people tolerate ads. They know they help to sub-
sidise the cost of the media themselves, they wel-
come the information and the entertainment they
often provide and they are occasionally irritated
by the banality and boredom of some advertising.

The threat faced by the supposedly more literate
consumer is also exaggerated. A certain amount of
hysteria ensues whenever a respondent in a market
research interview uses marketing terminology
when discussing advertisements, but all that
means is that some consumers are aware of the
jargon — which is much more likely nowadays to
be discussed at school or in the media than in the
past. The fact that consumers are able to ‘see
through ads’ does not mean that the ads are inef-
fective. Consumers were always able to see
through ads; they always knew what advertising
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was trying to achieve and were always capable of

making their own decisions.

Another argument made under this heading is
that advertising represents monologue whereas
today’s consumers require dialogue or, to use one
of those infelicitous American business-speak
expressions, advertising has no feedback loop. But
most advertising is connected to a feedback loop —
it’s called market research. The various techniques
of market research enable advertisers and those
responsible for planning and monitoring advertis-
ing to assess consumer reactions and to modify
their plans accordingly.

However, most advocates of dialogue and feedback
loop are referring to the need for everyone who is
exposed to advertising, not just the minority, how-
ever representative, who are selected for market
research, to be able to talk back to the campaign.
The case for the defence here is that some advertis-
ing has always included the facility to talk back,
from reply coupons in press ads to the 0800 num-
bers on radio or TV. It must also be said that just
as a majority of the population in most countries
are prepared to vote on election day, but only a
small minority wish to become political activists,
so too the majority of consumers exposed to most
advertising have no desire to talk back. They are
perfectly content to accept or reject the message
and leave it at that. Some of the more extreme pro-
ponents of the ‘new communication’ seem to be
arguing that everyone is climouring to become a
consumer activist — without giving a shred of evi-
dence to support their case.

Relationship marketing programmes are very
much in vogue at present. Inevitably in the first
flush of enthusiasm the proselytisers tend to hold
sway and only success stories are written about.
Very few dissenting voices are heard but some
doubts have been raised:

*  The cost— advertisers inevitably perceive adver-
tising as an expensive medium and therefore
tend to regard all alternative methods of com-
munication as offering better value for money.
But relationship marketing can be equally
expensive. A good relationship marketing pro-

ramme for a major brand in the Republic of

Ireland could cost up to £1 million per
annum. It is always worth remembering why
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advertising became the force it is today —
because of its ability to deliver large audiences
at very low prices. An advertisement on the
national television network (RTE) can still
deliver a thousand housewives for about £8.
To reach a thousand housewives through rela-
tionship marketing would cost significantly
more.

A recent review of marketing communication in
the Economist magazine concluded:

Although computing costs are plunging and data-
base programmes are becoming more sophisticated
the ecconomics of database marketing remain
murky.*

*  Long-term effectiveness — for all its lack of pre-
cise accountability there is now an impressive
weight of evidence to show that advertising
works. There is also evidence that relationship
marketing programmes work in the short
term, but there must be some cause for con-
cern if every major company pursues this
route. We know that consumers can easily
cope with exposure to a wide range and variety
of advertising on a daily basis — but how many
deep intimate relationships can they handle?
How many housewives want a meaningful
relationship with a pot noodle brand? Do
many people really want to be included in a

pot noodle feedback loop?

° Lack of public recognition — because the rela-
tionship marketing communication is private
it is unable to confer the kind of status on
brands that advertising at its very best does so
well. People have always used consumer goods
to define their place in society but they require
the rest of society to understand the signs. We
need to be satisfied in our own minds that
we've made the right choice but we also want
the recognition of other people. A relationship
marketing programme can provide the inner
satisfaction but not the outer recognition.

It seems clear that all businesses should seriously
investigate the possibility of instigating some kind
of relationship marketing programme, having
identified their heavy buyers. The wisest counsel
recommends instigating such a programme
within the existing marketing communications
strategy:

Advertising will continue to play a pivotal role in
differential marketing. No other discipline is as
effective in building brand equity and interest
across all profit segments and preserving a brand’s
share of voice — advertising is also instrumental in
maintaining salesforce enthusiasm and it serves an
important role in attracting new buyers.”

The other criticism of advertising that cannot be
ignored is that it has lost its way through an obses-
sion with flashy cinematography and music at the
expense of a sales message. There is much more
substance in this criticism than the more widely
touted views about marketing literate consumers
being no longer capable of being taken in by
advertising. This criticism is often linked with
relationship marketing by commentators who
argue that consumers are looking for much more
information about what they buy and a closer
relationship with the organisations they buy from
than can be delivered in a 30 second ad. We are
continually being urged to take the more demand-
ing consumer much more seriously.

Inherent in this wisdom is an appreciation that
product values go beyond function and price to
include the broader issues of shared values, environ-
mental accountability, job creation and support for
community causes.®

It is argued that relationship marketing is one way
to reconnect with the new restless consumer.
Traditional mass marketing stressed the impor-
tance of a single powerful benefit repeated contin-
ually over time — ‘A Mars a day helps you work,
rest & play’ or closer to home, ‘Dunnes Stores
better value beats them all’. A recent article put
the case against this approach extremely suc-
cinctly, arguing against the ‘hook’ and in favour of

the ‘velcro’ approach (see exhibit 1).7

A surprising number of marketing commentators
also believe that consumers are much more con-
cerned about the companies whose products or
services they consume and are currently secking
evidence that these companies are socially respon-
sible, are good corporate citizens and presumably
are kind to animals, old people and ethnic
minorities. But there is little hard evidence to
support this argument. What evidence we have
would indicate that advertisements involving long
copy are not popular with the public, and spec-
tacular sales successes are still being achieved by
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Exhibit 1 Relationship Marketing: The ‘Hook’ versus
the ‘Velcro’ Approach

HOOK VELCRO

Single benefit Multiple benefits

Single-minded Many-sided

Repeat constantly Consistently surprise

Flexible for the short ferm
Engages the consumer
Surrounds with inducements
Builds towards relationship
Complex for involvement

Fixed for the long term
Differentiates versus competitors
Presents a posifioning

Focuses on fransaction

Simple for memorability

brands adopting a single-minded selling approach
_ even where these approaches are exclusively
visually based, e.g. Absolut Vodka. However, one
of the few other successful global advertising cam-
paigns for a spirit brand, Jack Daniels, has
chieved success with advertisements which do

describe in considerable detail both the distilling
process and the people involved. All of this proves
yet again that it’s extremely dangerous to adopt
rigid rules of any kind about advertising. The
only rule is to avoid the tedious, the banal and
the irrelevant — a rule which far too many adver-
tisers appear to ignore.

Summing Up for the Defence

Of course changes are constant but too often they
are exaggerated. The growth of retailer brands has
made life tougher for some manufacturers but the
good news for advertising is the very strong corre-
lation between those brands that have successfully
withstood the pressure from retailer brands and
those same manufacturers very high advertising

spend.

The mass media have also been subject to con-
stant change throughout the century. The intro-
duction of commercial TV in the 1950s and "60s
caused some radical change in the newspaper
market, but it did not alter the grip of mass circu-
lation dailies and Sundays. There is no reason to
suppose that the current media revolution will
mean that mass media options are not available to
the advertising industry in the future.

It would be easy to dismiss the marketing-literate
consumer argument as a threat to advertising. In
my view consumers have always been marketing-
literate, as David Ogilvy reminded us many (less
politically correct) years ago when he pointed out
that ‘the consumer’s no moron, she’s your wife'.
Nevertheless there is some validity in the argu-
ment for paying particular attention beyond mass
market advertising to heavy buyers of any product
category. It seems likely that businesses who set
out to identify their more frequent buyers and to
create relationship marketing programmes  to
communicate with them are occasionally
rewarded by gaining competitive advantage — at
least in the short term.

The Verdici?

Tt would require the stubborn arrogance of a King
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Source: adapted from DelaCosta, 1996

Canute to deny that significant changes are taking
place in the marketing communications market. It
s therefore essential for anyone working in this
market to monitor these trends constantly and
adjust plans accordingly. It seems to this writer
that the most important insight to emerge from
all of the recent speculation about the end of this,
that, and the other is the recognition that the
majority of markets are minority markets, that a
minority within the minority are heavy buyers
and therefore contribute disproportionately to
profits, and that this minority should be more
closely observed, more regularly communicated
with and rewarded. The problems of accountabil-
ity and retailer power were (and unfortunately will
be) always with us. Advertising, in its constant
search to make the ordinary seem extraordinary,
must avoid the irrelevant, the patronising or the
obscure — but if past experience is anything to go
by, all too often it won'.

What remains is the continuing power of brand-
ing. If the drive towards greater individualism
continues — and there is no indication that it
won’t — brands will be critical in helping to define
this individualism.

Ten years ago McConnells launched a campaign
for a natural cheddar cheese from Waterford Co-
Op. It was a fairly crowded market with weakly
branded products, none of them advertised in any
serious way. We resisted all attempts to adopt the
Waterford name and argued for the obscure but
authentically rural sounding Kilmeaden — where
the cheese was actually made. The campaign
emphasised the rural qualities of the name and
invested the brand with traditional crafted associa-
tions. The campaign was highly successful and
was a classic example of the power of advertising
to confer meaning on products — and of the fact
that in a growing number of markets as products
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and services themselves become increasingly indis-
tinguishable from each other, the more purchasing
decisions will be made on the different meanings,
associations or ideas involved.

The world of the concrete has less value and inter-
est. It is added culture, the dose of knowledge
injected into products which gives them their value
and confers meaning on them ... whether it is per-

fume or yogurt the value of meaning will prevail
over material value; immaterial value lasts longer.®

Advertising may only be primus inter pares in its
ability to communicate marketing messages, but it
is pre-eminent in adding meanings and values and
creating a culture surrounding a brand. That at
any rate is my verdict. You may come to a differ-
ent conclusion.
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BANKING SCHEMES FOR SENIORS -
BONUS OR UNWELCOME BADGE?

Jennifer Dunne and Darach Turley

As the senior market grows in size and value, marketers must acknowledge
the unique needs and demands of this market. Contrary to traditional
beliefs, this consumer group is relatively wealthy and knowledgeable, and
is therefore likely to be influenced by the strategies used to reach it.
However, a major question remains in dealing with this sector - how
sensitive are they to being targeted specifically as old people and to
schemes tailored exclusively for them? Using a quota sample of Irish over
55s, this research examines the responsiveness of the senior market to
financial services schemes and its attitudes to being labelled so blatantly as
elderly - is this a label which such customers embrace or reject? While such
schemes have increased dramatically in recent years, no research has been
conducted to date on their effectiveness in the eyes of this highly discerning

consumer.

The twentieth century has witnessed a societal
obsession with youth in social, political and
industrial circles. Needless to say, this obsession
has carried over into marketing activity. The baby
boom of the fifties and early sixties resulted in a
commercial focus on younger markets in both the
US and Europe. As a result, older cohorts, partic-
ularly those aged over 60, were largely ignored.
While marketers tended to focus upon the youth
market, the senior market was only given consid-
eration for healthcare products associated with old
age (Bartos, 1980).

However, as changing life and demographic pat-
terns emerge, attention is turning to older age
groups. Marketing circles now acknowledge that
significant opportunities exist in the elderly
market, and for the past ten years the ageing pop-
ulation of the US and Europe has been the focus
of much media attention (Lannon, 1990). The
importance of the situation is further magnified
when one realises that as the senior market contin-
ues to grow, the once attractive youth market is
declining significantly. An examination of the
European figures for the over 65 population illus-
trates the extent of the growth of this market.

The European Situation

The composite figure for Europe reveals that the
proportion of over 65s is projected to increase
from 16 per cent to 20 per cent between 1993
and 2025. The figures highlight Ireland as the
country with the lowest projected growth in its
65+ population, with the projected 2025 figure
remaining the same as the current percentage.
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Germany, Italy and the Netherlands are set to
more than double their 65+ population, while
Portugal, Spain and Greece will effectively double.

Income of Older Adults

The traditional image of the senior market as
having diminished financial resources has pre-
vented many marketers from considering this age
group as a feasible target market. Since the 1960s,
the elderly’s income has changed significantly,
largely as a result of the expansion of public and
private pension systems (Crystal, 1986). This fact
has recently been recognised by academics and
marketers alike; indeed the stereotype is now in
danger of being reversed, with the elderly increas-
ingly being regarded as the wealthiest population
sub-group of all. The true picture of the average
older adult probably lies somewhere in between.

Recently banks and building societies have tai-
lored specific programmes for the senior market in
an attempt to win over more senior customers; the
core offering of the majority of these schemes is
free banking. Indeed, retail banking is the sole
industry in Ireland at present where all of the key
players have dedicated schemes for this segment
with above and below the line promotion. Thus
banking was an ideal platform for this study.

While myriad data are available on the economic
status of older Americans, and to a certain extent
older Britons, limited literature can be found on
the subject of Irish older adults. Turley (1994)
highlights the drawback of the Irish situation,

noting that even the limited amount of informa-
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Table 1 Per Cent of population Aged 65 and over (actual 1993; projected to 2025)

Year 1993 2005 2015 2025
Euro-12 16 16 18 20
Germany 15 19 22 25
UK 16 19 22 25
Denmark 16 15 19 21
Belgium 16 17 19 21
Italy 16 18 19 21
Luxembourg 13 14 15 17
France 15 16 18 21
Greece 14 16 16 17
Netherlands 13 14 17 21
Ireland 1 9 10 1
Spain 14 15 16 17
Portugal 14 14 14 - 16

Source: Eurastat Demographic and Labour Force Analysis 1995

tion that is available is published by social agen-
cies, which tend to present 2 relatively pessimistic
picture of the situation. US data, in contrast,
declare seniors a force to be reckoned with, hold-
ing 42 per cent of all household stocks and bonds,
50 per cent of all consumet discretionary income
(Berger, 1985; Turley, 1994), 80 per cent of all
savings dollars (Fensom, 1985) and 60 per cent of
retail banks deposit balances.

Incorporating Asset Wealth

When assessing the financial circumstances of the
elderly, income is not the sole factor to be consid-
ered. Whelan and Whelan (1988) propose that
the level of holdings of the elderly is also impot-
tant as interest or other income arising from assets
may be a significant source of income for some
individuals/housecholds. Longino and Crown
(1991) suggest that rather than focusing on
income alone, assessment of the financial condi-
tion of seniors should be extended to net worth,
i e. the market value of all assets minus all debts.
A prime example of the hidden wealth of some
older adults cited by Longino and Crown is the
rapid growth in home values which greatly
boosted the net worth of these consumers. They
contend that on the basis of net worth, older
houscholders actually control more wealth than
those individuals in the highest income age group.
Tongren (1981) makes the point that persons
retiring today have lived and worked over 2
lengthy period of cconomic Pprosperity; with
opportunities to accumulate investment assets that
provide a supplement to retirement income.
When comparing the disposable income of the
elderly to that of other age groups, it must be
remembered that by the time an individual
reaches age 55—60, many of the inevitable expen-
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ses faced in youth/middle age have disappeared.
These include debt and mortgage repayments,
upkeep of children, and expenses associated with
travelling to/from work (for those who are
retired). There are additional factors such as state
benefits, increased amount of senior schemes and
discounts, the growth in occupational pensions
and the later age of inheritance (linked to the
increase in life expectancy). -

schemes for the Elderly

Schemes for consumers over a certain age origi-
nated as a means of easing the financial pressures
of old age and retirement. However, as the size
and wealth of this population group has been
recognised, such schemes have presented mat-
keters with a range of promotional tools. In recent
years a plethora of schemes and discounts for
older adults have come into existence. In the US
they are now regarded as the norm in many prod-
uct and service Sectors; in Ireland discounts are
operating in service industries such as cinemas,
cheatres, hairdressers and dry cleaners. The most
publicised schemes of this kind are to be found in
the banking sector.

As with all marketing strategies, before beginning
to formulate a scheme specifically targeted at
seniors, one must evaluate whether it is feasible
and profitable to market differentdy to these
potential buyers. Drawing on Enis (1977) four
criteria for viable market segmentation, it is likely
that the first two, identification and accessibility,
can be satisfied in the case of the senior age group.
However, the third criterion — how responsive this
segment is to specific communication directed at
it — and its related fourth criterion — the signifi-
cance of the revenue this reponsiveness will engen-
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der — are more problematic. There has been a
notable lack of research on how reponsive older
people are to messages and cues directed at them
precisely as older, elderly or senior. Most demo-
graphic segments are quite content to be identi-
fied openly as such; however, the contemporary
prudence of ageism may result in older consumers
secking to reject or avoid the perceived negative
impact of being labelled ‘old’ or ‘elderly’. The pri-
mary focus of this study is to examine how
responsive older Irish consumers are to banking
schemes directed at their age group and to explore
the factors affecting these responsiveness levels.

Tepper’s Information Management
Categories

Prior to Tepper (1994), research had not clarified
how age segmentation cues (such as discounts and
schemes) inhibit responsiveness, or why some con-
sumers are attracted by age-specific schemes and
discounts while others are repelled by them.
Tepper’s research in the University of Kentucky is
the only study to date which examines the levels of
response of older people to schemes specifically
targeted at seniors. She identified five information
management strategies which senior consumers
employ when given the option of availing of a spe-
cial scheme for their age group:

1. Status Denial: Status Deniers refuse to acknowl-
edge their eligibility for senior citizen dis-
counts or facilities, regarding themselves as dif-
ferent to other senior citizens.

2. Status Rejection: Status Rejectors recognise their
eligibility for senior citizen discounts, but resist
using them to prevent the loss of their self-

identity.

3. Secrecy: These individuals are willing to use
senior citizen discounts, but only on occasions
which enable them to conceal their usage from

others.

4. Selective Concealment: Selective Concealers
avoid use of senior citizen discounts only in
the presence of ‘dissimilar others’ with whom
they are newly acquainted or familiar.

5. Ungqualified Disclosure: These individuals are
frequent users of senior citizen discounts, with
disclosure of their status being unaffected by

the store setting or the presence of others. Such
individuals regard their senior citizen status
positively and discounts as their entitlement.

