BRAND LOYALTY

Does it Exist and Where is it Going?

By Paul Herbig


INTRODUCTION


As consumers, we all have heard of giant companies such as Coca-Cola, Proctor and Gamble and H.J. Heinz.  However, how many of us are familiar with the lucrative, rapidly expanding, Loblaw's Company, Merico Incorporated, Perrigo, and the Japanese company Daiei Incorporated?  These latter companies all have one thing in common -- they are all private-label brands.  During the eighties, the trend was to buy top notch items regardless of the quality or the price.  Brand names provided people with the image they were looking for.  The nineties have changed the way consumers are shopping.  The brand name is losing some of its clout, and private label brands are sweeping the marketplace.  This report analyzes the affect the new trend has on brand name manufacturers, and ways to tackle the problem of lost sales.

BACKGROUND INFORMATION


 Brand names can be defined as " a word, letter, or a group of words or letters" (1 271).  Branding means the use of this name combined with other synbols or designs that identify the product.  Branding was first invented during the Middle Ages.  Guilds were formed to control the quantity and quality of product made and sold.  Every producer put their mark on their products, so quantity could easily be reduced, and poor quality could be traced.  This is the beginning of the association between brand names and good quality or reliability.  Although this laid the foundation for the contemporary beliefs of consumers, people now use brands for identification (1 272).  Brands also make shopping easier for the consumer.  The choices of products can be narrowed down easier, and the customer usually knows what they are purchasing.  


In addition to benefitting the customer, it also benefits the producers.  " A good brand speeds up shopping time for the customer -- and thus reduces the marketer's selling time and effort.  Sometimes the brand name is the only method of differentiation that a company has.  Good brand names also make the introduction of new products easier for companies.


For some types of products, it is essential to establish a brand to differentiate it from the competition.  Establishing a respected brand is not as easy as it may seem.  There are several conditions that should apply when forming a new brand.  




1) product should be easily identifiable




2) quality is the best value for the price




3) dependable and widespread availability




4) demand for the product class is large




5) demand is strong so market price is high 




6) economies of scale




7) visibility




                          (1 273)


There are five levels of brand familiarity.  There is rejection, which means that people will not buy it unless the image is changed, and nonrecognition, which means no one even recognizes the brand.  There is recognition, which is what marketers try to achieve, preference, which is customerrs preferring one brand over another, and then insistence, which is the ultimate in consumer loyalty.  In the past, brand recognition was high overall.  The nineties have brought on a new shopping mentality, however.  Now, the familiarity is still there.  People recognize brands as being distinguished from other products.  The problem is that there is very little preference and insistence among consumers.  Thus, born again is the popularity of the private-label brands.


Generic products are " products that have no brand at all other than indentification of their contents and the manufacturer or the middleman" (1 274).  Generally these type of product was used for products that were thought of as commodities and were difficult or expensive to brand.  A decade ago, generic products were popular, but due to price cuts from various brand name manfacturers, they lost most of the market share they had.  They only account for 1.5 percent of the total grocerey store sales now. 
The generic products have been replaced by a relative called private brands.  These brands are created by the middlemen.  The major advantage is that the products are presold to some customers.  The problem with private brands is " that manufacturers normally offer lower gross margins than the middleman might be able to earn with a dealer brand" (1 277).  Right now it appears that private label brands are in position to lay a suffering blow to the brand name manufacturers.  In an effort to maintain status, the branders are fighting back.  The fight is all uphill however.  According to my research, out of  consumers in this area, 52.5% use national brands.  An overwhelming 47.5% of the customers were buying private-label brands (see table 1).

