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Retailing, Private Label and
Global Competition

Flavio Gnecchi

Abstract

Global retailers define strategies coherent witkdbcultures and traditions, as
also develop products centered on internationaliffuded products. In this
perspective, private labels become fundamentaktmwh strategies as far as they
contribute directly to store loyalty consolidatiamd indirectly, to retailers brand
equity reinforcement. Moreover, private label protdu prove the retailer’s
sensibility in front of local customer’s needs gméferences. As a consequence,
global and local trade operators turn to local mdacturers, giving them a
possibility to strengthen their corporate brand ah& company itself by means of
strategic alliances.
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1. Relationships Between Manufacturers, Retailing and Global Markets

Relationships between the firms have surely transfd as a consequence of
dynamic socio-economic changes occurring in theatays market. In particular,
traditional boundaries of B2B have been actuallydemi in accordance with
cooperative strategies logic (agreements, allignoetvorks) in order to improve
and adjust the offering to customer’s needs aneéa=aftions (Brondoni 2003).

Omahe claims thatglobalization mandates alliances, makes the abshju
essential to strategy. Uncomfortable, perhaps,tbat's the way it is. Like it or not,
the simultaneous developments that go under theenaimglobalization make-
entente-necessaryOhmae, 1989)

Global markets reveal extremely rich in exampld$erimg an interesting and
multidimensional perspective. On the other handwéwer, multinational
corporations (MNCs) have cleverly flanked globaht&tgies with the local ones,
mostly in reference to technologies, distributiomd asales management. Retail
channels are the best example of such philosophfiact, the companies operating
in global retail trade can’'t overlook charactedsti of local markets and
consequently, their strategies choices have tortagtky pondered. Considering that
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feasibility and costs may become an issue, globaipanies avail themselves of
specific techniques like strategic alliances witbdl partners.

In reference to successful alliances we can ideriife levels of integration
(Hutt, Speh 2010):

« Strategic integration. Top management of both companies must be
continuously in contact in order to pinpoint thejemives and discuss the
changes;

« Tactical integrationls developed among intermediate level managersdero
to plan the activities, transfer the know-how, detbe changes related to the
organization and the system’s functioning;

« Operational integration.lt supplies information and resources. It involves
employees with specific skills necessary for cureaivities;

« Interpersonal integration. It strengthens the interpersonal relations between
the employees, encourages the learning processkgyigas value to the
overall performance;

e Cultural integration. It promotes continuous relationships between top
managers in order to identify guidelines that resperporate culture of both
parties.

Since a strategic alliance may be considered agesblution to satisfy local
market's needs without quitting the global perspectthe companies operating in
global retail trade are likely to leverage sucthteque in order to develgprivate
label products. To achieve that, such companies tulodal, national companies
consequently designated to produce and to launeh preducts with retailer’s
private label. Naturally, such technique shows aooatested complexity directly
related to the amount of markets where the compgeyates as also to a number
of product categories in offer. Thus, global retElneed to analyse accurately all
the local markets and, in particular, study theistomers / consumers in order to
identify different dimensions (cultural, socio-ecomc, psychographic, etc.) that
drive their needs and behaviours in terms of comsiom and purchase (Corniani
2005). This paper, then, is focused on identifyifegtures and values that
customers appoint to diverse products and, secpneltpgnize models that drive
demand’s consumption and purchasing processes. &ugeered, such information
determines and shape private label products butdthg need to be pondered by
feasibility evaluations. The feasibility evaluatjahis necessary to say, is related
not only to a single product but also to the who&egory which the retailer
decides to handle.

2. Private Label and Cooperative Strategies

Global retailer's sales management policies hitttrget with the private label
products, which are manufactured not only by tlggést players on the market,
but also by independent manufacturers, alreadyeptesn the market with their
own labels or if not, operating as a supplier dfaraal / international companies.
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Such context gave a new life to the industry intealrate demand (semi-finished
products, components, etc.) and as a consequeneiforced the whole supply
chain.

Private Label Manufacturers Association (PLMA) —-nan-profit organization
founded in 1979 and representing more than 3,500kbee companies around the
globe- categorizes PL manufacturers into four ncaiegorie$

1. National brand manufacturers that use their exgeraind excess plant
capacity to supply store brands.

2. Small, quality manufacturers who specialize in gpeproduct lines and
focus on producing store brands almost in an eka@umanner. Often these
companies are owned by corporations that also raatwre national brands.

3. Retailers and wholesalers that own their own mantufang facilities and
provide store brand products for themselves.

4. Local brand manufacturers that manufacture pridateel products for
specific markets.

Over-supply condition has significantly transforntbeé market structure and its
dynamics, pushing the firms towards new solutiomg e@ontinuous innovation in
terms of offering and industry — trade relationsiipnagement (Brondoni, 2012).
In particular, new technologies (i.e. ICT) and aeajer role of distribution
operators, gave birth to new selling forms likeliore- auctions, expressly fostered
by retailers in order to push private label produtiwards the demand. Such
solutions may involve own IT systems or specializeédual marketplaces like
WWRE platforms (World Wide Retail Exchange), GNXJadEOGRID.

On-line auctions, however, have recently fosteratherous critiques from the
manufacturer’'s side. In fact, the producers clamat tsuch technique centers the
competition on the price and no longer on qualityhgpothetical value-added
services that the industry could offer. Accordingthe manufacturing operators,
such policy could favor markets with low-wage wankfe or, like in case of food
industry — countries with longer fertility periodsnd damage in the long term the
whole private label section.