When respondents were questioned on their
response to age segmentation cues such as senior
citizen discounts, Tepper discovered that Status
Deniers and Status Rejectors resisted private self-
labelling, i.e. they were reluctant to admit to
themselves that they were now senior citizens.
Individuals who fitted into categories 3 (Secrecy)
and 4 (Selective Concealment) tended to avoid
social labelling even though a private self-labelling
process had occurred, i.e. they now viewed them-
selves as older people but were unwilling to have
others around them view them in this way. Those
who fitted into the Unqualified Disclosure cate-
gory had privately redefined the senior citizen
status by attaching positive meanings to it.
Progression from Status Denial to Unqualified
Disclosure appears to be a process by which the
mature consumer comes to terms with his/her
status; those who had redefined their status admit-
ted that on first encounter with the senior citizen

label, they had rejected it.

Tepper's research must be credited with introduc-
ing the issue of responsiveness to the field of
mature market research. Further research is how-
ever required to ensure that responsiveness
receives the attention it warrants, particularly with
reference to specific industry sectors. It is also
worth noting at this point that Tepper did not
enquire whether a consumer’s response level to a
scheme was affected in any way by their prior
views or perceptions of the schemes in question.

Sample

The sample population was defined as all 55+
non-institutionalised individuals resident in the
greater Dublin area. Quota controls were sex,
marital status, chronological age (55-64, 65-74,
75+) and membership of 55+ organisations.

It was predicted that members of 55+ organisa-
tions would be somewhat more open-minde

about schemes for older adults as their member-
ship of these organisations constitutes acceptance
of their age status. After piloting, a semi-struc-
tured questionnaire was administered to 2 sample
of 203 over 55s. Respondents were contacted
through a range of clubs and organisations. Non-
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Table 2 Frequency Distribution of Scores on individual Likert Statements
QA" ‘70 % %

Statement Strongly agree Agree Disagree Strongly Disagree
Customers deserve special treatment from a bank

as they get older 40.5 49.5 8.5 1.5
Being able to join an SBS is one of the better things

about getting older 194 50.7 25.4 45
SBSs are a little like charity or accepfing a handout 1.5 10 57.7 30.8
SBSs are a gimmick 6 18.9 57.7 17.4
Joining an SBS makes you feel older 1 22.4 62.7 13.9
Members of these schemes get better treatment than

other bank customers 1.5 33 60 5.5
SBSs are more suited o older people who are

less well off 5 30.8 517 12.55
SBSs really do make life easier for older customers 2.5 21.4 63.7 12.4

N=203

* SBS is an abbreviation for Senior Banking Scheme. In the actual quesfionnaire the full term was used to avoid ambiguity.

e

members were located with the assistance of a
retirement planning organisation and a number of
leisure clubs and organisations.

Findings

Awareness of Age-related Entitlements
Awareness of entitlements to discounts and age-
specific schemes in general was quite high, with
54.3 per cent of respondents naming two or more
entitlements. Moving to the financial services
sector, the most popular benefit named was free
banking, with 37 per cent of respondents citing
this as the most useful discount/scheme.
Awareness of age-related entitlements was also
found to be related to certain demographic vari-
ables, most notably chronological and cognitive,
i.c. felt age. As respondents progressed in age,
their awareness of entitlements improved. This
suggests that as an individual ages and comes to
terms with his/her status as a senior he/she
becomes more conscious of any entitlements avail-
able. This finding is in agreement with the litera-
ture on labelling, notably that of Tepper (1994),
who found that in order to avail of age-related
cues, an individual had to resign him/herself to
the fact that (s)he had reached the eligibility age
for these schemes. The positive and significant
correlation between higher education Jevels and
higher scheme awareness levels is a particularly
interesting finding which also corroborates previ-
ous research (Spiller and Hamilton 1993).
Counterintuitively, no significant relationship
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appeared to exist between membership of a senior
organisation and awareness levels for senior dis-
count schemes.

Measuring Perceptions Using an Eight Irem
Battery

An eight item battery of statements was used to
ascertain respondents’ perception of senior bank-
ing schemes in general. Negative items were
reverse scored, yielding an overall composite score.
A chronbach-alpha of 0.7 was obtained for the
battery of items.

An initial breakdown of perceptions by statement
yielded some interesting results  (Table 2).
Response frequencies for the first statement in
Table 2 indicate that the majority of respondents
were in agreement that older customers were enti-
ded to special treatment. However, the responses
to the sixth statement (‘Members of these schemes
get better treatment than other bank customers’)
suggest that respondents did not feel that they
were receiving the superior treatment they were
entitled to — overall 65.5 per cent agreed with this
statement. Responses to statements two and eight
suggest that many respondents were somewhat
sceptical of the extent to which these schemes
really benefited them, with statement eight in par-
cicular (‘SBSs really do make life easier for older
customers’) yielding a 76.1 per cent response rate.
None the less, responses to the negative state-
ments were encouraging. Altogether 88.5 per cent
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Table 3

Frequency Distribution of Response to Schemes

Response fo schemes Frequency %
1. I know nothing about these schemes, I've never heard of them before 16.3
2. | know these schemes are there but I've never bothered to look into them 227
3. I've looked into these schemes but | decided that they werent for me 4.9
4. I'm a member of one of these schemes but I'd rather other people didn’t know about it 6.4
5. I've no problem being a member, | deserve it 49.7

N=203

of respondents disagreed with the third statement
(‘SBSs are like charity or accepting a hand-out’),
reinforcing the suggestion made earlier that special
treatment was regarded as an entitlement. Replies
to this statement once again reflect the financial
caution of today’s seniors as noted by Intindola

(1992) and Ostroff (1989).

Summary scores for the battery of statements sug-
gest that overall perceptions of banking schemes
were quite favourable. 84 per cent of respondents
attained a positive score, with 14 per cent of these
individuals achieving a score of between 1 and 2
(the maximum score possible being 2). This is a
pleasantly surprising finding; while many respon-
dents were unsure of the precise benefits of the
schemes, overall the idea of a scheme specifically
tailored to their needs was welcomed. This find-
ing echoes that of Moschis (1992a), who con-

" cluded that older adults generally welcomed pro-
grammes created for and aimed at the over 55
market.

Bivariate analysis on perceptions of banking
schemes yielded some interesting results. Two
variables were found to have a positive relation-
ship with perceptions — membership of a 55+
organisation and actual membership of a senior
banking scheme. Members of schemes, as pre-
dicted, scored significantly higher than non-mem-
bers on perceptions of schemes (p < .001) — the
more responsive an individual was to a banking
scheme, the more favourable his/her perceptions
of that scheme. Membership of 55+ organisations
also correlated significantly with perceptions.
Non-members were more likely to yield a negative
summary score than members of an age-specific
club or association. This is consistent with the

finding of Tongren (1981).

Responsiveness to Schemes

The responsiveness scale in Table 3 was based
upon Tepper’s pioneering study in the University
of Kentucky in 1994 discussed earlier. Looking

first to the members, a large majority responded
to schemes in a manner which Tepper would
deem ‘unqualified disclosure’ (category five).
There was minimal evidence of perceived social
labelling (category four), whereby scheme mem-
bers would prefer that others did not know of
their membership, or exercise their membership
only in the presence of restricted peers (family or
other seniors). This positive self-image exhibited
by respondents was a somewhat surprising find-
ing; it parallels the assertive and confident self-
image typically found in US studies (Moschis
1992b).

Possible Factors Affecting Responsiveness
Perceptions of schemes correlated significantly
with responsiveness level at the .001 level of sig-
nificance. As expected, respondents with favour-
able perceptions of schemes tended to score higher
on the responsiveness scale. Likewise those who
attained a low perception score clustered around
the lower levels of the responsiveness scale.
Members of organisations for over 55s also emerg-
ed as significantly more responsive than non-
members. This finding reflects the study of
Tongren (1981), who concluded that members of
senior citizen organisations were more receptive to
age-related marketing cues. Level of education
also correlated significantly with responsiveness.
The higher the level of education attained, the
higher the respondent was likely to score on the
responsiveness scale. Spiller and Hamilton (1993)
also identified a similar relationship between level
of education and usage of senior citizen schemes
and discounts. Mobility was measured by using
the number of times the respondent went out
daily, providing a third correlation; the more
mobile respondents had a higher tendency to
respond positively to these schemes.

Looking to the chronological and cognitive age
correlations, a trend is apparent in the data even
though p-values do not permit a significant asso-
ciation. Respondents who ‘felt’ younger (cogni-
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Table 4 standardised Canonical Discriminant Coefficients for Four Independent
Variables with Scheme Membership as Dependent Variable
Independent variable Standardised canonical discriminant coefficients

Cognitive age
Chronological age
Perception score
Education level*

N

Canonical correlation
Wilk’s lambda
Chi-square

p
Per cent group cases correctly classified

.05008
30112
.91938
.07360

200

4391
.80722
42.975
.0000

73.5 per cent

+ Education level is a dummy variable. *17 = primary level only. 2’ = post-primary level.

tive age) were also not as likely to be members of
schemes. Their failure to join a scheme does not
seem to be related to a negative attitude; rather
they did not appear to acknowledge that they are
eligible for these schemes (scoring 1 or 2 on the
responsiveness scale). Cognitively older respon-
dents tended to fit into categories four or five,
having come to terms with their status. The
majority of respondents in the youngest age cate-
gory were non-members while as age increased,
the number of members once again increased.
This corresponds to Tepper (1994), who con-
cluded that consumers who feel’” older are more
likely to respond to senior discounts and
schemes.

Multivariate Analysis: (a) Discriminant Analysis
As bivariate analysis suggested relationships
between several variables and responsiveness, mul-
tivariate analysis was conducted to examine their
combined effect in determining scheme member-
ship. A discriminant analysis was conducted to
find the best linear combination of independent
variables which would maximise the degree of dis-
crimination between variables. Level of education
was recoded as a dummy variable.

Of the predictor variables, prior perceptions had
the greatest effect, obtaining a coefficient of
.91938. As suggested in the bivariate analysis, the
higher the score achieved on the perception scale,
the greater the tendency for the individual to have
membership status. Consumers most likely to be
members tend to be older both cognitively and
chronologically, and to have post-primary educa-
tion. The p-value of .0000 indicates that these
relationships are statistically significant. The high
percentage of group cases classified correctly (73.5

per cent) illustrates the strength of the above func-
tion.
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Multivariate Analysis: (b) Cluster Analysis

In order to develop a typology of consumers, clus-
ter analysis was performed using Ward’s (1977)
method, a hierarchical clustering procedure. Using
cluster analysis facilitated the development of
viable segments within the Irish senior market.
Variables used in the clustering procedure were:
chronological age, cognitive age, health, overall
perception score, and education level. These par-
ticular variables were selected as both previous
research and bivariate analysis in this study sug-
gested that they each had a significant effect upon
the individual’s responsiveness to senior banking
schemes.

The Procedure

Following Ward’s method, the optimum number
of clusters was attained by calculating the percent-
age change in the clustering coefficient. Because
the largest increases were observed going down
from three to two clusters, the three cluster solu-
tion was provisionally selected. The data were
then visually examined on a scree plot to ensure
that three was the optimal cluster solution (see
Figure 1).

To validate the three cluster solution a second
analysis was conducted using another reputable
hierarchical method. Once again a similar three
group solution emerged as optimal. The following
clusters emerged from the procedure.

Cluster One — Ailing Extroverts

These mature adults (21.5 per cent of sample) are
more likely to be in poor health (or perceive
themselves to be so), to have completed their edu-
cation at primary level, and to see themselves as
old. This corresponds with their chronological
age, which tends to fall in the oldest category.
Members of this cluster are likely to be members
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Scree Plot of Possible
Cluster Solutions

Figure 1
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of an organisation for over 55s. There is a slight
bias in favour of females in this cluster; again this
could be due to the older age status (more females
in this age category). Not unconnected to their
poor perceived health is their mobility level, with
many of these consumers going out less than once
daily. Many Ailing Extroverts worry about bank-
ing and conducting financial transactions, with
security worries dominating their concerns. Lack
of privacy in the bank is also an issue for some.
Despite this, the group displays good awareness of
age-related entitlements. They are aware of age-
related banking schemes available to them.
Reaction to the schemes is somewhat mixed, but
the majority register a positive attitude to them.
Those who are members of schemes have been so
for over five years.

Cluster Two — Contented and Comfortable

Individuals in this segment (45 per cent of
sample) tend to consider themselves in good
health, with an average cognitive age 1015 years
younger than their chronological age. Cognitively
they view themselves between 50 and 64, with
some 65-80, but chronologically the majority are
aged 65-74. This cluster is the best educated of
the three, with the vast majority of respondents
possessing some third level education. Discret-
ionary income does not appear to pose a problem
for these consumers; none of them reported feel-
ing badly off and the majority were quite happy
with their financial status. Generally Contented
and Comfortables have good awareness of their
age-related entitlements. Scores on the responsive-
ness scale indicate that this group would not be
offended by age-related promotional cues as they
are likely to be members of banking schemes.
Both perceptions of and attitudes towards such
schemes are positive. Membership is, however,
likely to have been held for a shorter period of

time than for those in the previous cluster, with
the majority having joined a scheme in the past
five years. These consumers are quite confident in
conducting their banking transactions, in particu-
lar when dealing with bank staff. Those who feel
uncomfortable in the bank worry about the lack
of privacy when conducting financial transactions
rather than security.

Cluster Three — Forever Young

This group of consumers (33 per cent of sample)
possesses the most optimistic outlook on life.
They consider themselves to be in excellent health
and possess the highest mobility levels, with over
half of the cluster members going out twice daily
or more. Cognitively, their ages range between 35
and 49 (in contrast to their average chronological
age of between 55 and 64). Consistent with their
cognitive age is the low participation rates in age-
related organisations. Somewhat surprising is their
level of completed education — most of these indi-
viduals finished their studies at primary or sec-
ondary level with only a handful going on to third
level education.

Mature adults falling into this category have a low
level of awareness of age-related entitlements: over
60 per cent of all respondents who had never
heard of a senior banking scheme belonged to this
segment. Furthermore, almost half of those who
consider these schemes to be a ‘gimmick’ are
members of this segment. Not surprisingly, bank-
ing scheme members in this cluster were few in
number.

Conclusions and Recommendations

Generally perceptions of Irish senior banking
schemes were quite favourable. However, scepti-
cism is evident concerning the actual benefits of
these schemes, even among members. Findings of
this study support those of Moschis (1992b) who
found that, contrary to Tepper’s (1994) conclu-
sions, mature adults did not appear to be con-
cerned about the negative social consequences of
their consumption behaviour. In terms of demo-
graphics, the typical senior banking scheme
member is likely to be well educated, mobile and
reasonably healthy, a member of an organisation
for older people and to perceive him/herself to be
quite comfortable financially. (S)he is also_ likely to
be among the older people (both cognitively and
chronologically) in the senior market. However,
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prior perceptions of senior banking schemes
emerged as the best predictor of responsiveness.
Multivariate analysis illustrated that perceptions
had greater predictive power than any of the other
variables included in the analysis. This finding
reinforces the need to improve perceptions among
non-members to encourage them to join a senior
banking scheme. This is an encouraging finding
for marketers from one perspective, as perceptions
can be altered with positive marketing in a way
that demographic variables such as education
level, cognitive age, sex and health cannot.

Promotional schemes for the mature market can
be classified into two categories — those that focus
on age-irrelevant decisions and those that focus on
age-targeted stimuli. There is an overriding con-
sensus in the marketing literature that the focus in
communications to the senior market should
avoid overt reference to age. Moschis (1992a)
highlights the danger of not doing this — while
some adults respond favourably to age-related
stimuli, others will react negatively and avoid the
product/service in question. He recommends
emphasising the specific benefits available rather
than the eligibility criteria to avoid alienating the
market. This research concluded that there is a
significant lack of awareness of the specific bene-
fits of senior banking schemes. Awareness of bene-
fits could result in new members who feel that
they could utilise some of the schemes’ offerings.
Benefits should therefore be listed where the
scheme is mentioned — in advertisements, in
brochures available from individual branches, in
direct mail sent to customers when they pass the

age for eligibility, and in magazines published by
the scheme.

The senior market is set to increase substantially
over coming decades. This will inevitably prove a
catalyst for an array of dedicated promotional and
discount schemes tailored to this growing and
affluent sector. A senior consumer’s responsive-
ness to such schemes is likely to be a function of
the features and benefits they proffer coupled
with the prevailing social attitudes towards ageing
and older people. The gerontological demo-
graphic shift in Western societies has failed to
dispel a persistent residue of ageism (Minkler,
1989); ‘Grey Pride’ is not as ubiquitous as might
be expected.

In this regard key considerations in devising strat-
egy for such schemes must include the degree to
which they should be targeted exclusively and
identifiably at older consumers and the subsidiary
question of whether or not to specify age overtly
as a qualifying criterion.

Data from this Irish study suggest that where age-
based resistance is prevalent among prospective
scheme members it is more likely the result of a
reluctance on the part of the consumer to inter-
nalise and accept their own advancing age than a
fear of being labelled socially as old or elderly. The
thrust of marketing activity in this regard should
therefore be to facilitate a positive portrayal of
what it means to be ‘older’ rather than to shield
the senior market from the imagined social
scrutiny of ageist others.
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G MARKETING
GEMENT COMPETENCIES
SERVICES

CONTEXT

Although a great deal has been written about the concept of ’manugerial
competencies’ there is very little empirical evidence fo demonstrate its true
worth. This paper describes the development of marketing management
competencies in the context of how one company’s managers adapted their

level of decision making over a period
time of wider organisational change an

of three years. This occurred during a

d increasing competitive activity. To

this end, the paper provides @ brief description.o.f. the changes in the
company’s structure and managerial responsibilities over fime. Various
aspects of marketing decision making are used to illustrate the changes in

managerial competencies in relation to the decisions made, and illustrated

by the resultant marketing activity.

introduction

Marketing management competencies are gener-
ally considered to be contextual (Buchannon and
Boddy, 1992); that is, appropriate and meaningful
in the context of the roles and responsibilities of
managers, and in the wider context of an organi-
sation’s particular situation. In order for managet-
ial performance to be continually effective, man-
agers marketing management competencies need
to develop and evolve along with the changing
requirements of their managerial roles.

Management decision making occurs within com-
plex and often rapidly changing organisational sit-
uations. Factors that will have an impact upon the
quality of such decision making include the type
of organisational structure in which managers
operate, the nature of organisational development
and change in relation to both internal and exter-
nal environments, and the managetial competence
of the decision makers.

