he growth of private label in

New Zealand presents a

real challenge to FMCG
manufacturers. The experience of
other countries suggests that the
key driver of private label growth is
retail consolidation. The countries
that are the exception to this rule,
other than Australia, have very
strong wholesale and independent
sectors.

Overseas trends

In a highly concentrated market,

profitable. The gross margin of
private label is 35% vs 25% for
branded product. These chains are
able to consolidate and add value
to other chains eg: Kroger with
25% private label bought Fred
Meyer who had 17% private label,
Alberstons (27%) bought American
Stores (17%). They are also able to
offer lower prices. By offering lower
prices on branded and private
labels they can offer consumers
lower total basket prices.

Zealand has been, and will
continue to be, a long and
gradual process.

Both of New Zealand’s
major supermarket groups
have a private label
architecture in place.These
broadly
similar, each offering both
a Tier | and a Tier Il private
label, but with different
depths of range and
performance. Foodstuffs’
tier 1 brand, Budget, has

programs are

private label has the
capability to dramatically
re-divide the available
industry profit pool.

Brand preference
effect

Even in the UK, with high
overall penetration, private
label is more successful
in some categories than
in others. Private label
is most successful in
categories where cons-

merchandising. Consumers therefore
are sensitive to in-store promotions
and make their purchase decision
at point of sale from a repertoire of
brands.

Film, household cleaners and
cold beverages fall within this
segment.

éprivate label is
most successful
in categories

labels to achieve growth; the
product must be capable of
drawing customers to the store.
Although it is counter-intuitive,
private label has the highest
penetration in the categories where
the price difference is lowest.
Private label is most successful
in categories with low-innovation by
manufacturers. Therefore manufac-
turers who have successful created
innovative product or packaging —
Gillette’s Mach 3 Razor, Tegel’s
Boneless Turkey Roast, and Master-

:ntc):rtlaasing ve;lu:-acfided private; “Private brands 250 dskqu) and i;s tier (2) umers have no brand Where fosd's griﬂdeztzp on pepphercorns
abel is one of the few means o ran am’s, has 75 i i - have created barriers to the ent

) ) preference. This s ry
achieving sales and profit growth. Sepal’ate the skus, comprising 11 to because the products are consumers of private label in their categories.
With fewer new stores being built, . 12% of sales, while seen as undifferentiated have no brand
retailers must rely more on non- qUICk from th e Progressive’s tier 1 brand, commodities. Customers 7] A long-term process
price competition. Private labels dead ) Basics, has 300 skus and perceive no performance pr efer ence. The expected growth of private

can create the point of difference
and help attract and retain
customers.

Additionally, implicit collusion is
easier, as the big players can
squeeze out smaller manufacturers,
tertiary brands and smaller retailers.
Retailers are also inclined to imitate
the success of others- Loblaws in
Canada, Safeway in the US and
Sainsbury’s in the UK have all been
imitated.

The chains with strong private
label programmes have been able
to buy out their poorer performing
competitors, thereby increasing
consolidation, as they are more

50%
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Back Home

While New Zealand retailers are
consolidating, they are still in the
early stages of developing
successful private label programs.
Long term consolidation of grocery
retailing is clearly a trend in New
Zealand. However, New Zealand
retailers currently under-perform
their British and North American
peer group in
performance.

As was the UK experience, the

private label

growth of private label in New

Signature Range, its tier 2
brand, has 650 skus, making
up 10 to 11 % of sales.
Pam’s is following the UK
model of having packaging
broadly similar to that of
branded packaged goods
and of launching sub-
brands where necessary,
whereas Signature Range
is following the US model
of a uniform design archit-
ecture across all products.

Industry profit pool
The experience of the
UK market suggests that

TIM MORRIS,

difference between the
brands and suffer no
sense of loss if they fail
to find the known
brand. Milk, butter, paper
products and flour are
classic examples. In these
categories private labels
require low investment,
feed off store traffic and
can quickly grow share.
Where a relative
preference exists, the
differentiation has been

created through the

marketing mix of adver-
tising,

promotion and

CORIOLIS RESEARCH LIMITED

90%

Not surprisingly, it take more
time and effort for private labels to
succeed in these categories and in-
store support is critical, with the
image of the store being carried
over to the image of the brand.

Where an absolute preference
exists, there is a degree of innov-
ation  or product
technology such as razors, chewing
gum, cigarettes, customers may

complex

even switch stores to get the
preferred brand and require full
confidence in the store and the
product. High investment in time
and resource is needed for private

label means category participants
with little innovation will battle for a
declining slice of the sales pie.
However, as the UK demonstrates,
this is a gradual, long-term process
with private label penetration
trailing retail consolidation. rﬁ

TIM MORRIS IS ONE OF THE FOUNDING
PARTNERS OF CORIOLIS RESEARCH, A SMALL
STRATEGIC MARKET RESEARCH FIRM BASED IN
AUCKLAND. TIM GRADUATED FROM CORNELL
UNIVERSITY IN NEW YORK WITH A DEGREE IN
AGRICULTURAL ECONOMICS, WITH A
SPECIALISATION IN FOOD INDUSTRY
MANAGEMENT. TIM HAS WORKED FOR A
NUMBER OF INTERNATIONAL RETAILERS AND
MANUFACTURERS, INCLUDING NESTLE,
DREYER’S ICE CREAM, KRAFT/GENERAL FOODS,
SAFEWAY AND WOOLWORTHS NEW ZEALAND.
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GROWING RETAIL CONCENTRATION & THE GROWTH OF PRIVATE LABEL
(PERCENT SALES UK MARKET 1977-2000)

SELECT RETAILER PRIVATE LABEL PENETRATION
(% SUPERMARKET SALES THROUGH STORE BRAND 2001)

RETAIL CONCENTRATION VS PRIVATE LABEL PENETRATION
(PERCENT OF SUPERMARKET SALES 2000')

CORE GROCERY MARKET SHARE 1977-1997' UK PRIVATE LABEL SHARE BY MAJOR CATEGORY

1. Purchasing relativity by sample of GMA members by retail grocery customers; (% OF SALES UK MARKET 1998)

2. Includes Wardell brothers, Dingwall & Paulger, R.A. Wilkie, G.U.S. Wholesalers,
Associated Wholesalers, and Shoprite.

1. Norway, Belgium and Switzerland use 1999 private label data.
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