SITUATION ANALYSIS -- CONSUMER STANDPOINT


In the past, the users of private label products were considered lower-scale, and less educated.  With the introduction of new types of private label products (new categories), different types of consumers are becoming private label shoppers.  "The new buyers are a bit more upscale, with average household income ranging from 25,000 dollars to 55,000 dollars" (2 B-1).  The information that I gathered in my brand loyalty research study shows a step lower income bracket for this geographical area.  I found that the heaviest users of private labels in this geographical area was from 10,000 to 20,000 dollars.  The next largest segment was from 20,000 to 30,000 dollars.  The trend is that very low income people are the least likely to buy private label products because "quality label goods are not always readily available to these shoppers, because they are less willing to experiment due to the fact that they can not afford to experiment, and they do not want to be perceived as not being able to afford quality goods " (2 B-1).  These are some points to watch for in the future.  According to my research and to the Wall Street Journal, the 30 to 40 age group is the largest consumers of private label goods.  


The next question that should be asked is why are they buying more private label goods and is there a time when they buy more or less.  An overwhelming 63.8 percent of the people in the Jacksonville area buy private label goods because of the price (see table 2).  They can buy almost twice as many for what they can purchase one brand name product for.  The second highest reason people purchased a private label was because ther was no difference in the products they were choosing from, except for price.  Today's " buzzword is value "(3 B-6).  Consumers are interested in what value they can get for their money.  The consumers want a first-rate product at a second rate price.  Many private-label brands are filling these positions for the consumers at the expense of the national brands.   On the other hand, consumers are very picky as to what kind of private-labels they buy.  "Toothpaste, tuna, baby food, and beer are among the categories in which private-label products either have been unable to establish a beachhead or are posting sharp declines"(4 B-1).  This shows that there is still some doubt in the consumers mind as to the true quality of the private-label brands.  This is an opportunity for the national brands that should be taken advantage of.  The categories in which private labels are strong is in the cigarette, diaper, and bottled water departments.  However, other markets, such as the soft drink market, had better look out.  Loblaw's Company produces the private label drink "President's Choice".  Also Walmart is producing the drink, "Sam's Choice".  Between these two, they have caused some headaches for Pepsi and Coca-Cola.  It is predicted that eventually " Coke and Pepsi would have to lower costs and prices for the same reason that Proctor and Gamble did on its diapers: in order to save market share "(5 2).   


Customers are more label conscious than ever.  People have started reading the labels and realizing that many private label companies are offering the exact same product as a brand name, but at a much lower price.  At the same time though the price is not the only issue.  Quality is very iportant to the nineties customer.  "The footprint of the baby boomer is quality, but buying these brands (private-label brands) has become a badge of how smart you are "(2 B-10). 


The expectations of the customers has changed drastically in one decade.  The consumers expect no less than low prices and top-notch quality.  The consumer is finally in a position to demand exactly what they want.  They have high expectations out of the products they use, almost to the point that the businesses can not meet them.  The success of some of the private-label brands has even spurred an interest in creating more pleasing packaging and promotional schemes for other private labels.  This makes the road to recovery all the more difficult for brand names. 

SITUATION ANALYSIS -- PRODUCER STANDPOINT


" Throughout the 1980's, food companies kept sales humming despite flat population growth by steadily jacking up their prices" (2 B-10).  At that time consumers paid the price because they viewed brands as a symbol of quality.  Now the consumers are refusing to pay, and instead of just losing profits, the big brand name companies are also losing market share.  Even out of people purchasing brand names, 67.9% of them buy brand names on occasion (see table 3).  The consumer of the nineties is somewhat offended at the fact that the comapanies think that they can pull thee wool over the consumer with high prices and average quality.  In essence, the big comapnies brought their problems on themselves.  The advertising also help bring the misery on the branders.  "Advertisers infatuation with couponing may have helped make consumers price-loyal instead of brand-loyal" (3 B-6).  In addition to internal effects, there are some stimuli out the branders control that helped to bring on the demise of the brands.  The recession played a big role in consumers finding alternate routes to save  money.   Lifestyles have also changed in such a way as to not complement brands.  Imagery is not as important in many items as it used to be.  People have begun to look for the functional aspect of a product instead of the value expressive aspect.  " The eighties decade of opulance has changed to the nineties decade of sensibility.  That means they'll be going to private-products in droves" (6 98).    


The new trend with private-label producers is to up the promotional function of the products.  Also more product testing is being done to ensure repeat customers.  The private-labels are doing this and at the same time keeping the cost low.  They are underselling the brand names  in some areas by as much as 30 percent.  