This article will give some consideration to the
development of marketing management compe-
tencies and the changing nature of such compe-
tencies in relation to requirements for manage-
ment performance in the context of a services
organisation. The existence and development of
managerial competencies in the context of change
is illustrated by the use of a case description of a
large consumer services company, operating in the
UK, throughout a three year period. One year
prior to this study, a large Scandinavian company
(Stena) bought a UK operated ferry company
(Sealink British Ferries). The acquisition of Sea-
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link more than doubled the size of the Stena com-
pany, making it one of the largest car ferry opera-
tors in the world. At the time of acquisition, ser-
vice quality was the basis of Stena’s management
philosophy. Indeed, the quality dimension was so
important to Stena that it had a main board direc-
tor with responsibility for quality and also a func-
tional department with sole responsibility for
monitoring quality improvements.

In contrast, this philosophy was considered alien
o Sealink’s activities before the acquisition.
During Sealink’s recent past the company had
inherited a top-down military style management
structure and ethos from the merchant navy where
most of the ship’s management and staff had been
formally trained. Throughout Sealink’s history the
management priorities had been on the opera-
tional aspects of ship movement, and the experi-
ence of customers had taken a secondary position.
Consequently there was a lack of attention to
overall strategic development and a lack of con-
centrated management effort in respect of various
company functions. Therefore there was a consid-
erable challenge for the new company’s UK man-
agement to bring the parent company and the UK
subsidiary ‘into line’.

At the beginning of this study (1991), top man-
agement in the UK subsidiary were determined to
improve the company’s overall effectiveness in
line with the new parent company and in the
context of an increasingly competitive environ-
ment. The company’s UK operation was divided
into four divisions each with responsibility for a
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Figure 1

Corporate Company Structure: 1991
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particular geographical area. These divisions are
illustrated within the context of the overall
company structure in Figure 1. Each division had
an overall manager, the divisional manager, who
had control over the division’s management, with
considerable input from headquarters in relation
to corporate policy and decision making. This
study focuses on one of the UK divisions, which
will be referred to as Division A, over a three year

period.

The organisational philosophy, structure and
the nature of the competition changed over this
time period. Managerial competencies are .de‘s—
cribed in the context of the circumstances within
which the company was operating. Evidence of
managerial competence for decision making 1s
described in terms of managerial knowledge,
experience and expertise for the specif'ic' mar-
keting responsibilities of managers at divisional
level.
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Managerial Performance in 1991

In 1991, Division A held the dominant market
share (approx 72 per cent) in its market with little
active competition from the only competitor at
chis time. The two companies shared the market
almost in direct proportion to their passenger
capacity and frequency of service. This division
had three conventional ferries and its competitor
had two on this route.

Organisational Structure

Although the divisional manager had overall
responsibility for the route, various managers from
headquarters had joint authority with the divi-
sional manager over specific aspects of the service
because of the hierarchical nature of the organisa-
tional structure in 1991 (see Figure 1). All line
managers either directly or indirectly reported to
and were accountable to headquarters. This cre-
ated a ‘control’ type of management rather than a
decisive and action-oriented management.

Overall the management structure tended to
restrict the decision making process and hold up
activity until everything had been checked by each
level of management. The structure also meant
that there were at Jeast two levels of managers
between the divisional manager and the functional
teams with responsibility for the various market-
ing tasks, creating two reporting levels before the
divisional manager received information from the
front line. This led to many conflicting decisions.
Furthermore the structure resulted in a remote-
ness of decision making and inability to respond
quickly to market changes.

Decision Making

As a result of the organisational structure all deci-
sion making was influenced by headquarters.
Decisions were reached in relation to suitability
for all divisions and therefore the overall nature of
decision making focused on very general policies
and the setting of standards which could be
widely applied. The decision making process at
divisional level focused on issues with which the
managers felt more comfortable, such as dealing
with familiar aspects of operational activity and
planning repetitive annual events.

Management Competencies

Division A’s managers had wide knowledge of the
general operational nature of the industry, the
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ferry companies’ standard product, the opera-
tional aspects of service delivery, the company’s
procedures and codes of practice, and the indus-
try’s standard approach to pricing and communi-
cation. However, they lacked specific knowledge
in terms of each type of the company’s customers
(motorists and foot passengers), each customer
group’s priorities, and preferences in relation to
the different products and how they were deliv-
ered. For example they did not know if the types
of customers who used the ‘five day return’ prod-
ucts were different to the customers who used the
standard return product.

The experience of managers in Division A was rela-
tively limited in a number of ways. Firstly, all
members of the management teams had only ever
worked in the ferry industry and most had
worked in the same company for between five and
thirty years. Consequently as a division they had a
considerable range of industry and in-company
experience, but had little experience of taking
responsibility for a specific marketing function,
such as product, pricing, advertising or customer-
staff management. Secondly, they had little experi-
ence of managing in a competitive environment.
In recent years Division A had little experience of
proactive competitive behaviour from its only
competitor and did not have to fight for market
share. In addition, demand for the ferry product
was greater than supply at all holiday times of the
year. The competitors on this route had always
been relatively inert, and as a result no one had
experience of working in a competitive environ-
ment where decisions in relation to competitive
activity had to be made regularly and subsequent
action taken. Thirdly, managers in this division
had experience in operational activities but little
decision making experience. For example, they
were experienced in managing the tactical opera-
tional aspects of ensuring the ferries and terminals
were refurbished regularly. These managers had no
decision making experience and therefore there
had been no building and development of their
management performance over the years in the
industry and no tradition of looking for or
expanding their experience to anything other than
carrying out similar operational activities.

Division A’s managers had little expertise in judg-
ing a situation prior to making a decision, as tra-
ditionally most marketing and business decisions
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Table 1 Summary of Managerial Performance in 1991
EXTERNAL CIRCUMSTANCE

Competition One competitor with two 30-year-old vessels
INTERNAL CIRCUMSTANCE

Organisational structure

Centralised; formal HQ functional depariments;

divisional managers responsible fo HQ functions

Decision making method

Management competence

HQ management directives

Knowledge and experience based on maintaining operational

activities. No proactive decision making expertise

Marketing activity

Maintaining traditional standards and emphasis on tangible aspects

were made corporately at Sealink’s headquarters in
Southern England and the management team
were accustomed to simply following directions.
At this time, Division As managers were not
action oriented; they did not consider growing the
market or increasing their business. For example,
they did not attempt to develop new products,
reach new customers or change any traditional
activity. They had a short term focus, were
involved in managing operational activities, carry-
ing out procedures and maintaining the status
quo, without planning for the future.

In 1991 marketing activity was carried out accord-
ing to the prevailing industry norms; it was repeti-
tive, similar to previous years activities and
narrow in terms of markets reached. Overall the
management team were not proactive in the plan-
ning or implementing of market-led activities at
this time. This resulted in marketing activity
which focused on the tangible aspects of service
delivery, such as refurbishment of physical facili-
ties; and largely neglected the intangible aspects of
service delivery, such as providing information
and guidance, proactive communication, accessi-
ble and willing interaction with customers. Table
1 provides a summary of Division A’s managerial
performance in 1991.

The knowledge and experience of Division A’
managers were based on some years working in
the same environment, building up a general
familiarity with the industry and executing repeti-
tive operational/tactical activities. Thus, although
their experience could be counted in years, in
effect their experience could best be described as
‘one year repeated several times’ (Kolb 1984).
Their knowledge was heavily grounded in their
operational backgrounds with little knowledge or
perspective of the holistic purpose and direction
of the organisation, or of the potentially competi-
tive environment in which they were operating.
Managerial expertise was non-specific to func-

tional requirements, with little diagnostic or judg-
mental capabilities. This resulted in poor prioritis-
ing of problem areas and little motivation for
changing current situations.

Managerial Performance in 1992

At this time the traditional competitor on this
route exchanged its two thirty-year-old vessels for
two twenty-year-old vessels. In addition, a new
competitor launched a catamaran service on this
route with one new vessel. Division A maintained
three conventional ferries on this route.

Towards the end of 1991, after regular visits from
the new parent company directors, the divisional
manager encouraged the functional managers to
become more actively involved in the routes
operations and initiate more direct contact with
the local markets. Over some months they began
to develop more specific knowledge of the opera-
tional aspects of the business by becoming
involved in working parties which were initiated
in order to address some specific operational prob-
lems (for example, to improve the punctuality of
ferries). However, these managers were not accus-
tomed to making decisions for themselves and
often were unsure when confronted with a differ-
ent situation.

Organisational Structure

At the end of 1991 the Stena corporate manage-
ment designed a more streamlined organisation.
Stend’s parent company operated a decentralised
structure as it valued the importance of each man-
agement function taking responsibility and
accountability for its own activities. Decent-
ralisation was introduced in the UK because ‘the
Stena Line corporate management had recogrii§ed
the diversity of the different routes, requiring
management from the people closest to the
market and those who understood the local varia-
tions in demand for the ferry travel product.
Headquarters was restructured and some of its
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Division A's Structure: 1992

Figure 2

Pricing mgt.
group

Product mgt.
group
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functions were moved out 0 each division to
increase divisional responsibility for managerial
decision making and marketing activity. It was
intended that this would ensure the organisation
could respond quickly to local conditions and to
improve the responsibility and accountability of
the middle and senior managers in each division.

As a result of the restructuring the overall influence
of the UK head office was reduced. This gave the
local divisions total autonomy; the main decision
making responsibilities and tasks were pushed
down to cach division so that the divisional man-
ager had complete responsibility and authority for
his own division. To benefit most from the corpo-
rate restructuring, Division As manager devised a
new divisional level structure. He reduced the
number of hierarchical levels in the organisation
(in line with the corporate structural change) and
made each functional manager responsible directly
to himself with all other members of their teams
directly responsible to the functional managers.
This simplified the organisation structure by red-
ucing the number of reporting Jevels and numbers
of managers responsible for each functional activity
as illustrated in Figure 2. This was designed to
improve local management responsibility and
accountability for functional decision making and
activity and to create some motivation and enthu-
siasm for role responsibilities. Functional man-
agement teams NOW had complete authority and
responsibility for planning, managing and imple-
menting new ideas in their own functional areas.

In this structure the five management functional
arcas relevant to the organisation’s business were
formed into five management departments: prod-
uct management, pricing management, advertis-
ing and promotions management, customer/staff
interface management and administration/internal
communication management. Much greater resp-
onsibility was given to the managers in each func-
tional team, where they now had complete power
to make decisions and implement new ideas.

All marketing task-related managers were DO
positioned within a team in the new structure and
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Divisional Manager

Advert./prom.

Customer service
mgt. group

mgt. group

cach team worked together in the same location.
Therefore there was more opportunity for the dis-
cussion of all management issues and manage-
ment liaison. In addition, each team reported
directly to the divisional manager, with no inter-
mediate or middle managers to slow down or
impede communication and decision making
efforts. Consequently functional managers needed
to take responsibility for decision making and
were heavily encouraged by their divisional man-
ager to do so during this time.

Decision Making

With this restructuring the divisional manager
had complete control over all aspects of the mar-
keting and operational activity of Division A.
Marketing decision making was the responsibility
of each management team, each having responsi-
bility for a particular aspect of marketing func-
tional activity. These managers were responsible
for the delegation and implementation of all mar-
keting activities in liaison with the operational
staff.

Management emphasis was on encouraging man-
agement responsibility and accountability. As the
market was becoming more competitive and the
whole internal organisation needed to operate
more efficiently, the focus of management was on
improving management responsibility and acc-
ountability for functional activity. While imple-
menting the restructuring it became clear that the
new managers who were responsible for functional
activity had little experience in decision making
and needed some encouragement and develop-
ment in order to have the ability to meet the chal-
lenges of their new roles. To this end the divi-
sional manager initiated a delegative style of
management whereby all the key managers could
adapt and learn to manage effectively in the cur-
rent organisational situation. With this purpose
the divisional manager initially organised a week
of planning and development for all the managers
in the division in order to strengthen and empha-
sise the circumstance of the new structure and to
improve their decision making performance. The
overall aim was to create a formal pattern of com-

Admin./internal
commun. group
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Table 2 Summary of Managerial Performance in 1992
EXTERNAL CIRCUMSTANCE

Competition Two companies — one with two 20-year-old vessels; one with one new vessel
INTERNAL CIRCUMSTANCE

Organisational structure

Decentralised: autonomous power to each geographical division. Each

division: functional departments

Decision making method

Management competencies

Marketing activity

Delegation to functional managers

Some development of knowledge and experience through involvement
in decision making

Emphasis on tangible issues with inconsistent level of attention to

intangible service aspects

munication between all managerial functions and
to increase the momentum for change and
improvement. Meetings during subsequent weeks
took the form of discussions about future direc-
tions, marketing activity, competitor activity, pos-
sible future developments, consideration of how
competitor activity could change over the short
term, and how managers could continually
improve their marketing activity. Each manage-
ment team had responsibility for specific decision
making and activity. The management teams met
regularly to discuss options and agree priorities for
decision making.

Formal divisional communication occurred
through monthly meetings away from the office
which were used to plan the following month’s
priorities and activities as described above.
Informal communication occurred through regu-
lar contact between management teams, and the
circulation of memos and reports. Overall com-
munication from head office was infrequent at
this time, and was usually by written correspon-
dence, telephone or brief visits.

Management Competencies

As a result of the accumulation of Anowledge and
changing requirements of their management roles
(from previous years); and together with the expe-
rience of being given total responsibility and
becoming involved in specific aspects of their
management roles, the functional decision makers
began to learn from their mistakes and became
more outward looking (in relation to competitors
and possible changes in the marketplace).

Division A’s managers expertise had developed to
some extent. They were no longer involved in
operational activities only but were involved in
some aspects of decision making for future, short-
term events and activities. Fach functional man-
ager became involved in specific aspects of mar-
keting activity such as trying out new service

delivery ideas. Their experience developed over
time through trial and error, testing the suitability
of managerial actions and decisions in relation to
specific aspects of their managerial roles. In partic-
ular they were becoming more adept at thinking
about alternatives for future development in the
context of increasing competitive activity. They
had gained some experience of trying to preempt
and outwit constant competitive activity which
occurred during 1992. The traditionally docile
competition was now more aggressive in terms of
the introduction of newer and bigger ferries for
the route, operating special offers and severe price
cutting throughout the peak season. Initially these
managers responded by copying and matching
competitive offers but towards the end of this
stage they began to acknowledge that different ini-
tiatives needed to be considered in order to escape
the downward spiral of a price war.

Although some managers were predominantly
involved in discussions of how marketing activity
could be improved they were not involved in
action-oriented management. Consequently many
good decisions were not implemented and in
some aspects of marketing activity there was only
minimal development. Thus in spite of some deci-
sions being considered in the context of longer
term consequences, managerial reaction to various
aspects of competitive activity resulted in a prior-
ity for short term actions. Thus the majority of
decisions and activities were based on short term
time scales, mainly in relation to dealing with
immediate competitive threats.

During 1992 Division A’s managers’ experience of
working in a competitive environment _hac}
increased their knowledge about competitors
products and activities, and their awareness of the
need to further develop and coordinate their mar-
keting activity. However, they had showr} little
expertise in relation to the implementation (?f
plans and often failed to carry out fully their
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Figure 3

Division A’s Structure: 1993

Divisional Manager

I

responsibilities for action-oriented management.
A summary of managerial performance in 1992 in
given in Table 2.

During this stage marketing activity was inconsis-
tent in terms of the delivery of both tangible and
intangible aspects of the service offering. There
was some attention to the intangible aspects of
the customer’s experience on-board, such as pro-
viding some value for money ‘special offer’ items,
visual information and guidance, in addition
to the tangible aspects. However, this level of
activity was different on each ferry and depended
upon the dedication of each crew; some™service
areas provided more guidance and direction than
others.

By the end of 1992 it was clear that while some
managers were accepting responsibility for their
functional area, there was a tendency for other
managers to fail to co-ordinate plans and ensure
plans were implemented with the rest of the func-
tional teams. Prior to the restructuring, Division
A’s managers had no history of having responsibil-
ity at this level and some found it difficult to
change. Most of them neglected to spend time on
planning activities and instead spent time on
operational activities. However, some managers
did respond to the challenge of assuming more
responsibility and became increasingly proactive
in searching for ways to improve performance.
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Managerial Performance in 1993

The competition at this time included the tradi-
tional competitor on this route with two conven-
tional vessels, and the addition of another vessel
for the new competitor’s fleet. This meant that
there were two catamarans, the traditional com-
petitor’s two ferries and Division A’s three ferries
all serving this route.

Following the previous period (1992) of lack of
consistent progress in marketing management
decision making and implementing marketing
activities, the divisional manager was now con-
cerned about the integration and co-ordination of*
company functional activity. He initiated a further
restructuring of the division.

Organisational Structure

The restructuring at this time was designed to
incorporate a smaller and more informal manage-
ment team of the key managers who had proved
themselves able to make and carry out decisions;
with each manager having more responsibility for
overseeing a variety of areas and operations. That
is, the restructuring was arranged around the
managers who had proved themselves to be proac-
tive decision makers and those who had demon-
strated the ability to implement those decisions
and instigate action. These managers were chosen
to have a more directive role, while some members
of the functional teams who had not performed
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well on their own and who were not comfortable
with taking responsibility for decision making
were given more subordinate roles. In particular,
the divisional manager wanted managers who
could improve all the intangible dimensions of the
service (involving proactive communication and
interaction between customers and staff) which
would therefore result in the delivery of a more
balanced marketing mix. Thus the key managers
were those who had had a more subordinate role
but had shown initiative and drive and outper-
formed their ‘superiors. These managers were
now promoted to take over the management of
the functional team. The management structure
was built around four ‘key’ functional managers
who had responsibility for a team of ‘secondary’
managers. This is illustrated in Figure 3.

Thus the organisational structure was now more
closely matched with the past experience and cur-
rent competencies of managers. It was designed
around the grouping of managers and staff by
their level of knowledge, experience and expertise
in relation to specific functional management

tasks.

This organisational structure allowed each func-
tional team to work together in managing all deci-
sion making and operational activity. The func-
tional management teams planned their activities
at regular meetings, and communicated with each
other on a daily basis. This participative manage-
ment decision making resulted in the improved
marketing performance of the whole team.

Decision Making

The decision making process now became more
immediate and effective. The key functional man-
agers proactively aimed to improve their own per-
formance and consequently that of the company.
Initially these managers were extremely busy as
they needed to spend considerable time ensuring
that their staff were well informed and were taking
part in the decision making process as far as possi-
ble, but always leaving meetings with a clear and
specific task to carry out before a given time
period. These management and supervisor tasks
were agreed at regular meetings and consensus was
achieved by the overall management team.

The second level of managers, responsible to the
functional managers with overall responsibility for

each aspect of marketing management, were in-
volved in most decisions, particularly in relation
to their own activities and in plans relating to the
delivery of their activity. They were well
instructed and directed in order to ensure results.
However, the second level of managers were not
involved in the strategic level of decision making,
some of which was highly confidential at this time
(for example, long term plans about new products
and markets).

Co-ordination and collaboration were the key
goals of management at this time. The new struc-
ture had been created with the emphasis on solv-
ing problems quickly through team action. The
four functional managers were chosen because of
the proven ability to take responsibility for deci-
sion making and these managers were deemed to
have the ability to become a management team
which would combine across functions for task-
group activity. Thus meetings of the functional
managers were held frequently in order to focus
on major problem issues. At this time the manage-
ment style was participative and aimed at dealing
with problems or issues as they arose whilst plan-
ning ahead for the longer term. In particular man-
agers were proactively seeking new ideas for inno-
vative products and lobbying for investment in
new innovative technology developments.

Informal communication between the functional
managers was used on a daily/weekly basis to
achieve better teamwork and conflict resolution.
Such communication allowed these managers to
grow accustomed to each other’s method of deci-
sion making and style of management without
resulting in conflict or lack of action. Experiments
in new practices were encouraged throughout the
organisation. In particular the development of im-
proved information systems, better internal com-
munication systems and speedier decision making
were considered to be the priority of all managers.

By giving the four functional managers overall res-
ponsibility for specific areas of management, the
structure created a simplification of the previous
formal/informal systems and combined them into
a single multi-purpose system. In addition at this
stage the information systems which were in the
process of development were becoming much more
effective for division-specific information and were
being integrated into daily decision making.
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Table 3

Summary of Managerial Performance in 1993

EXTERNAL CIRCUMSTANCE

Competition

Two companies: one with two 21 -year-old vessels;

one with one one-year-old vessel and one new vessel

INTERNAL CIRCUMSTANCE

Organisational structure
Decision making
Management competence

Markefing activity

Decentralised: funcfional with semi-tiered structure
Team agreement and consensus led by manager
Decision making illustrated knowledge, experience and expertise

Comprehensive attention fo both tangible and infangible aspects of

service delivery

Management Competence

Division A’s managerial knowledge and experience
in decision making had developed as a result of all
managers being involved in decision making,
having responsibility for planning and initiating
the implementation of the marketing activity.
They had now gained experience in considering a
number of solutions for each problem and select-
ing one for which they had total responsibility
through to the implementation stage.

Knowledge was now very specific to the local
market requirements, preferences and trends. All
management teams were now closely involved in
decision making and ensuring all plans were
implemented. All teams now had considerable
experience in dealing with specific functional
responsibilities and tasks in relation to the current
competitive climate and organisational situation.
Additionally the experience of working in a highly
competitive environment, with constant consider-
ation and observation of how competitors respond
to their marketing activity and consideration of
how they should respond in return, had improved
the experience and knowledge of these managers.

The development of expertise occurred throughout
this stage by learning from previous mistakes,
giving careful consideration of the options avail-
able, the advantages and disadvantages of each
and the resources available for implementation. At
this time all management decision making
involved action-oriented plans and allocation of
specific activities to each individual member of
the functional teams. Many plans were now con-
sidered in relation to longer time scales and the
overall implications for future development.

At this stage all marketing activity was planned to
take account of both the tangible and intangible
aspects of service delivery and could be described
as comprehensive. The intangible dimensions of
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service delivery included proactive interaction by
staff on-board and in the terminal and the use of
promotional materials such as posters, signage,
electronic displays and providing verbal informa-
tion over the tannoy systems. In addition any cus-
tomer complaints were dealt with immediately
whereby customers were given an apology com-
bined with some compensation (such as a vou-
cher) to encourage repeat purchase. This overall
managerial performance is summarised in Table 3.

In summary, the competence of these managers
was more specific to the local market’s require-
ments. Their involvement in improving all aspects
of service delivery at the various points of interac-
tion with customers, and recognition of the
importance of all aspects of customer service when
operating in a competitive environment, had con-
tributed to a more specific understanding of the
market they served.

Conclusion

At the beginning of this study Division A oper-
ated within a centralised structure with the major
managerial decisions relating to marketing and
operations being made at headquarters. The divi-
sional structure was built around control rather
than responsibility and allowed for directives from
headquarters management in relation to each spe-
cific operational activity. Therefore managers at
divisional level focused upon operational activities
and were generally reactive to any changing cir-
cumstances. In 1992 the organisation was decen-
tralised. During the time between the beginning
of 1992 and the end of 1993 decentralisation
gradually led to increased management responsi-
bility and accountability with some management
groups becoming more proactive than others.
Division A’s management decision makers devel-
oped their level of knowledge and experience in
terms of specific role responsibilities and gradually
gained some expertise in decision making related
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to specific areas of marketing activity. In this way
they became more competent managers in the
context of the company’s specific situation within
a changing context.

The overall effect of the changing organisational
structure was that marketing decisions specific to
the local division were made at divisional level
rather than headquarters level. There was a grad-
ual move from headquarters control to divisional
level managerial responsibility and accountability.
Over time the key decision making managers pro-
gressed and adapted to meet new challenges in
comparison with the remaining marketing man-
agers who did not take full responsibility for plan-
ning or decision making and preferred to be
directed by higher management.

Competency development needs to take account
of both internal and external changes in circum-
stances and of the growth and development of
management responsibility as managers progress
up the organisation or through different positions
with specific roles and responsibilities. Individual
managers must develop competencies to suit or
match their job requirement, that is, competency
requirements will change with every promotion or
change in job roles and responsibilities.

Weinshall (1975) argues that any change in the
nature of management decision making necessi-
tates a change in managerial structure and in the
individual requirements and roles of managers.
This will occur as an organisation evolves through
its life cycle and/or adapts to a dramatically
changing environment. Thus the ‘fit’ between the

organisational structure, management decision
making and the development of managers is of
vital importance. The effectiveness and suitability
of this fit varies throughout the life cycle of an
organisation and particularly in a situation of
rapid organisational change in relation to internal
or external circumstances.

As an organisational structure evolves around the
interrelationships and interdependencies among
positions there are some times when it may offer a
better fit for decision making activity and manage-
ment responsibility than others. This can be seen
in the descriptions of the changes and evolution of
management decision making in this paper.

Weinshall (1975) proposes that the solution to the
lack of fit between the required responsibilities
and tasks of managers and their current capabili-
ties is to bring in new managers with suitable
capabilities in order to transform the existing
managerial structure back to being a balanced
one. In the case of Division A some of the exist-
ing managers eventually developed their level of
decision making and improved their marketing
activity to suit the changing situation. However,
although the ‘key’ managers improved, some man-
agers did not progress to such an extent as to be
proactively involved in decision making. These
managers did become more involved in the deliv-
ery of marketing activity and did explicitly state
that they would prefer to be directed by other
managers who would make the overall strategic
decisions. This allowed the restructuring of 1993
to fit the current organisational situation and each
manager’s specific strengths.
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INTERNATIONAL PRODUCT STRATEGY:
BUILDING THE STANDARDISATION-
MODIFICATION DECISION

Linda M. Delene, Martin S. Meloche and John S. Hodskins

The decision to modify products or use standardised products for
international markets is faced throughout the world. This paper provides a
framework for infernational product sirategy invelving standardisation or
modification decisions based on three factors - company heritage, market
and product factors, and selected target markets. Such product strategy
decisions are neither simple nor without risk and frequenily serve as the
basis for international product strategy. Standardised products may not
completely satisfy customers in markets outside a company’s home country,
leaving market opportunities for competitor exploitation. Product
modifications usually add costs and thus reduce profit coniributions. Two
figures illustrate these sirategic relationships.

Infroduction

This paper examines approaches to international
product strategy and presents a decision frame-
work for determining strategic alternatives which
can be pursued by companies. Executives and
scholars realise that there is no single, best method
for determining various international product
strategy alternatives. Rather, a series of inter-
related variables are considered which may help a
company build on its comparative advantage and
continue to create future market success. Often, a
company’s comparative advantage is accomplished
through various degrees of product standardisation
or product modification. For example, the decision
by Whirlpool Corporation to enter the Chinese
market was dependent upon a series of product
modifications to refrigerators which involved
product size, electrical cycle adaptation, new finish
colours, and repair systems. Such product modifi-
cation decisions by firms seeking international
market advantage is considered by some (Walters
and Toyne, 1989) as the basis for world-wide com-
petitive advantage. Others argue for broad consid-
eration of the competitive position of products
and brands in each country as the basis for prod-

uct strategy (Douglas and Wind, 1987).

This paper explores the arguments for competitive
advantage based on product strategy decisions
about product standardisation or product modifi-
cation. Additionally, the framework for a product
strategy decision model is illustrated with a discus-
sion of its three key factors. And finally, the
authors present eight international product strat-
egy alternatives along with some consideration of
their differences.

© Mercury Publications

Competitive Advantage and Product
Strategy

Competitive advantage is gained from increases in
customer delivered value which typically involve
product strategy decisions. Porter’s value chain
analysis provides one clear, analytic approach for
determining how efficiently value is added to the
product. This dynamic approach encourages con-
stant improvement or innovation. Basically, value
chain analysis suggests that those companies which
add value more effectively than other firms are
more successful in the marketplace. Porter further
suggests (1990) that innovations may yield com-
petitive advantage when such innovations antici-
pate market needs. This ‘expeditionary’ innovation
has been articulated as #he basis for successful

market strategy (Hamel and Prahalad, 1994).

Any customer value added from innovation gener-
ated by firms is, of course, increasingly rooted in
traditional cost analysis which serves as one key
driver for the product standardisation or modifi-
cation decision, especially when considering ex-
port markets (Cavusgil et al., 1993). Other key
drivers for sustainable competitive advantage
include customer service and product support
along with the market responsiveness of the firm

(Aaker, 1989; Day, 1994).

Each company must determine whether the addi-
tional costs due to product modifications are war-
ranted. There are numerous arguments for prod-
uct modification or adaptation as the strategy of
choice (Douglas and Wind, 1987 Walters and
Toyne, 1989; Yip, 1989). In these arguments and
others, the benefits of product modification strat-
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egy are expected to include additional sales rev-
enue (Carpan and Chrisman, 1995). However, the
additional sales, marketing, packaging, and dis-
cribution activities from multiple product lines,
along with different product labels and directions
for use in multiple market areas, are not as easily
addressed. Additionally, the multiple applications
of computer technology with computer-aided
design (CAD), flexible manufacturing systems
(FMS), and computer-aided ~manufacturing
(CAM) increasingly support the ultimate modifi-
cation (customisation) of products for smaller
market segments which adds more complexity to
arguments for and against a product modification
strategy. This technology “family’ facilitates inno-
vation for modification within the value chain
framework, which in turn requires that such mod-
“Fications also be evaluated against expected rev-
enue streams.

On the other hand, economies of scale cannot be
ignored and thus arguments continue for standard-
isation as the basis of international or global prod-
uct strategy. With some homogenisation of world
markets (Douglas and Wind, 1987) and the emer-
gence of global market segments, there are benefits
from standardised products with conventional
marketing programmes. Among the important
benefits is a lower cost stream, where good pro-
ducts, priced competitively can serve as the basis
for global product strategy (Samice and Roth,
1992). Such product standardisation supports
economies of scale in production, purchasing,
marketing, and concentrated research and dev-
elopment (Walters and Toyne, 1989) — all of which
help achieve competitive advantage. Moreover, the
arguments for product standardisation are sup-
ported by evidence that suggests product devel-
opment focus (which facilitates product modi-
fication) is more costly to firms (Lim et al,, 1993).
None the less, any standardised product strategy
dependent upon price positioning remains vulner-
able to competition if product specifications
exceed those necessary or understood in some for-
eign markets (Douglas and Wind, 1987). Finally,
concern has been expressed that national or local
morale and motivation in markets is lessened

through standardisation of products (Yip, 1989).
The search for competitive advantage through
product standardisation seeks to identify and pen-

etrate global market segments. In this search for
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global market segments, emphasis is placed upon
relatively similar customer traits and conditions of
use which leads to the confirmation of ‘interna-
tional customer segments (Domzal and Unger,
1987; Ohmae, 1989). Of greatest profitability is a
global segment of demanding consumers, who are
identified and artracted by a premium product
strategy which supports economies of scale
through product standardisation (Walters and
Toyne, 1989).

The view between product modification and stan-
dardisation as the basis for international product
strategy does have room for alternative product
positions. A middle ground of choices exists
between the complete modification or total stan-
dardisation of products and services (Buzzell,
1968; Boddewyn et al., 1986). Even Levitt
(1983), the architect of the global strategy debate,
noted that large firms pursue a variety of strategic
alternatives. There is evidence of a mix of ‘hybrid’
strategies which can be pursued simultaneously
(White and Poynter, 1989) by firms although
such hybrid strategies add greater managerial
complexity and cost against the estimated market

otential. Examples include Holiday Inn Express
of India, which found that major modifications in
location criteria along with room size alternatives
(from corporate-level standards) provided access
to a large and potentially lucrative market; Parker
Pen with locally designed advertising for standard-
ised products; and Ford with right-hand drive
modifications in standardised passenger cars for
the Japanese market.

Model and Decision Framework

The product strategy decision model presented as
Figure 1 unites three factors — company heritage,
market and product characteristics, and target
markets — which are best considered jointly when
making such decisions. The selection of a particu-
lar product strategy is as important as the benefits
expected to accrue from a given strategic choice.
Furthermore, the decision process used to select
international (as well as domestic) product strat-
egy should maximise the competitive advantage of
the company. Our decision framework stimulates
balanced consideration of company heritage,
market and product characteristics, and target
markets as the primary factors essential for deter-
mining the desirable degree of product modifica-
tion or product standardisation.
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Figure 1
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The first product strategy selection factor is con-
sideration of the company’s heritage, that is, the
company’s culture and values including the preva-
lence of innovation and change patterns; historic
traditions of a market orientation o7 an operations
and production orientation; any previous interna-
tional legacy; and its concentration on quality.
This company heritage factor derives from an ear-
lier articulation of the term ‘administrative her-
itage’ by Bartlett and Ghoshal (1989) and Collins
(1991). Reworking the term ‘administrative her-
itage’ into ‘company heritage’ as a key product
strategy selection factor more accurately reflects
the business scope necessary for strategic interna-
tional decisions.

Since strategy execution is increasingly dependent
upon the firm’s entire value chain, company her-
itage is a pivotal factor when deciding which
product strategy to follow. An experienced inter-
national business firm is more capable of respond-

ing to individual and market idiosyncrasies, and
consequently has greater market flexibility. This
experience factor is the foundation of innovation
for adaptation which enables the firm to respond
and establish its own competitive advantage based
upon existing core competencies (Cavusgil et al.,
1993). Caterpillar Inc., when re-entering the
Vietnam market, had to establish its own dealer-
ships rather than continue a historic pattern of
local dealer partnerships. This market adaptability;
necessary due to an initial lack of suitable local
partners, enabled Caterpillar to move quickly into
the Vietnamese market when the US trade
embargo was lifted in 1995. Such adaptation was
important for Caterpillar since Komatsu, its pri-
mary competitor, had already been in the
Vietnamese market for several years.

In similar manner, a firm which continuously

scans its environment, solicits ongoing customer
feedback, anticipates cultural and social shifts,
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" measures satisfaction with its products, and works

with channel partners to understand changing
market demand, will likely develop business and
product modifications based on ‘expeditionary’
innovations. These expeditionary business innova-
tions or product modifications are most produc-
cive when market needs are anticipated and used
to gain competitive market advantage. One exam-
ple of such an expeditionary innovation was the
massive investment by Federal Express in the
Subic Bay Naval Base in the Philippines for use as
an Asian market distribution hub.

The second international product strategy factor
involves market and product characteristics, that
is, the nature of the market itself and whether the
products involved are perceived as a commodity,
service, or manufactured goods in the market.
First, the type and nature of the product (con-
sumer or industrial) impacts the extent to which
modification may or should be undertaken (Jain,
1989). This is seen in modifications necessary for
gaining access to the Japanese market (Fahy and
Taguchi, 1995) and is prevalent with manufac-
tured goods such as appliances and automobiles.
Second, and increasingly with such manufactured
products, computer-based production technology
increases the possible degrees of product adapta-
tion (Cavusgil et al., 1993). However, Jain (1989)
has argued that high technology products are
more suitable for a standardisation strategy while
services are less suitable for standardisation.
Clearly, the required product characteristics in
specific markets determine both the complexity
and cost relationship of upstream and downstream
activities for companies when facing decisions
about international product strategy.

The upstream investment in capital equipment
and technical skills training in some business ser-
vice industries, for example airplane refurbish-
ment, is extraordinary. This industry involves a
stream of service activities supported by previous
investment in paint hangars built in accordance
with EPA regulations; unique tooling capable of
processing interior fabrics, seating and cabinetry
options; and avionics systems fo meet FAA
requirements. Each refurbishment service is cus-
tomised around variable aircraft (product) specifi-
cations which, in turn, determine the extent of the
refurbishment or modification to be delivered.
Such complex business markets also entail consid-
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cration of the market orientation tradition pre-
sented eatlier as part of company heritage. If such
market responsiveness is not a part of the firm’s
heritage, then the resulting product or service
offerings may simply be too inflexible for market
acceptance.

Product modification also derives from the com-
position of demand within the market for a par-
ticular product. This is seen in the personal ser-
vice markets where individual customers are often
provided a unique product. Here, the firm’s abil-
ity to manage the demands of individual cus-
tomers is necessary for market success. This same
need for service modification is also seen in busi-
ness service industries where the demand for
complete service and product ‘packages’ is also
increasing. This customised demand has caused
some companies to invest heavily in capital
equipment and technical skills training. To illus-
trate this, Motorola’s decision to build, transport
and erect turnkey satellite tracking stations in
northern China and Siberia required an enor-
mous capital investment along with supplemental
skills training to achieve market success for its cel-

Jular technology.