   The leaders in private-label manufacturing are the Canadian company Loblaw's, Anheuser-Bush's Merico Incorporated, Perrigo, and Walmart's private label- Sam's.  These companies control most of the private-label segment, and pose competition for other private-labels as well as brand names.  

INTERNATIONAL VIEWPOINT


The United States is not the only country facing a decline in the usage of brands and brand names.  Brand name manufacturers have become just as vunurable in other areas around the world.  Not only are global changes in shopping patterns affecting foreign business, but they are affecting the quality of international business in the United States.  " Japanese supermarket chains are launching a slew of low-price, private-label products that are threatening lucrative niches staked out by U. S. food companies" ( 7 B-1).  Even in international markets, "it's getting harder to differecntiate between products because the private labels quickly imitate a national brand-then nail it on price"(7 B-7).  


In Northern Europe the trend is the same.  The market researchers are saying the same thing about the European market as they are about the market in the United States.  "Some manufacturers have pushed through hellishly high prices in recent years beyond product value and are allowing private-label goods to undercut them" ( 8 22).  Some estimate that private-label goods control as much as 32 percent of supermarket sales in Great Britain, and as much as 24 percent in France.  Nowhere in the world are brand name producers immune to private-label brands. 

EFFECTS AND ATTACK STRATEGIES

It is evident that the changes in consumer spending will have a great effect on certain businesses.  The trend of buying private-label brands will have an effect on the economy, the well-fare of some very well known companies, advertising, and future attitudes.  It is quite possible that due to the decrease in the buying of brand name products, we may very well see the rise and fall of some very prestigious companies in our lifetime.  If plans are not made to counter the attack by private-label brands, some companies will not survive.  

     Big brands are not content in sitting back and watching the private labels take over their market share. The branders have begun fighting back.  There are several methods that companies are using to fight back against private-label companies.  So far not just one of them has proven to work above the others, however, each method is having an impact on shopper preferences.  The question is, "is private-label shopping a fad or a trend".  


The first and most obvious way to counter the attacks is to cut prices.  The weeks of April sixth and twelth, Proctor and Gamble's diapers, along with Philip Morris's Marlboro cigarettes suffered extreme losses in their stock price due to price cuts.  In one way this is a tactical move.  It lowers the margin between the prices of the products, and gives the consumer a little tougher decision on which product to buy.  On the other hand, these price cuts could backfire.  "Even after Proctor and Gamble cut their prices 16 percent on its Luvs disposable diapers, Luvs will remain at a 17 percent premium" (9 B-1).  In addition to this , who is to say the consumer is not already brand loyal to the private-label.  
Another weapon that big branders are using is a boost in advertising and promotions.  Advertising for brand names now has taken on a new demension.  Advertising now emphasizes brand-name manufacturers' loyalty to their customers -- and their customer's loyalty to them.  In the past, companies have devoted money to push promotions.  Now they have to get into pull advertising.  Advertising has been a proven method to gaining sales.  In my research study I found that consumers will not admit to watching advertisements, but it definitely has an effect on their purchasing behavior.  By increasing advertising, a company can increase recognition to brand attributes.  At the same time, these brands have to keep the costs down or the advertising will be in vain.  


The third defense can be described in the old adage, " if you can't beat them, join them ".  This is the newest strategy for big branders in the fight against private-label manufacturers.  Branded manufacturers are applying their knowledge and skills to private labels (10 B-1).  To be successful at producing private-label brands, a company has to alter its thinking and planning.  A totally different outlook on manufacturing has to be adopted.  "The key for a branded company to get into private label is for senior management to buy into it" (10 B-10).  This can be an advantage for the company because it increases market share and profit.  However, if it is not implemented properly, it can hurt the branded company.  First of all, this forms even more competition for the branded label.  Since more profit is gained from the big brands, this could cut into the company's profit margin.  Another disadvantage is that by producing a private label brand, the company could market a quality inferior product.  In the long run this could hurt the image of the company and eventually cut into sales.  The smart way to handle this would be to separate the private-label name from association with the brand name.  This is a safeguard to protect the company image.