The third factor in the international product strat-
egy decision framework involves characteristics of
the target market reflected in the selected target
market(s) profile. This profile should include seg-
ment or market size information, knowledge of
their buying process and purchase criteria, along
with market intelligence about related economic,
Jegal and cultural issues. There is some evidence
(Baalbaki and Malhotra, 1993) which supports
the use of environmental variables as segmenta-
tion criteria when examining the characteristics of
the target market and expected potential revenue.
However, in business and industrial markets such
as semiconductors or MICrO-Processors, applica-
tion or use segmentation may be more productive
in determining if the segment’s potential warrants
the more costly (usually) product modification
strategy. Moreover, if the market segment profile
includes knowledge of specific product attributes
which drive choice (Gale, 1994) among contrast-
ing market offerings, then product strategy can be
focused beyond current orders towards future cap-
ital investment, personnel quality, and market
position decisions. Finally, these future-oriented
product strategy decisions (targeted towards com-
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petitive advantage in specific target markets) con-
tinue to reflect both the company’s heritage and
the recognition of different market and product
characteristics.

The factors presented in Figure 1 should assist
managers, on a firm-specific basis, with an evalua-
tion of choices between product standardisation
and product modification for international prod-
uct strategy. The vertical heights of the two
wedges (A and B) represent the possible total cost
of modification and profit contribution margin,
respectively, for a given product or products. The
slope and resulting heights of the wedges will vary
by industry and target market segment. The
upward sloping line of Wedge A in Figure 1
depicts the increases in cost for additional degrees
of modification. The solid line slope of the wedge
graphically represents the efficiency with which
the organisation can implement desired product
modification. In Figure 1, Wedge B, the slope of
the wedge represents the increase in contribution
margin realised through an increasing share of the
target market. This slope graphically represents an
improving match between the modified product
and the target market’s needs. The slopes repre-
senting the cost of modification and contribution
margin improvement have been simplified to a
linear expression for this model while recognising
that the actual cost (or contribution increase or
decrease) will likely be non-linear.

Two examples of how company heritage could
affect this model are also given in Figure 1. Both
examples are illustrated in Wedge A. The sloping
dotted line represents a firm with a dominant
operations or production tradition. The height-
ened slope represents the increased cost of modifi-
cation for a firm not sufficiently focused on the
market. The solid sloping line of Wedge A repre-
sents the lower modification cost for a firm with a
stronger market focus. Each company or product
will have its own unique slope. The 100 per cent
modification, represented in Figure 1, is used
generically to illustrate the maximum amount of
modification available in the short run. The more
rigid, structured, and less versatile the company;
the more costly the product modification will be.
Conversely, the more flexible and customer driven
the organisation is, the more experienced and con-
ditioned the internal linkages in managing prod-
uct modification within the firm. Therefore, the

firm is more (or less) efficient and more (or less)
cost effective.

The decision for product modification or product
standardisation can be graphically evaluated in
Figure 1 by comparing the heights of the two
wedges, A and B. If the increased cost of modifi-
cation exceeds the increase in total contribution
margin, product modification is likely inappropri-
ate.

This decision model is built on the sustainable
competitive advantage of product strategy choices
available to the company. Only by reviewing syn-
ergy among the market, the company and the
product can the firm’s existing competitive advan-
tage be understood. The importance of the link-
ages is recognised and depicted by the slope of the
modification wedge. Regardless of the firm’s her-
itage or current competitive advantage, it is essen-
tial to minimise the slope of this wedge.
Companies best at minimising this modification
cost slope bring a more balanced response to
dynamic international markets. Such firms are
usually rewarded for their responsiveness by their
customers’ payment of price premiums. Factors
which enable a firm to minimise this slope include
an active market orientation and a strong, future-
oriented technology commitment.

Managerial Implications

These three factors — company heritage, market
and product characteristics, and selected target
markets — are integrated in a decision framework
to help organise and design suitable international
product strategy. Moreover, a separate product
strategy for each segment is also possible where
sufficient market share is expected from a single
product offer or from a family of products with
shared attributes. Market share ultimately results
from the interaction and fit between products and
market forces which are constantly evaluated.
Basically, two controlling product strategy posi-
tions are available for driving market share, superi-
ority with a standardised product or some level of
product modification. When the product is
world-class with superior or pacing attributes,
market share will be gained from the product’s rel-
ative competitive advantage.

If a strategy of product modification is selected,
then the modified product should likewise pro-
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Figure 2 Product Strategy Alternatives
PRODUCT MODIFICATION COSTS’
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High Low High Low
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1. The product modification costs are most influenced by the company heritage, especially the type of orientation, environmental awareness, and tech-

nology commitment.
2. The market variability is most influenced by market and product characeristics, especially the market value of modification, product, and market

types.
3. The target market appeal is most influenced by target market factors, especially revenue potential, farget market size, and compefition.

4. Above the dashed line is the recommended current strategy for @ company occupying that cell. The future strategic direction is indicated below the

dashed line.

.-

portionately increase market share or defend than predicted or expected (for example, with the
market share against emerging threats. Furcher-  decline of the Soviet Union) and may result in a
more, if additional product modifications pro- straightforward product export strategy due to the
ceed, then each additional modification should — urgency of just gaining market entry.

cither stabilise or increase market share further. 8

Since market share is gained through the precise Additionally, the expanded price complexity from
satisfaction of needs, this continuous product ~a Strategy of product modification must be
modification (on the basis of leading or governing acknowledged. Each market/ product modification
artributes) remains the foundation of competitive ~ can result in a more complex price structure at a

advantage. However, product strategy 1s rarely  time of increasing pressure for price co-ordination
that simple. in international markets (Assmus and Wiese,

1995). Clearly, a strategy of product standardisa-
The artificial division into the standardisation or ~ tion malkes the price management issue easier in
modification dichotomy understates the complex- ~ terms of internal cost management although per-
ity of international product strategy decisions.  haps not in terms of market circumstances. Suc
Such decisions are compounded, for example, ~ market circumstances include the power of world
with the asset value of the product in question. brands such as Coca-Cola and Benetton which
First, the upstream, capital budget decisions  also argues for standardisation and against a prod-
(which may supply the basis for later product —uct modification strategy.
modification decisions) may not be clearly linked
to competitive advantage when they are made. Despite these complex considerations, strategic
Second, the asset value to the customer may force product choices must be considered by managers.
product modifications which were not a part of Figure 2 demonstrates a range of alternatives
anyone’s strategic plan. Further, the progression of which reflect the international product strategy

certain market opportunities may occur faster  choices.
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The eight alternatives presented in Figure 2 illus-
trate the range of strategy choices available to
international managers using this framework. The
framework is built on three factors: product modi-
fication costs (if any), market variability, and
target market appeal. Product modification costs
will be most influenced by factors of company
heritage. Such costs will be lower to the extent
that a firm has a collegial culture, a strong market
orientation, and a future-oriented technology
commitment. Market variability will be most
influenced by factors of market and product char-
acteristics; and be higher when the market places a
high value on modification and if the product has
an extensive service component. Target market
appeal is most influenced by factors of the target
market. The target market appeal will be strongest
when overall revenue potential is high, the target
market is large, easily identified, accessible, and
where competition is light.

These three factors are divided into two levels
(high and low) to define the eight cell matrix. The
cells of this product strategy matrix are labelled
with strategies that serve to explain alternative
product strategy positions facing the company.
For example, a company which finds itself in cell
1 (low product modification costs, high marlket
variability and high target market appeal) would
best follow an aggressive product modification
strategy driven by continuous monitoring of
changing target market needs. This ‘aggressive
modifier’ would seek new market opportunities
but would be selective with regard to new mar-
kets, concentrating most of its efforts on attrac-
tive, current target markets. A company in cell 2
will also be an ‘aggressive modifier’ but will have
to be more aggressive in its market seeking behav-
iour since current markets are not appealing.

Similarly, a company in cell 8 (high product mod-
ification costs, low market variability, and low
target market appeal) should follow an ‘aggressive
standardisation’ strategy to minimise costs, at least
in the short run. Such firms need to improve
product modification costs by altering company
heritage factors and, subsequent to such alter-
ation, seek new and more inviting target markets.
A firm in cell 7 will also follow an ‘aggressive stan-
dardisation’ strategy. However, the urgency of cost
reduction is not as great as cell 8’s because of the
appeal of current target markets.

Between the extremes of ‘aggressive modification’
and ‘aggressive standardisation’ are product strate-
gies which combine aspects of modification and
standardisation. For instance, a company in cell 3
(low product modification costs, low market vari-
ability, and high target market appeal) should stan-
dardise some products but also pursue product
modification where other factors make that strat-
egy attractive. As an example, when there is weak
brand loyalty for brands in a given market, differ-
entiation through product modification may serve
to increase loyalty to the company’s brand.
Companies in this cell would seck new markets
but their market seeking behaviour would not
have the urgency of a cell 4 company where the
low appeal of the target market places a higher pri-
ority on identifying new compatible target mar-
kets. The high product modification costs for
companies in cells 5 and 6 make company heritage
improvement a priority but high market variability
requires selective modification while they are
working to lower costs. Finally, the cell 6 firm will
need to be more aggressive with cost improvement
strategies since margins will probably be sup-
pressed in the unappealing target markets.

Using this framework, companies can begin to
analyse their international product strategy alter-
natives. Overall, the managerial design task
becomes one of determining how to (along with
sound competitive analysis) leverage the three fac-
tors into a product strategy choice that amplifies
contribution margins and delivers market satisfac-
tions simultaneously.

Conclusion

The decision framework presented here provides a
process for evaluating key factors when deciding
which international product strategy to pursue.
Neither product modification nor product stan-
dardisation presents an uncomplicated choice
when determining this aspect of international mar-
keting. It is clear also that there is no single correct
approach to the determination of international
product strategy. The reverse, however, does not
hold true. Clearly wrong decisions are made. The
consequences of wrong decisions when entering
international markets are illustrated yearly by firms
having international business difficulties. The
decision framework in this paper may 1mprove
international product strategy decisions by framing
three primary factors and their relationships.
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TWICE AS WELL OFF?
EXPENDITURE IN SINGLE- AND
DUAL-EARNER FAMILIES

Eddie Rohan

Litile is known of the economic contribution gained when wives work either
full- or part-time in the paid economy. Through a detailed analysis of the
Household Budget Survey, an assessment is made of the the spending
behaviour of 708 Dublin families. Dual-earner families are found to have
average spending which is only 21 per cent higher than those where only
the husband is in paid employment. The incremental spending available to
these families is allocated in a different manner depending on whether the
wife is employed on a full- or part-time basis. Costs of employment are
also shown to have a major impact on the ‘real’ disposable income
available to dual-earner couples. Through such calculations, an assessment
is made of the economic benefits to be gained where wives are in paid

employment.

Infroduction

The increased participation of married women in
paid employment is one of the dramatic changes
that has occurred in Western countries since
1945r. While much interest has focused on the
social, emotional and educational implications for
families, and young children in particular, less
attention has been paid to the economic conse-
quences of the second income. While some atten-
tion has been paid to dual-earner families by mar-
keting scholars, particularly those in consumer
behaviour, this has been rather narrow in focus.
The main approach has been to contrast the life-
style of so-called working wives with those wives
who work in the home.

These research efforts have to date been domi-
nated by a single question — how housework and
home responsibilities are organised in families
where the wife is no longer available due to her
work commitments. Given that she, like her hus-
band, spends considerable time at work, it might
be expected that domestic work would be shared
more equally. The evidence supports the findings
that a slightly more equitable division of family
work has occurred. However, little evidence is
available to show that men have taken on any-
thing like a proportionate share (Hochschild and
Machung, 1989; Shelton, 1990). Time budget
studies from the 1970s, whereby the duration of
all activities are recorded in a daily diary, consis-
tently found little increase in husbands’ time spent
either at housework or child-care even where their
wives are also employed (Meissner et al., 1975;
Robinson, 1976; Walker and Woods, 1976).

© Mercury Publications

Even in the 1990s after several decades of femi-
nism, these patterns appear to persist. Nieme
(1995), who reviewed recent evidence from
Europe and North America, and Bryson (1996),
who examined time-use data for men and women
in Australia, are in basic agreement that little, if
anything, has changed. Both authors found a ratio
of two to one for the work time of women relative
to men, which basically is no different from the
picture outlined in the mid to late 1980s. Even
though Demo and Acock (1993) found that hus-
bands of employed wives contribute more hours
per week on household chores than do husbands
of non-employed wives, the key finding still
stands. The main conclusion of such research is
not that husbands do marginally more, but that
the division of labour remains highly unequal.

A comparable emphasis on housework also per-
meates studies of spending behaviour within such
families. Although these studies have emanated
from different academic disciplines such as sociol-
ogy (Fox and Nickols, 1983), home economics
(Abdel-Ghany and Nickols, 1983; Foster and
Mammen, 1992), consumer behaviour (Bellante
and Foster, 1984; Bryant, 1988) and economics
(Strober and Weinberg, 1977, 1980; Hayghe,
1993; Lino, 1994), they have much in common.
In general, they (i) have been conducted in the
USA, (ii) are now quite dated, (iii) aim to identify
the time-buying strategies adopted by the families
concerned.

Few of the above-mentioned authors have drawn
- . - M L)
attention to the most significant effect of a wife’s
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employment — namely that extra income comes
into the household. In contrast, their research
objectives have been to contrast the life-style of
families containing a working wife (WW families)
with that of families where the wife is not working
in paid employment (NWW). In seeking to iso-
late the effect of the wife’s working status, they
typically have controlled for the effect of income.
Such an approach, while valid in its own logic,
misses the essential consequence of a wife’s
employment — which is that i brings total family
income to a higher level. While it might be valid to
examine the spending behaviour of a family where
the spouses earn £20,000 (perhaps, £15,000 from
the husband and £5,000 from the wife) and to
compare it with that of another family where
£20,000 is earned just by one partner, such an
approach misses the essential point, namely that
without the second income, the first family would
only have £15,000. The key issue in dealing with
the dual-carner phenomenon therefore is to realise
that, by raising total family income, the second
spouse makes a range of additional purchases pos-

sible.

Dual-earner Finances Revisited

Such an approach gained much-needed impetus
around 1990 with the publication of four appar-
ently unrelated studies, which together form the
immediate background for this present research.
The first authors to take a fresh look at this topic
were Rubin et al. (1990), whose work in the
Journal of Consumer Research is most widely
known to marketing personnel. Based on an
analysis of the Consumer Expenditure Surveys of
1974 and 19823 in the USA, they compared the
spending behaviour of families containing a
housewife with that of families where the wife was
employed either part-time (PWW) or full-time
(FWW). Although the methodology is quite
straightforward, this work has not been replicated
cither within or outside the USA. Less well known
is a ‘lesson in home economics given by Judith
Waldrop in American Demographics. Using the
Consumer Expenditure Survey of 1984, she
sought to show marketers that families containing
a working wife constitute a significant market seg-
ment. Her particular contribution was to differen-
tiate families on the basis of whether or not they
had children under 15 years old, in addition to
the wife’s work status. Families containing chil-
dren focus a great deal of expenditure on their
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needs, while families without children were dem-
onstrated to constitute a distinct market segment

(Waldrop, 1989).

Two other studies, published in the Journal of
Marriage and the Family, are less well known to
marketers. Eggebeen and Hawkins (1990) show
that spending made possible by a wife’s worl is on
‘extras’ for the family rather than necessities. The
strict definition of what is meant by ‘extras’ and
‘necessities, however, might give rise to much
debate and inevitable disagreement. Finally, the
approach taken by Hanson and Ooms (1991) is
particularly fruitful. In their examination of the
economic costs as well as the rewards of a second
income, they showed that as much as two thirds
of the additional income that accrues to dual
earner couples can be designated as spending asso-
ciated with the wife’s ‘going out to worlk’. Only
when these ‘costs of employment’ are taken into
the reckoning can the real economic advantage of
the second income be validly assessed.

Research

Given the backdrop of these North American
studies, an opportunity was afforded to the author
to gain access to comparable Irish data. As part of
a larger research initiative, he was able to examine
Central Statistics Office data relating to purchas-
ing behaviour within households. While the
research was conducted in the late 1980s, it con-
tains the most recent published information con-
cerning urban families. More up to data informa-
tion relating to the mid 1990s is not yet available
(nor is it likely to be published for some time),
but arguably comparisons between family groups
have not changed to a great extent. Three ques-
cions were selected as research objectives in this
investigation: (i) what contribution to family
income is achieved by working wives (part-time
and full-time) (ii) what differences do such earn-
ings make to the budgets of such families and (iii)
given that there are necessary Costs associated with
employment, how much real disposable income
remains to the families of such women?

Methodology

The 1987 Household Budget Survey conducted by
the Central Statistics Office and published in 1989
is the data source used to investigate these ques-
tions. Based on expenditure diaries which are com-
pleted over a fourteen-day period by all members
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over 15 years old, precise information is gained
about spending by individuals. In addition, the
chief purchaser within the family (household head)
fills out an expanded questionnaire. Results are
based on expenditure data, which according to the
Central Statistics Office are ‘far more reliable than
those derived for incomes. The low income figures
also reflect the difficulty in collecting consistent
income data directly from individuals in a house-
hold survey. People are understandably reluctant to
give full details of their personal incomes to inter-
viewers (HBS, 1987, vol. 2, appendix 2).
Completed diaries for all household members were
received from 56 per cent of urban houscholds,
which is poor when compared with a national
response rate of 68 per cent for the Family
Expenditure Survey in the UK.

While its published results relate to a national
survey, Dublin families were selected for this
research. Besides the fact that Dublin has the high-
est proportion of employed wives in the State,
other research conducted by the author relating to
the management of family finance was confined to
this geographical area. The results described here
are based on a probability sample of 2095 Dublin
households extracted from the 7705 houscholds
nationally where all family members provided fully
completed diaries. Many of these (single-person
and lone-parent households) are inappropriate for
the subject matter of this research and so family
households were selected providing that they con-
tained an employed husband, whose wife was
under retirement age. In addition, families con-
taining earners other than the couple themselves
were excluded in order that the financial conse-
quences of a wife’s employment might be clearly
isolated. Seven hundred and eight husband-wife
families met these conditions for selection.

Findings

The achieved sample of 708 Dublin husband—
wife families shows that just over one-third of all
the wives (35 per cent) were in paid employment
in 1987-8 — a figure that had risen to 41 per cent
nationally for the year 1996 (Labour Force Survey,
1996). Three quarters (76 per cent) of the
employed wives worked full-time, which is
broadly in line with national Labour Force Survey
data of the late 1980s. The sample therefore dif-
fers slightly from present-day national patterns,
where typically only 70 per cent of the wives work

on a full-time basis (LES, 1996). It might, how-
ever, be noted that the definitions of part-time
and full-time work are rather loose given that no
fixed number of hours is involved, but rather each
respondent makes an assessment of her own
status.

Dual-earner couples, or those containing a ‘work-
ing wife (WW for convenience) comprise two
quite separate groups in terms of demographic
profile (Table 1). Wives working full-time
(FWW) are younger and have smaller families
than those working part-time (PWW). The PWW
families are quite similar in terms of age and
family structure to those where the wife is not
employed (NWW). The 248 dual-earner (WW)
families contain husbands who are 35 years old on
average — a full 5 years younger than the average
for the 460 NWW families where the wife is
engaged exclusively in home duties. This differ-
ence in age profile is entirely due to the youthful
profile of the FWW husbands (33 years old on
average) as compared with PWW husbands who
are nearly 40 years of age. Surprisingly, the
number of middle aged couples where the wife
was working full-time is remarkably small. As few
as 10 per cent of FWW families contain a hus-
band over 45 years old. In contrast, 27 per cent of
NWW families, where the wife is at home, con-
tain a middle-aged husband.

FWW couples typically have only one child, who
according to separate HBS data is of pre-school or
primary school age. Wives working part-time, on
the other hand, are quite similar to wives who are
not employed, each having an average of 2.5 chil-
dren. Essentially, the age profiles presented rein-
force the findings of recent Labour Force Surveys
that the increased participation of married women
in the workplace occurs mainly among younger
women (LFS, 1993-1996). If older women par-
ticipate in the work force, these survey findings
suggest they do so mainly on a part-time basis.

Family Finance in General

The economic consequences of a wife’s employ-
ment are presented in Table 2 where, for ease of
interpretation, all HBS data have been re-calcu-
lated on an annual basis. Dual-earner families
with average spending of over £18,000 per annum
are £3,200 better off than single earners. If one
uses the less reliable income data, the advantage in
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Table 1 Profile of Selected Dublin Families from the HBS Study of 1987
Husband Wife works ~ Wife works ~ Dual-earner  All Dublin
sole earner part-time full-time family families
(NWW) (PWW) (FWW) (Www)
Age of husband 40.2 39.9 333 34.9 38.3
Percentage of husbands
under 35 years old 31 30 70 60 41
Percentage of husbands
45 years and older 25 24 10 14 21
Total family size (including the couple) 4.5 4.5 2.8 3.2 4.1
Number of families 460 60 188 248 708
Percentage of families 65% 8% 27% 35% 100%

Source: Special analysis of HBS data conducted for this research; n = 708

_ gross income is 42 per cent, but when tax and
social insurance (averaging £7,000) are taken into
account, such an advantage is considerably
eroded. The most reliable estimate of their eco-
nomic advantage is based on expenditure data and
is calculated to be 21 per cent.

Such a level of reward is less than the 27 per cent
advantage found by Hanson and Ooms (1991) for
US dual-earner families. This is probably due to
the impact of taxation policy in Ireland, which has
particularly low thresholds for the highest rate of
personal taxation. The income advantage in
Ireland is, however, larger than the 16 per cent
advantage for dual earners found in the 1992
Family Expenditure Survey in the UK (CSO,
1993, Table 21). The latter figure reflects the
higher proportion of wives in Britain who work
on a part-time basis. Fifty per cent is quoted in
the UK General Household Survey for the mid-
1980s as compared to 24 per cent for Labour
Force Survey data in Ireland.

No support was found for Strober’s view (1977)
that the employment of wives merely serves to
equalise total income between dual- and single-
earner families. Rather the present findings cor-
roborate the dominant view within the literature
that employed wives increase total family spend-
ing power.

Full-time versus Part-time
Employment

The spending advantage of 21 per cent found for
dual-earner couples in Ireland conceals the differ-
ent patterns found in FWW and PWW families.
As can be seen, families with a wife working full-
time have increased spending power of £3,500 or
about a quarter (24 per cent). Families having a
wife working part-time have an advantage of 14
per cent which means that they have an additional
£2,000 over and above the average £15,200 that
single-earner families spend per year. This is more
than half of the increased spending power enjoyed
by those working full-time. Put simply, for every

Table 2

Family Finances in Single- and Dual-earner Families

Husband sole earner Dual-earner family  All Dublin families
(NWW) (WW)
Actual family spending £15,200 £18,400 £16,400
Index of spending with NWW = 100 100 121 108

Source: Special analysis of HBS data conducted for this research; n = 708. Spending figures rounded to the nearest 100. The index is calculated

using raw rather than rounded data.
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Table 3 Additional Spending and Wife’s Employment Status
Husband Dual-earner Wife works ~ Wife works
sole earner family part-time full-time
(NWW) (Ww) (PWW) (FWW|
Actual family expendifure £15,200 £18,400 £17,200 £18,700
Additional spending where wife is at work Nil £3,200 £2,000 £3,500
Index of additional spending 100 121 114 124

£100 extra that FWW families have to spend,
PWW families have £58 extra.

The impact of such resources on a family’s
finances is considerable. It must always be remem-
bered that this financial bonus raises the standard
of living of households which already must be
regarded as being relatively well-off in comparison
to the many families whose income depends on
pensions or social welfare benefits.

The dominant feature of Table 4, however, is the

remarkable stability of the budgets for all families,

irrespective of their circumstances.

With three major exceptions, dual earner families
allocate their finances in very similar ways to
single-carners. A second major feature of these
findings is that FWW families are the only group
to diverge from the norm. Indeed, the similarity
in the allocation of funds for PWW and NWW

families is remarkable.

The lower proportion spent on food by FWW
families can be attributed to their small family size
and the ages of their children. Their higher spend-
ing on housing and transport is of major impor-
tance and will be discussed below.

Table 5 shows actual levels of spending for each
family type rather than the proportion of their
budget and here again a number of important con-
clusions emerge.

Firstly, just two factors, housing and transport,
account for the bulk of the difference in spending
between FWW and other family types. Indeed
£2,500 of the total of £3,500 divergence between
FWW and NWW families (or a £2,000 difference
between FWW and PWW spending levels) is
explained by these two budgetary categories.
Secondly, even when these considerable costs are
removed from their budgets, FWW families still
outspend both PWW families and NWW families
in almost all spheres. The only exception to this

Table 4 Family Budgets by Wife’s Employment Status
Spending category Husband Dual-earner ~ Wife works ~ Wife works  All families
sole earner family part-time full-time
(NWW) (WW) (PWW) (FWW)
% % % % %
Services & other expenses 25 26 26 26 25
Food 23 19 23 17 21
Housing 1 16 i1 17 13
Transport 12 14 12 15 13
Household durables 4 4 4 4 4
Clothing & footwear 7 6 6 6 6
Drink* & tobacco 6 ) 6 6 6
Fuel & light ) 4 5 4 5
Miscellaneous & non-durables ) 5 6 4 5
Total spending £15,200 £18,400 £17,200 £18,700 £16,400
Figures in the above columns may not total 100 per cent due fo rounding. * The CSO warns that these figures may be unreliable.
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Table 5 Differences in Selected Areas of Spending Analysed by Wife’s Employment Status
Husband Wife works Wife works *Exira spend by~ *Extra spend by
sole earner (NWW)  part-time (PWW) full-time (FWW) PWW families ~ FWW families

Total annual spending £15,200 £17,200 £18,700 £2,000 £3,500
Food £3,500 £4,000 £3,200 £500 {£300)
Housing £1,700 £2,000 £3,200 £300 £1,500
Transport £1,800 £2,000 £2,800 £200 £1,000
Household durables £600 £700 £800 £100 £200
Women's clothes & footwear £360 £320 £660 (£40) £300
Drink & tobacco £900 £1,000 £1,200 £100 £300
Holidays £500 £600 £900 £100 £400
Education £360 £620 £260 £260 {£100)
Domestic services T £50 £170 £340 £90 £290
Personal services ¥ £100 2150 £140 £50 £40

* Spending incremental fo that of NWW families.

+ Domestic services include residential and non-residential domestic services including baby-sitting and child-minding.

# Personal services include hairdressing, dry cleaning, laundry, shoe repair:
Spending figures rounded to the nearest 100.

finding is their level of spending on food which,
as previously mentioned, is low due to the small
size of their families. While many of the above dif-
ferences in spending might appear to be relatively
small (typically being less than £300 per year),
FWW families consistently are the highest
spenders in all budgetary categories.

Family Finance by Major Spending
Category

1. Working to Support a Mortgage

Housing is one of the major spending categories
for all families (Table 4). No real difference was
found in the proportion spent on housing for
NWW and PWW families at 11 per cent of each
of their budgets, although in monetary terms their
actual spending differs by a factor of 14 per cent.
As might be anticipated, PWW families were
found to spend more than their NWW countet-
parts, particularly on their mortgages (some evi-
dence of trading up) and on decoration and
repairs (due to the grown-up state of their fami-

lies).

On the other hand, when FWW families are com-
pared with NWW families, remarkable differences
are found in both the percentage of the budget
expended (17 per cent as opposed to 11 per cent)
and the actual amounts involved (£3,200 as com-
pared to £1,700). It might be surmised that this
additional 85 per cent (or £1,500 extra spending)
is not necessarily a reflection of their two-income
status, but rather is a consequence of the high
prices pertaining at the time at which they entered
the housing market.
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s and other personal care services.

On investigation, this was found to be only par-
tially true as all young families, such as those at the
pre-family and pre-school stages of the family life-
cycle, commit large sums to housing. However,
FWW families had higher actual levels of housing
expenditure than each of the above groups. Even
s0, the proportion of their budget at 17 per cent is
marginally lower than for both pre-family and pre-
school groups. So it does not appear to impose an
undue burden on their finances as they have con-
siderable disposable income for other purchases as
well (see Table 5). Obviously, the level of housing
spending they have adopted, although very high in
cash terms, does not have the effect of over-
stretching their budgets.

Such an ability to pay is clearly contingent on
both partners remaining in employment. If these
wives were to give up their work, their average
household income would fall to around £12,000
and their existing housing commitments would
then account for a massive 26 per cent of their
out-goings. As such a burden on family finances is
patently unsustainable, it is clear that these wives
working full-time are locked into their role as
income earners. In that sense, it is true to say that
wives employed full-time are working to support
their mortgages.

2. Second Car as a Major Expense

The second major outgoing incurred by FWW
families is transport. As seen below, their expenses
in this regard are larger than those of other family
types, both in real terms and in terms of share of

budget.
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FWW families spend almost £2,800 a year on
transport, which is £1,000 per year more than
NWW families. A more revealing yardstick of the
priority they attach to transport is the fact that
they spend 15 per cent rather than 12 per cent of
their considerable out-goings in this way. Their
rate of spending on the purchase of cars is nearly
two and one third times that for NWW families.
As the exact proportion of two-car households is
not disclosed, it is possible that this additional
spending on new and second-hand cars may not
be due to a second family car but rather to a single
more expensive car. However, the additional 40
per cent spent by such families on petrol and
insurance supports the ‘second car’ explanation.

Transport costs for PWW families are only mar-
ginally above those for NWW families (£200 per
annum). The main target for this increase is
higher spending on second-hand cars. No evi-
dence was found in tax and insurance data that
second cars were purchased by these families.

Significantly, Irish spending on cars per household
at 13.6 per cent of budget is not generally as high
as that found in Britain (15 per cent) or the US
(19.7 per cent). None the less, transport is a very
important expense, being the third highest cate-
gory after services and food. As such, it is even
more significant than housing for the average

household.

3. Time-saving Appliances

While many studies have concentrated on house-
hold durables (see introduction), the evidence
from this research is that such an emphasis is mis-
placed. Firsty, the category accounts for only a
small amount of any familys budget — typically
about 4 per cent for all Irish households. When
the data relating to families are more closely exam-
ined, the proportion spent by FWW families is
only marginally higher than for PWW and NWW
families with a level of 4.4 per cent as compared
with 4.3 per cent and 3.9 per cent respectively.

Secondly, no evidence of a dramatic difference in
actual spending by a family relates to the wife’s
work status. The annual amounts expended by
NWW, PWW and FWW families are £600, £740
and £820 respectively. While these figures might
be though to indicate increases of 37 per cent and
23 per cent respectively for the families with

working wives over those with housewives, the
amounts involved are relatively small.

Spending on electrical appliances (which are the
only items that really deserve consideration as
time-saving expenditure) is even less significant.
Calculations show that annual spending on these
items is as little as £180, £160 and £130 for
FWW, PWW and NWW families, respectively. As
such amounts are less than one per cent of the
various family incomes, it must be acknowledged
that such spending is quite irrelevant in terms of
their overall budgets. The only relevant conclu-
sion is that observed differences between families
at that level of spending are trivial.

Essentially, any differences in spending on time-
saving appliances have little real life importance.

4. Working Clothes and Expensive Footwear

The main point of difference in this area of
spending arises from the spending on women’s
clothing and footwear. FWW wives are found to
spend considerable amounts of money on clothes,
which according to other analyses carried out by
the author relate to their work status rather than
their youth. With spending over 80 per cent
higher than N'WW families, their expenditure is a
very significant 3.5 per cent of their family in-
come. The low level of spending incurred by
PWW wives is unexpected and possibly results
from the provision on their part of extras for other
family members. Whatever the explanation,
spending by these wives on clothes and footwear
was only 88 per cent of that in NWW families.

5. Drink and Tobacco

Drink and tobacco provide typical increases of
about £140 and £250 for PWW and FWW fami-
lies, respectively. However, the data for drink,
where both groups of WW families spend more
than their single earner counterparts, are generally
unreliable according to the CSO. Firm conclu-
sions therefore are unjustified.

6. Expensive Holidays _

It is apparent that spending on holidays is one _of
the benefits of employment for those families
where wives work on a full-time basis. They allo-
cate over £900 or almost 5 per cent of their annual
budget to such spending. This is §4 per cent
greater than similar spending in families where the
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wife is not employed. Obviously, working full-time
enables these families to afford more expensive
holidays. Such behaviour was not found where the
wife works part-time as the proportion of their
budget spent on holidays was exactly similar to the
3.7 per cent of budget spent by NWW families.

7. Working for the Children’s Education

Tt is hypothesised that working wives may provide
high levels of education for their children, either
in private schools or at third level. Some evidence
of this was found for PWW families where spend-
ing was £260 per annum Of 71 per cent higher
chan for NWW families who have similar circum-
stances. The fact that FWW families have only
one pre-school child explains their low level of
educational expenses.

8. Child-care, Domestic Services and Personal
Services

Investigators into the working wife phenomenon
have hypothesised that such families have high
levels of spending on items such as child-care,
domestic services and personal services. In the
USA, child-care is a major cost to be taken into
account by working mothers (Gray, 1992). The
position in Ireland is quite different. As 2 bud-
getary category, child-care expenses are quite small
and are subsumed into the category of domestic
service (both residential and non-residential)
which includes child-minding and baby-sitting.
PWW families and FWW families were found to
have over three and six times the NWW level of
spending on this total category, respectively. Not
only do these families buy the child-care services
made necessary while the wives are at work, but
also these wives apparently reduce their ‘dual
burden’ by employing help in household cleaning
tasks. While at first glance, the ratios above denote
findings of great importance, the proportion of
budget involved in each case — just 0.4 per cent
and 1 per cent for NWW and PWW families
respectively — reduces the significance of these
findings. Only the highest level of spending which
is £340 per annum (or 1.8 per cent) for FWW

families merits attention.

PWW families are the highest spenders on pet-
sonal services such as hairdressing, dry cleaning,
Jaundry, shoe repairs and other personal care ser-
vices. However, in all cases the amount spent is
less than 1 per cent of budget.
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9. Eating Out and Convenience Food

‘As mentioned earlier, FWW families allocate a rel-
atively low proportion of their budget to food (17
per cent versus 23 per cent for PWW and
families) — a fact which is explained by their small
family size. However, another contributory cause
is the fact that, in accordance with classical eco-
nomics (Engels’ Law), food tends to account fora
Jower proportion of family spending in a// high-
income families. None the less, their spending on
food-away-from-home (FAFH) at £940 per
annum is the highest of all groups — even the
larger families. At 29 per cent of their overall food
budget, this level of FAFH spending clearly
demonstrates that they enjoy a very different life-
style from NWW families, who spend as little as
17 per cent on eating out/convenience food. The
bulk of this expenditure goes on food that is eaten
away from home in canteens, fast-food outlets,
hotels or restaurants, rather than on prepared
meals or convenience food.

Where wives work part-time, the trends are simi-
lar. Although the additional money they spend on
food is only proportionate to their increased
resources, they also have shifted to more conve-
nient forms of eating. Overall, they allocate 51 per
cent more than their NWW counterparts to
eating out and convenience food, with the effect
that they reduce the burden of food preparation
and washing-up — tasks which typically fall to the
wife. PWW families were found to allocate as
much as 22 per cent of all their food expenditure
t0 such forms of convenience food — a figure that
must be contrasted with 17 per cent for NWW
families.

FWW families were compared with other urban
families composed of 2 adults and 1 child (with
whom they are almost perfectly matched), to see if
they have more expensive eating habits. Not only
do FWW families spend 25 per cent more on
food than this control group, but they have a 57
per cent higher level of spending on FAFH. This
comparison shows that convenience and/or recre-
ational eating is not merely the practice of young
couples or small families. At 29 per cent of their
total spending on food, such cating patterns are
considerably greater than these counterparts for
whom such expenses account for 21 per cent of
their food expenditure. These substantial differ-
ences can only be attributed to the different pro-
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Table 6 Comparison of Food Expenditure in Families Having a Wife Working Full-time
and Those Containing Two Adults and One Child
Two adults Wife employed
and one child  full-time (FWW)
Average age of husband 336 333
Family size 3.0 28
Percentage of wives at work 34 100
Spending on food *£2,580 £3,200
Index of food spending (2 adults and 1 child = 100) 100 125
Percentage of the family budget spent on food 20 17
Spending on FAFH *£540 £940
Index of FAFH (2 adults and 1 child = 100) 100 157
FAFH as a percentage of all food spending 21 29

Source: Special analysis of HBS data conducied for this research and HBS, vol. 2, Table 7.