Another tactic to undercut the success of the private-labels is to focus less on the price and more on the quality aspect.  My research shows that the number one reason that people choose brand names is because of the quality.  The next reason is just because they consider it to be superior (see table 4).  Many companies are investing in innovative products and new product lines.  Many companies are trying to make the quality gap between brands and private-labels so big that the consumer could not refuse to buy it.  By producing new packages, offering new features, and showing the value of the product, branders are trying to win back market share.  The future will tell if they are doing enough.


If the early nineties are any prediction of what the rest of the decade will be like, then some big name manufacturers are facing the ultimate crisis.  Flattery and imagery are not enough.  Consumers want high quality, reliable, and inexpensive products available at all times.  This decade will be a real challenge for advertisers and marketers.  This is their chance to prove how much of a difference that promotion, place, price, and production really do make.

TABLE 1

PERCENTAGE OF RESPONDENTS WHO CHOSE VARIOUS PRODUCTS

            TYPE OF PRODUCT                  PERCENTAGES
            NATIONAL BRANDS                     52.5%

            STORE BRANDS                        47.5%








         _____________









       100.0%

TABLE 3

PERCENTAGE RESPONDENTS THAT HAVE USED PRIVATE-LABEL GOODS




RESPONSE                     PERCENTAGE
               HAVE USED

                 67.9%

               HAVE NOT USED                   32.1%

                                            _______________










  100.0%
TABLE 10

REASONS RESPONDENTS CHOSE ONE PRODUCT OVER ANOTHER




REASONS                      PERCENTAGES




QUALITY                        18.1%

               JUST BETTER                    15.2%

               TASTE                          15.2%

               VISIBILITY                     10.5%

               PRICE                           8.6%

               RELIABILITY                     5.7%

   


REPUTATION                      4.8%

               OTHER                           21.9%

                                         ___________________

                                               100.0%

TABLE 10

FREQUENCY THAT RESPONDENTS CHOOSE BRAND NAMES




FREQUENCY                      PERCENTAGE




ALWAYS                           41.9%

               FREQUENTLY                       25.7%




SOMETIMES




   20.0%




1ST TIME TO USE


    7.6%




OTHER                             4.8%

                                             ______________

                                               100.0%

TABLE 4

FREQUENCY THAT RESPONDENTS USE PRIVATE-LABEL BRANDS




FREQUENCY                     PERCENTAGE




FREQUENTLY                      47.9%




ALWAYS                          25.5%




SOMETIMES                       21.3%




ALMOST NEVER



   4.3%




1ST TIME TO USE


   1.1%








        ________________

 








   100.0%

TABLE 2

REASONS RESPONDENTS CHOSE PRIVATE-LABELS OVER BRANDS




REASONS 




PERCENTAGE




PRICE 




  63.8%




NO DIFFERENCE



   7.5%




GOOD TASTE



   7.3%




VISIBILITY



   4.4%




QUALITY




   4.3%




OTHER




  12.7%








     ____________________










  100.0%

EXECUTIVE SUMMARY


Private-label manufacturers have hit a gold mine.  Whoever invested in the production of store brand or private-label brands is in the spotlight.  Private-labels are sweeping the markets, and sweeping brand names right out the door.  Thes manufacturers are producing low-cost, high-quality items, and consumers are turning to them in droves.  In the nineties, the consumer has begun to place a higher importance on value.  They have begun to ask, "What am I getting for my money".  What is hurting big branders, is that the consumers have decided that the private-label manufacturers have the products that they want.  Flattery advertising and glitzy promotions are not attractive to the ninties customer.  Consumers are label-conscious and care about what they spend their money on.  
To survive, big brand companies are being forced to plan out some strategies to fight back.  Some of these include, heavier advertising and promotions, increasing quality, decreasing price, and even producing their own lines of private-label goods.  It will be interesting to see in the next year which big brands survive, and which ones do not.