* Expenditure is up-weighted as Dublin level is 2.5 per cent above national rate of spending.

portion of working wives between the two groups.
In this respect, the present study supports the
findings of Jacobs et al. (1989) and Oropesa
(1993) that families containing working wives
consume more convenience food than others.

Overall Economic Costs and Benefits
of Wife’s Employment

It has been noted by Eggebeen and Hawkins
(1990) that a second income is less effective in
increasing a family’s well-being than if an amount
of money equivalent to the second income were
added directly to a single earner’s income. This
basically arises through the increased costs of the
second employment which have been designated
by Hanson and Qoms (1991) as taxation, child-
care, transport, meals out, clothes and increased
spending on personal care. Based on United States
data these authors found that such costs account
for a reduction of between a half and two thirds in
the income advantage gained from a wife’s
employment, with the highest losses occurring at
the upper income brackets. Comparable costs of
employment for various family types were calcu-
lated for the Irish context with the exception of
personal income tax, which was excluded due to
the unreliability of income data here.

Where both spouses work, the total of these costs
is £4,700 for the FWW families and £3,400 for
PWW families. By way of comparison, the figure
for the sole employee in NWW families is a mere
£2,800. In terms of the overall budgets of these
families, costs of employment comprise between
20 and 25 per cent depending on whether the
wife works part-time or full-time.

The significance of these costs is however masked
when they are considered relative to the tozal bud-
gets for dual-earner families. A more valid
approach is to consider the costs of the second
earner in terms of the additional purchasing
power she generates. The net benefit therefore of a
wife’s employment is the purchasing power she
generates minus the costs involved. Looking at the
situation from this perspective, up to 54 per cent
for FWW families (and 28 per cent for PWW)
goes on costs that would not be incurred if she
were to remain at home. Put another way, wives
working full-time incur expenses of over £1 for
every £1 they have to spend on other additional
items. In monetary terms, the ‘true’ disposable
income (increased spending power through a
wife’s earnings minus the increased work-related
expenses) is almost equivalent for the two groups
of working wives with £1,650 available to FWW
as compared with £1,490 for PWW families. For
every £100 spent on non work-related expenses by
FWW families almost £91 is spent by PWW fam-
ilies. According to this analysis it might appear
that working full-time just does not make finan-
cial sense, or is ‘economic madness’ as one work-
ing wife put it. This view is even more justifiable
when it is remembered that these families have
already undergone average deductions of £7,700
for tax and social insurance.

While the calculations above obviously ignore the
sense of independence and psychological self-
esteem that employment generates, a purely eco-
nomic argument must also be considered. It is
unfair to consider work-related spending totally in
a negative light because, when viewed from the
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Table 7 Costs of Employment in Relation to Total Spending for Various Family Types

Family type Nww PWW Fww
Total spending £15,200 £17,200 £18,700
Index of total spending (NWW families = 100) 100 114 124
Costs of employment * £2,810 £3,400 £4,740
Index of costs of employment (NWW families = 100) 100 121 169
Costs of employment as a percentage of family spending 18 20 25
Costs of employment additional to those incurred by NWW families £0 £590 £1,930
Increase in fotal spending over that in NWW families £0 £2,080 £3,580
Addifional costs of employment as a proportion of increased level of spending 0 28 54
Higher level of spending minus the increased costs of employment £0 £1,490 £1,650

Source: Special analysis of HBS data conducted for this research

* Costs of employment comprise transportation, FAFH, wife's clothes, domestic service, child-care and personal services.

participant’s perspective, these out-goings also
constitute benefits to be enjoyed. As costs associ-
ated with work, they may well be inevitable, yet
the prime beneficiary is the employed wife herself.
A second car, additional eating out, wife’s clothes
and footwear, child-care and help with domestic
chores have to be paid for, but bestow an improve-
ment in material life-style on the families con-
cerned — particularly the wives. Such benefits are
obviously weighed in the balance where these
wives decide to participate in the paid labour
market.

Work-related goods and services are also enjoyed
by families where the wife works part-time. It is
clear from the above table that the increase in
their spending over that of NWW couples is less
than one third of that enjoyed by their FWW
counterparts (£590 as compared with £1,930).
The result is that they cannot enjoy the same life-
style as FWW families. However, FWW families
incur much higher expenses, which cause their
‘real’ disposable income to be considerably
reduced. Calculations show that less than half of
the £3,580 they gain by working is really available
for spending. Surprisingly, the £1,650 which
remains to FWW after their costs of employment
are removed is only marginally greater than the
comparable sum of £1,490 available to PWW
families. The inevitable conclusion of such evi-
dence is that the economic argument for working
full-time rather than part-time is weaker than

might be expected.

Conclusions

o The label ‘dual-earner’ is misleading in that
two quite separate groups are involved. Wives
working full-time have an economic advantage
of 24 per cent, while it is only 14 per cent in
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the smaller group of wives who work part-
time. Overall, the gain to families containing a
working wife is an increase of 21 per cent in
their spending power.

The manner in which family spending is allo-
cated is contingent on whether the wife works
on a full- or part-time basis.

Where she is a full-time worker, all categories
were found to benefit to some extent. Two par-
ticular budgetary categories however, housing
and transport, account for £2,500 or 70 per
cent of the increased spending levels between
FWW and NWW families. Even when FWW
families are compared with similarly young
small families their levels of spending on hous-
ing, transport and food are significantly higher.
Indeed, their housing expenditure is such that
it is sustainable only where both partners
remain in employment. For this reason, it
might be concluded that such wives have to
remain at work to support their mortgage
repayments. However, at present they are quite
affluent as they not only support a high mort-
gage and higher motoring costs, but also can
afford to take more expensive holidays, spend
more on the wife’s clothes and eat out to a sig-
nificantly greater extent.

The budgetary evidence for families where
wives work on a part-time basis also shows
higher levels of spending than in families
where they work at home as housewives. With
overall spending levels 14 per cent higher than
their single income counterparts, all budgetary
categories without exception reap the benefits
of such earnings. In virtually no case is a
higher level of spending undertaken by PWW
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over FWW families. The sole exceptions to
these findings are education and food-within-
the-home where PWW families had a higher
level of spending than FWW families — a fact
that reflects their stage in the family life-cycle.

 One surprising finding is the very high costs of
employment affecting FWW and (to a lesser
extent) PWW families. Because FWW families
have greater expenditure on these items, their
disposable income in other areas is only mar-
ginally higher than that of their part-time col-
leagues. This evidence challenges a purely eco-
nomic argument for employment on a
full-time basis. Clearly sociological factors

relating to independence and personal fulfil-
ment must weigh heavily in the minds of
many of these wives — a hypothesis that should
be incorporated into future investigations into
such decisions.

¢ Finally, both groups constitute important
market segments as they have significant
spending power over and above that available
to families where the wife is not in paid
employment. Irrespective of whether the wife
works full-time or part-time, this evidence
indicates that they have large disposable
income and constitute important target groups
for marketing effort.
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Book Review Essay

SOME GOOD WORDS ON THE GOOD
WORLD OF WORLDLY GOODS

Russell W Belk

Lisa Jardine’s Worldly Goods: A New History of the
Renaissance (Macmillan 1996), asserts that ‘the
seeds of our own exuberant multiculturalism and
bravura consumerism were planted in the Euro-
pean Renaissance’. While accepting that contem-
porary consumption patterns are the fruit of
Renaissance seeds requires suspending disbelief in
a 500-year-old tree that is not sketched in her
treatment, Jardine nevertheless succeeds in pre-
senting a highly engaging portrait of the intriguing
world of international trade in Renaissance era
luxury goods. Significantly, rather than being
among the growing group of historians and sociol-
ogists who have recently researched the roots of
consumer culture, Jardine is an English professor.
This background shows in the compelling narra-
tive, interpretive sweep, and bold new directions
that characterise her book. The only citations of
prior histories of consumer culture in her bibliog-
raphy are one book each by Braudel and Schama.
The result is a new perspective, placing the origin
of consumer desire in 15th and 16th century
Venice, Istanbul, Germany, France, and England,
rather than 16th century China, 17th century
Netherlands, 18th century England, 19th century
France, or 20th century United States — the major
times and places of consumerism’s rise according to
previous treatments. In this departure, Jardine
succeeds in giving us a new history of the Ren-
aissance; a history that emphasises commerce more
than art, science, politics, or religion as the driving
engine of change in each of these other historical
spheres. Ultimately this contribution overshadows
the issue of whether or not Jardine has identified
the definitive time and place that consumer cul-
ture first arose (for all of the times and places that
have been suggested appear to be part of the evolu-
tion of contemporary consumption).

The world depicted in Worldly Goods is a world of
amoral profit secking and status competition by
individuals, nations, and religions. When the rise
of the Islamic Ottoman Empire threatens to cur-
tail profitable trade with Christian Europe, mer-
chants from Venice and Genoa find ways to
remain above the fray. When Biblically-inspired
prohibitions of usury get in the way of business
and banking, a more or less open subterfuge is
used to officially disguise the charging of interest.
When the pope or kings get in financial trouble,
merchant bankers like the Medicis and Fuggers

bail them out and gain future favours. When these
merchant princes seck to elevate their status, they
orchestrate royal marriages for their daughters
with the help of lavish gifts and dowries the size of
some national incomes. And when the Catholic
Church becomes too successful in selling indul-
gences that give their purchasers the belief that
they may sin with impunity, Martin Luther pre-
cipitates the Protestant Reformation that eventu-
ally divorces religion and morality from the opera-
tions of business. All of these developments
suggest the rise of capitalism in an era that pre-
dates Weber’s Protestant Ethic, the Industrial
Revolution, and the Dutch Golden Age.

In introducing these developments, Jardine weaves
together a fascinating set of tales involving bold
business ventures, strategic alliances, spectacular
palaces, sumptuous collections, and rapacious
desires. For example, we are introduced to Martin
Behaim who was commissioned by the merchants
of Nuremberg to create a globe of the world
which would help open up new trade routes and
break the Portuguese monopoly on the spice trade
between Europe and the East. Thanks to a bit of
commercial and industrial espionage, Behaim pro-
duced a lavishly detailed globe showing not only
trade routes but annotations of the sort of rare
commodities to be obtained in various exotic
locales. Magellan used this globe to convince the
Spanish to fund his 1505 voyage that led to the
discovery of the straits named after the commer-
cially motivated explorer. This same globe is fea-
tured in Hans Holbein’s famous painting, The
Ambassadors, which Jardine uses deftly as a loom
that brings together such diverse threads as King
Henry VIII's remarriage to Anne Boleyn, the
Lutheran split from the Catholic Church, the
latest developments in astronomy and mathemat-
ics, political intrigues between France and
England, the transmission of knowledge via
books, the war between the Hapsburg empire and
the Ottoman Turks, and the creation and collec-
tion of Renaissance art. As with reading a good
novel, we are gratified to see the disparate plot ele-
ments in this history come together to produce
such a beautiful and tightly woven tapestry. And
in the reading we gain a new understanding not
only of the Renaissance, but of the role of com-
mercial and consumer desires in the history of the
world capitalism.
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In furthering our understanding of the merchant
side of the rise of capitalism, this book makes an
enormous contribution. We are shown, for inst-
ance, how the veil of ‘gifts’ is used to disguise the
reality of exchanges like those between artist and
patron that were at the time supposed to be ‘above’
the profane marketplace. This gift-giving ruse is
something that also appeared slightly later among
late Ming Chinese literati acquiring paintings at a
time and place that Craig Clunas (Superfluous
Things, University of Illinois Press, 1991) has
shown as another critical step in the emergence of
consumer culture. While Clunas and a few others
have begun to challenge the complacency of prior
theses implying that consumer culture is purely
Western phenomenon, Jardine provides numerous
glimpses of similar developments among the
Ottomans from Mehmet 11 through Suleiman the
Magnificent. Much more can be done on Otto-
man capitalism and mercantilism, but this book
provides a number of promising avenues of
approach for such investigations. Jardine also
shows the moral tension created by capitalism in
Renaissance Europe and how merchants and
others sought to ‘cleanse’ their wealth by generous
donations of commissioned artwork (which also
happened to commemorate the donors) to increas-
ingly opulent Catholic churches. By the age of the
‘robber barons’ in the United States, business had
still not lost its image of immorality, but art had
replaced religion as the sacred laundry that turned
dirty money into something clean and beautiful.

Jardine also provides a nice account of the market-
ing of indulgences and Martin Luther’s critique of
both the Church’s involvement in this commerce
and the false advertising of these promissory notes
for the soul. She shows how in order to finance the
rebuilding of St Peter’s, the Vatican offered better
and better indulgences to the point that ‘pur-
chasers and their relatives were forgiven every con-
ceivable sin they had committed, or might
commit, and exempted from all suffering in
Purgatory, advancing immediately to Heaven'. The
entanglements of business and religion are also evi-
dent in this context in that the German banking
family of the Fuggers was given a five per cent
commission plus currency exchange fees for col-
lecting the indulgence monies and conveying them
to the pope. Perhaps the one area on the merchant
side of the rise of capitalism where Jardine might
have done a better job is in her analysis of the
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development of double-entry bookkeeping and its
transmission to merchants via books. The analysis
is fine as far as it goes, but it might go furcher and
consider how such accounting also helped to create
a moral and rational justification for business and
the profit it entails. Jardine gives a good account of
the formal debate on the morality of business, but
as Carruthers and Espeland argue in the July 1991
issue of the American Journal of Sociology, and as
suggested earlier by Weber, Schumpeter, and
Sombart, double-entry bookkeeping helped to
rationalise business transactions not only in terms
of making them logical, but also in terms of offer-
ing a system of thetorical arguments that circum-
vented the religious and moral objections of tradi-

tional Christianity.

But Jardine’s book is in general highly enlightening
about the trader and seller side of Renaissance
business transactions. Unfortunately it is much less
enlightening about the consumer side of these
cransactions. Given her thesis that the seeds of
contemporary consumerism can be traced to the
Renaissance, this is especially disappointing.
Implicitly, Jardine believes that by demonstrating
that the wealthy merchants and nobility of Renais-
sance Burope sought to outdo themselves in con-
spicuous consumption of art, furnishings, retinues,
clothing, and palaces, she has demonstrated that
consumer culture arose during this eraand that its
effect on ‘our own exuberant multiculturalism and
bravura capitalism’ is self-evident. There are several
problems here. One is that, as I argue in Collecting
in a Consumer Society (Routledge, 1995), conspic-
uous consumption by rulers and wealthy élites
does not a consumer culture make. If it did, then
the roots of consumer culture would go much far-
ther back than the Renaissance and be found in
the ancient civilisations of China, India, Egypt,
Sumeria, Assyria, Persia, and Babylonia. But only
in the case of books does Jardine attempt to show
that the Renaissance affected anyone but the élite.
Lacking a strong and widespread Renaissance
interest in more fashionable clothing, furnishings,
and other consumer luxury goods, a more com-
pelling case can be made for the rise of consumer
culture at the other times and places investigated
more thoroughly in terms of consumption by his-
torians and sociologists.

Another problem with Jardine’s treatment of the
consumer desire side of Renaissance business
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transactions is that it is one-dimensional. The one
dimension that she invokes to account for con-
spicuous consumption and collecting is status
competition. My concern is not so much that this
Veblenian perspective is wrong, but rather that
there is more to consumer motivation than max-
imising social status. Although Jardine is not alone
in clinging to this perspective (for example, see
Philip Wagner's Showing Off The Geltung
Hypothesis, University of Texas Press, 1996 and
Nicholas Xenos Scarcity and Modernity, Rout-
ledge, 1989), it belies my work with collectors
who display other motivations as well. For exam-
ple, at the root of much collecting there appears to
be a desire for the transcendent — for something
more lasting, mystical, and magical than that
encountered in our daily lives. This need not be a
competitive quest at all. And competition can be
against self or some absolute standard rather than
against others. If consumers were simply moti-
vated to acquire things for their status connota-
tions and denotations, we would be loath to
explain our attachments to objects that are thread-
bare, that evoke purely personal memories, and
that we are fond of simply because they are famil-
iar and make us feel good. While Jardine occa-
sionally mentions the aesthetic appeal of objects
collected, it is generally in order to suggest that
these objects were capable of inspiring others’ awe
rather than to suggest their sublime or transcen-
dent appeal to the collector. This logic implies
that all objects are fungible if something bigger or
better comes along. Old dogs, old shoes, and old

spouses all contradict this implicit claim.

Only in suggesting that books sometimes ‘pro-
vided memorable visual images of exotic distant
locations which readers were unlikely ever to see
themselves’ does Jardine hint at non-status-seeking
fantasy-driven motivations for consumption. This
is the sort of hedonic consumption motivation
that Colin Campbell (7he Romantic Ethic and the
Spirit of Modern Consumerism, Blackwell, 1987)
has so usefully suggested contains the key to con-

sumer culture. This one loose thread in the fabric
that Jardine has so tightly woven on the seller side
of the equation preserves the possibility that her
central thesis, that the seeds of consumer culture
were sown in the Renaissance, may have some
basis. But it remains for other scholars to make
something with this thread.

These objections to Worldly Goods’ treatment of
consumption do not lessen the book’s value in
helping us understand the rise of capitalism from
the perspective of the merchant. For her engaging
and compelling account of the interpenetration of
the Renaissance worlds of commerce, exploration,
nation-building, religion, publishing, education,
and art, we owe Lisa Jardine much. The same is
true of her demonstration that commerce is an
under-appreciated driving force of those changes
in the Renaissance that we normally attribute to
art, science, and scholarship, each of which is fur-
ther assumed to be totally divorced from the
forces of the marketplace. In the present era, as
the social sciences and humanities increasingly see
consumption as the key force afoot in contempo-
rary society and recognise the world as a suddenly
global marketplace, we are awakened by Jardine to
the possibility that these are not new develop-
ments at all. For all these reasons, this is an impor-
tant book. During the Renaissance it would have
been a revelation. It is even more so today.

Worldly Goods: A New History of
the Renaissance

by Lisa Jardine, Macmillan, London, ISBN 0 333
638107, 1996, 405 pp., £25.

Avuthor
Russell W. Belk is professor of marketing at the
University of Utah, USA.
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ECONOMICS, STRATEGY AND

BUSINESS

Brendan O’Rourke

This essay reviews two examples (Besanko et al.,
1996; and Kay, 1996) of the current boom of
books dealing with recent developments in the
economics of business and takes the opportunity
for some brief reflections on some of the issues
involved.

Since the success of Porter’s (1980) adaptation of
industrial economics to strategic analysis there has
been much work by economists aiming at making
their dismal science more relevant in management
thinking. This has been driven not only by
Porter’s success but also by developments in the
fields of both management and economics. Man-
agement thinking has been redefining, and per-
haps searching for a renewal of its core, as the old
functional structures in business have been swept
away and as the explosion in management
research has strained the paradigms of various
older business research projects. Developments in
economics have meanwhile been adding to the
relevance of, particularly, microeconomics to busi-
ness as approaches such as game theory and trans-
action costs have born fruit.

The Economics of Strategy

As the title of Besanko, Dranove and Shanley’s
(1996) text indicates, it has concentrated on eco-
nomics as it applies in particular to strategic ques-
tions. The book is divided into four sections: firm
boundaries, market & competitive analysis, strate-
gic position & dynamics, and internal organisa-
tion.

In section 1 firm boundaries are examined using a
mainly transactions cost approach to the strategic
questions of what business the firm is in, how
large the firm should be and the make or buy
decision. Some historical perspective on the envi-
ronment in which firms operate is also provided
in a way that is related to the contemporary strate-
gies of the firms concerned. Readers are intro-
duced to, and shown the significance of, concepts
such as asset specificity and contracting hold-ups.
Economies of scale and scope are also examined.
These concepts are applied to the questions of
horizontal and vertical integration.

Section 2 — ‘Market and Competitive Analysis’ —

links Porter’s five forces analysis to its industrial
economics roots. More recent developments in
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game theory economics are also used here to illus-
trate the importance of both commitment and
repeated interaction.

Section 3 is entitled ‘Strategic Position and
Dynamics’. The economic nature of competitive
advantage is examined and an economic rationale
provided for cost, focus and differentiation based
strategies. Economic tools for analysing long-run
cost and differentiation are covered. This section
also examines resource-based theories of the firm
and their relevance to strategy, and even manages
to squeeze in a chapter examining the origins of
competitive advantages based on innovation.

Section 4 is concerned with the internal organisa-
tion of the firm. Principal-agent theory is used to
look at the incentives and information flows
within the firm. Questions on structure are
addressed by describing various types of structures
from U-forms to networks, and also by examining
the relationship between strategy and structure.
Power and culture issues are also, if somewhat
briefly, examined. Questions of power are linked
to the transactions cost approach while questions
of culture are related to the folk theorem.

A final chapter grounds what is quite a theoretical
book by looking at roles of the general manager
and their relationship to strategies.

This book provides in four sections a working
framework for the examination of strategic ques-
tions. The four sections will be easily recognisable
by students of economics but should also be
useful to those coming to strategy from other dis-
ciplines. Plenty of, mostly American, cases are
used to illustrate the principles discussed, though
the empbhasis is very much on explicit models and
developing the ability to apply them. The sources
cited show great erudition on the part of the
authors and facilitate research on the arguments
presented.

The book shows how developments in economics
mean that the discipline has much to offer in all
areas of strategy and is not limited to the mere
analysis of competitive forces of the market to
which it is, regrettably, often confined. In recent
times this point has been argued in different ways
by several economists specialising in the econom-
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ics of business and strategy, for example by Kay
(1993). The problem for these authors and
Economics of Strategy has been not so much the
quality of their arguments as how to market them.

The style of Economics of Strategy is accessible
when compared to most economic texts and jour-
nals. However, the analytical nature of economics’
contribution means that it may be hard for most
practising managers to invest the effort needed
despite the doubtless profitable return. Indeed,
one could imagine only a manager who had been
particularly fond of economics in business school
tackling such texts outside the context of some
course. Yet the strength of the new economic
insights into strategy is such that those with
strategic responsibility cannot remain ignorant of
them for long.

The other audiences to which Economics of Strat-
egy addresses itself — MBA students, advanced
undergraduates and students in executive pro-
grammes — will find the book almost perfectly
pitched. The way the book is structured, the
manner in which the principles are illustrated in
both historical and present day cases, and the clar-
ity of expression makes the well-reasoned and sup-
ported arguments both satisfying and accessible.

Given the current resurgence of economics in the
field, Economics of Strategy may well be successful
as a main text in a strategy course. However, some
may find it too far removed from what Foss
(1996, p. 1) describes as the sometimes ‘excessive
pluralism and eclecticism’ of strategy. Indeed the
authors (p. xii) recognise this when they acknowl-
edge that, ‘our emphasis on economics in this
book is not intended to downgrade the impor-
tance of process; it is simply beyond the scope of
our expertise to say much about it’. Such frank-
ness is refreshing and exceedingly helpful in a field
which at times can be given to exaggerated claims
and one-size-fits-all solutions.

Indeed, one problem with the book is its perhaps
excessive modesty: it confines its scope to illustrat-
ing the usefulness of economics to strategic ques-
tions as opposed to operational questions in busi-
ness. This may well be a useful counter to the
tendency of some to restrict business microeco-
nomics to a version of logistics and statistics, but
at times it seems rather artificial. For example, in

estimating cost curves lessons can certainly be
learnt on the strategically important behaviour of
costs in the long-run but the same principles can
also provide the more operationally relevant
insights on short-run cost behaviour. Again the
economic development of game theory while, rel-
evant to long-term strategic issues, also provides a
useful way of thinking about short-term tactics.
With just a few additional applications Besanko et
al’s text could rightly claim the title ‘Economics
of Business or at least ‘Microeconomics of
Business’.

Economics of Strategy is an important and well
argued text. It deserves to have an impact on both
the business economics and strategy disciplines.
Indeed it has lessons which are relevant to the
entire field of management. However, Besanko et
al.’s impact, at least with this text, is likely to be
more through the academic routes of classroom
and journal debate than via the book shelves of
the reflective practitioner.

The Business of Economics

In contrast to the above, The Business of Economics
is suitable for casual reading and doesn’t require a
course of concentrated study. It is a collection of
highly readable essays and lectures extolling the
relevance of economics especially to business.
However, Kay is no unreconstructed neo-classical
economist, and even entitles one of his chapters
“The Failures of Forecasting’!

Though Kays 1993 book, The Foundations of
Corporate Success, was even more focused on
strategic questions than Besanko et al. (1996) this
volume, The Business of Economics contains a more
diverse gathering of short pieces. There is a variety
of examples of economic applications which
address not only strategic matters but also more
operational issues.

The collection of essays is divided into four parts.
Part I is entitled ‘Economics in Business’ and con-
cerns itself with showing how the previously
neglected microeconomics may be much more
useful to business than the perhaps more glam-
orous macroeconomics. This task takes Kay into a
very positivistic essay defending the possibility of
studying business scientifically, which he manages
to achieve while maintaining a lightness of touch.

71




Irish Marketing Review Volume 10 Number 1 1997

Part 1 is concerned with competitive advantage at
both the level of the firm and the level of the
nation. Here the concepts of the resource-based
theory of the firm and added valued are explored.
Innovation, architecture and reputation are €x-
plained as distinctive capabilities and linked to the
creation of competitive advantage.

Tn the third part of the collection Kay — one of the
gurus of stakeholding — writes about how his view
of corporate success relates to and perhaps illus-
trates the requirement for stakeholder societies.
This is done by essays on the importance of rela-
tionships and commitment and the need for
inclusive economies.

The fourth and final part of the collection is a
series of applications of microeconomics to partic-
ular business contexts. These business problems
range from the perhaps trivial sounding “Why
does Nigel Mansell earn more than fifty times as
much as the Prime Minister?” to a decper look at
the future of the media industries.

There is not much new from Kay in this volume
for those who have read his articles in the
Financial Times or who have made the well-
rewarded effort of studying his Foundations of
Corporate Success. Vet for those who would like an

accessible, though selective survey of how develop-
ments in microeconomics can be applied to busi-
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ness, The Business of Economics is highly recom-
mended.
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ahead of France,

Marketing in Action: Learning from a
small Country
edited by Aidan O’Driscoll, Mercury Public-
ations, Dublin, ISBN 0 9523597 1 5 (pbk), 0
9523597 2 3 (hbk), 1997, 196 pp. £19.95
£29.95 (hbk).

Over the past ten years, Irish Marketing Review
(IMR) has played an important role in the devel-
opment of marketing in Ireland. Issue after issue,
it has brought to its readers all that is best in intet-
national and Irish marketing research and prac-
tice. It has reported on many stimulating case his-
tories which have offered real practical advice to
marketing professionals in companies, large and
small. For The Marketing Institute, the availabil-
ity of IMR has been of great significance as 2
valued service which the Institute can offer to its
members and senior students.

Right from its inception in 1986, the driving
force behind IMR has been Aidan O’Driscoll who
had the vision to recognise the need for the publi-
cation of such a journal for the benefit of Irish
marketing educators and practitioners and the
Institute. He also had the energy and drive to
carry his vision through, often at times when there
was very little support. That we can look back at
10 years of successful publication of IMR is a
great testament to Aidan O’Driscoll’s resolve and
commitment to this particular crusade.

Tt is highly appropriate that Aidan has now taken
a further initiative by publishing 2 book entitled
Marketing in Action — Learning from 4 Small
Country. It is a selection of the eighteen ‘best’ arti-
cles published in IMR and is a valuable work in
demonstrating how marketing thinking in Ireland
has progressed over the past decade. Just like in
the global arena, it is evident that in Ireland, too,
marketing practice has moved away from the tra-
ditional focus on the high street consumer and
mass marketing to target marketing and relation-
ship building, employing new forms of distribu-

tion an communication.

The book illustrates how small countries such as
Ireland can contribute usefully to the new wave of
marketing thinking. In recent years, Ireland has
made huge strides in improving growth and com-
petitiveness and in 1996 it was ranked the 16th
most competitive economy in the world by the
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World FEconomic Forum,
Germany, Australia and Spain.

There is no doubt that Trish industry’s evolving
appreciation, Over the past decade, that marketing
drives the business has been an important element
:n Ireland’s shining light success story. One has
just to look at the investments which companies,
large and small, are now making in marketing
human resources and promotional investments o
appreciate that marketing is the lifeblood of the
Celtic Tiger.

Aidan O’Driscoll’s book consists of six parts, each
with three articles. The first nine have a more the-
oretical emphasis and address the perennial ‘trian-

I¢ of marketing superiority — the need to com-
prehend fully your customer, your competitor and
your own organisation. The second nine focus
more on marketing in action, and illustrate best
marketing practice in consumer, business to busi-
ness, and service marketing CONtexts.

In the first part which deals with ‘Understanding
Customers, there are excellent papers on relation-
ship marketing and customer care. Evert Gumm-
esson of the Stockholm University School of Bus-
iness reminds us that successful marketing is not
simply about overseeing a transaction with a final
customer but about managing a series of relation-
ships with ‘customers’ and clients in, and beyond,
the immediate marketplace and in the firms
organisation. David Carson and Audrey Gilmore
from the University of Ulster present their highly
regarded model for customer care and the very
interesting case study of Northern Ireland Elect-

ricity.

The second set of three articles concentrates on
Understanding Competitors’. Here, there is a fine
article from Brian Leavy, Dublin City University
Business School on the risks and difficulties in
attacking market leaders because of their protec-
tion by some sort of ‘virtuous circle’. Also, in this
part, there is a landmark article on branding by
John Fanning, Managing Director of McConnells,
Treland’s largest advertising agency. For anyone
who did not read the article when it was originally
published in IMR in 1995, it is worth buying the
book for this article alone.

The final part of the first half deals with ‘Under-
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standing Organisations’, and how the marketing
function is being managed in a changing business
environment. There is a classic article from James
Barnes, Memorial University of Newfoundland on
internal marketing and a challenging paper from
Aidan O’Driscoll and John Murray of Trinity
College which advocates a process-based approach
to managing the marketing function.

The second half of the book presents another nine
readings which look not only at conceptual issues
but also offer case histories and examples of best
marketing practice. The part on ‘Consumer
Marketing in Practice’ includes a very fine paper
from Redmond O’Donoghue explaining how and
why Waterford Crystal launched a new brand of
more contemporary design and competitive price
within the premium crystal market — without can-
nibalisation of existing product. There are two fur-
ther case histories on the brand positioning of Irish
whiskey and the marketing of Tyrone Crystal in

Japan.

In the section on ‘Business to Business Marketing
in Practice’, there are three articles all demonstrat-
ing the impact of new technology and modes of
manufacturing, delivery and service, as well as
novel organisational approaches, on increased
marketing effectiveness. The case history of Irish
Seafood Producers Group explains how a fuller
understanding and reshaping of the aquabusiness
‘value chain’ has resulted in international success.
In regard to new product development, there is
the interesting example of Thermo King and the
importance of speed to market or so-called turbo
marketing.

In the final section on ‘Services Marketing in
Practice’, there is an outstanding paper from
Kevin Bourke explaining how AIB Group intro-
duced its new corporate logo in the early 1990s.
The new identity was not so much about image,
rather it symbolises the change in organisational
structure and corporate values which the bank had
been undergoing during the preceding four years
in response to market and customer needs. The
process employed by AIB is required reading for
anyone considering a change in identity in com-
panies large and small. There are also very inter-
esting articles on the PROMPT approach to cus-
tomer service employed by Digital and the story
of the strategic partnership between Air Rianta
and Aeroflot in the former Soviet Union.

Marketing in Action: Learning from a Small
Country is a great read and is guaranteed to deliver
value to anyone who has an appetite for knowl-
edge and a curiosity for new ideas.

Review by John McGuire, chief executive of
Rehab Lotteries and former chairman of The
Marketing Institute

International Marketing Reader

edited by Stanley J. Paliwoda and John K Ryans
Jt, Routledge, London and New York, ISBN 0-
415-11400-4, 1995, 333 pp., £16.99.

Dear Stan and J.R. (Jr)
To misquote that infamous marketing academic,
Groucho Marx, T never forget a book, but in your

case I'll be glad to make an exception.’

Yours,

Anne Marie

Gronucko /f’far{

Review by Anne Marie Doherty, lecturer in
human resource management, University of Ulster
at Coleraine
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On the Fringe

NICHE AND NON-NICHE

James Wrynn

One of the most widely used terms in marketing
today is ‘niche’. The origins of the term in mar-
keting are relatively recent, but it is now so perva-
sive that some reflection on its meaning is worth
while. Students and entrepreneurs (and even
advertising copy writers) love the term. When
confronted with a situation requiring the develop-
ment of a strategy, they will almost inevitably
identify a current niche or a new niche as the key
to a future scenario. Having thus identified a
niche, all further analysis stops. The panacea has
been discovered. All remaining strategic and oper-
ational issues are now solved. Customers, sales and
profits are inevitable.

The niche is everywhere (see exhibit 1).

Kotler (1997) defines niches as being ‘subseg-
ments ... which are fairly small ... and typically
attract small companies’. He refines the definition
by arguing that market ‘nichers’ usually occupy
less than 10 per cent of the overall segment. Of

course this raises the perennial problem of market
segment definition and segment boundaries.

Originally the term niche tended to denote a
small segment, as argued by Kotler, and more
often than not a newly identified segment that
emerged due to changing taste, technology,
lifestyle or whatever. But of course this raises the
issue as to what is meant by small. Small can be
defined in relative terms as Kotler implies, but is
this really appropriate when in some cases such a
definition can apply to categories of business
worth several hundred million or even billions of
pounds?

Very often niche enthusiasts argue of imply that
one of the key characteristics of a segment is a less
competitive regime, either due to lack of interest
by other competitors because of the smallness of
the niche, or because of unique competitive
advantage by the first entrant to the niche. Such
competitive advantage held by the first mover into
the segment ensures any other new entrant is at a
severe disadvantage, or at least poses no serious
threat. In wilder flights of optimism it is implied
that the innovator is assumed not just to have a
competitive advantage but to have a sustainable
competitive advantage, even though in most cases,
no substantial evidence is provided as to the exis-
tence of such sustainable competitive advantage.
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Exhibit 1 $3 Trillion Niche Player

Srafl SIRLEL ON SHTaAtsaTion -

QUITE POSSIBLY,

At State Street, we're focused on the institutional investor. All

THE WORLD'S ONLY

of our products, services and technologies are dedicated to

¢3 TRILLION

help them in every aspect of the investment process. We

NICHE PLAYER.

are a world leader. But first and foremost, we are specialists.

Serving Institutional Investors Worldwide

. "'S_'iblrnl‘liun" repeesenty sl HUS dulan “1un7State Street (‘br}n‘mhuh'

Source: Financial Times, 30 June 1997

Perhaps also implied in this situation is a lack of
growth prospects in the segment. While this may
be the case occasionally, such a characteristic
makes the segment not only unattractive to later
entrants but unattractive to the organisation
which has first identified the segment. Thus in
summary, early usage of the term connotated new-
ness, in most cases smallness, invincibility to the
discoverer, lack of serious competition and an
idyllic life of sales, profit and all the business plea-
sures of the first occupants of the Business Garden

of Eden.

Over time, with diffusion of a garbled under-
standing of the original characteristics of the term,
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it has come to be used interchangeably with the
term segment, but perhaps sounds more sophisti-
cated and denotes some aphrodisiac qualities that
are a littde mysterious but almost magical in
potential. However, the term still retains some of
the more naive assumptions of its earlier under-
standing — exclusivity, lack of competition and the

good life generally.

In summary, it is now a meaningless term, used by
some completely interchangeably with the word
segment, and by more as a segment with some
kind of vague unspecified but very beneficial char-
acteristics. It is time the term was abandoned.
Much more useful conceptual analysis of markets,
their characteristics and composition can be

achieved by use of the word segment and all the
rigorous ideas that are associated with it.
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