Increasing opportunities deriving from the privitbel section justify the validity
of the organizations like PLMA, institutions andtegory unions, which are
involved in promoting and protecting the interesitshe whole industry, especially
of the manufacturers.

Retailers, interested in developing their own peviabel product representing a
specific category, are called to study the consuiingt;, trying to identify socio-
economic dimensions which drive his behavior. Swethdy is centered on
information gathering about purchase and consumpégrperience of specific
segments, attributions and values retained relelardonsumers. Secondly, once
the information is complete, the retailer can deoctisual aspects of private label
products followed by the feasibility analysis imnes of development, timings and
operations. Thirdly, the retailer decides the mimkeplan of a single product
taking into consideration aspects like selling angply, as also — the contractual
features of both. It becomes clear then, that dhgothe right manufacturer
(contract packeror co-packey may be extremely complex and requires particular
attention from the purchasing director.
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3. Relationships Between Global Retailers and Co-Packers

Once the supplier has been chosen, the trade fidsntechnical and qualitative
aspects of the product, while the contract packercalled to verify that his
operative structure is compatible with retaileesjuirements and needs. Naturally,
the transaction depends on bargaining power op#inges and the product itself is
nothing but an expression of retailer's recommeodatimposed on producers in
reference to technical and commercial aspect.

Thus, it is possible to identify a number of ecomoand productivity factors that
verify the reliability level:

» Economic dimensions

» Financial and economic analysis

Organizational structure

» Production process efficiency level in order torgméee supply’s continuity
and standards uniformity

» Typologies and levels of services offered by carttpacker

Simultaneously, the retailer analyzes technicalrmadufacturing dimensions that
characterize corporate structure of a potentigbacker:

» Degree of specialization and experience accumulated
* Level of research and development

« Efficiency of production structure

Technologies in use

Quiality control management

It is necessary to underline also the importancguaiiitative dimensions and not
just the economic ones; in other terms, the pigcea longer the main parameter,
giving space to other, equally important elemelkes intrinsic quality, and services
performed by co-packers.

Usually, the production control is accomplishedhat early stage of product life
cycle, that is, when the product is launched fer first time or in case of highly
perishable products. In fact, the retailer is chtle verify constantly the legitimacy
of production processes and storage conditionsdardo respect safety regulations
and quality norms. If any problem occurs, the tetaand co-packer are both
responsible for verifying and handling the issuecddly, the retailer may decide
to keep or to remove the product from the market.

Not only the relationship between the client (letdiand manufacturer (co-
packer) becomes critical, but also the whole suppbin needs to be seen in value
chain perspective (Brondoni 2010). Thus, all theocpsses, activities and
operations that involve global retailers and laoanufacturers, must be integrated
and coordinated, even more so in front of theie riol local development. All the
parties involved are called not only to handle dlimnce, but also to keep it alive
and efficient in time (Hutt, Speh 2020)

The private label phenomenon is booming and it hihsady become a
centerpiece of modern retail marketing and B2B timka management. The
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success of private label products, in fact, is enid— also at the wholesale.
Carrefour, for instance, operates in 34 countfies@pe, Asia, Latin America) with
more than 10.000 markets and 160 cash & carry waissds, declared to aim at
40% of contribution of private labels on the whimleomé.

Metro, one of the most important warehouses, pssseselevant number of
private labels in both food and no-food productdradsed mainly to professionals.

Thus, local producers can avail of different dimition channels like retailers
willing to develop their own private labels disuited in supermarkets (final
clients) or wholesales (professionals).

It is possible to identify three levels that mayEcterize relationships between
manufacturers and trade operators:

* manufacturer's brand products - Manufacturers oftkrectly the
products and they become at same time responsibleaide marketing
management and for marketing and communicationratipes
addressed to final clients;

e unbranded products - Typical products for somegrates offered by
retailers like fresh food (groceries like fruitggetables, meat and fish);
the information regarding such products is focusedhe origin (country
or region) and not on a single manufacturer;

e private label products - Products commissionedctireby the retailer
(of different dimensions) to co-packers.

This paper focuses more on the third level, disogsabout the relationships
between the co-packers and retailers, their raldsodjectives.

Co-packers can boast different level of exposumné of them handle famous
and appreciated brands, but decide to open toesmegailers. On the other hand,
some manufacturers are partially or even completeknown to the public. All the
producers however are protagonists of local, nationinternational economies.

Smaller manufacturers handling poorly known braadsere more willingly to
such kind of collaborations in virtue of major tbghput and facility in finding not
only new clients but also in finding new possiblales channels. The
manufacturer’'s brand in this sense represents ringtgooint in processes of
relationship consolidation with the committee, wim turn may favor the
manufacturer’s products in terms of shelf positgniln fact the benefit is mutual:
the retailer benefits from sales of private lab@lducts and co-packer, on the other
hand, takes advantage from corporate’s brand sales.

In contrast with private labels, some nationalratustrial brands manufacturers
may be more attentive with retailer’s business psajs as far as such solution may
involve (in addition to all the benefits analyzedeyously like achieving
production saturation point, selling costs reduttiand some managerial
simplifications) a corporate strategy rethinking.fact, even if such solution may
procure some certainties in terms of future casiwd| a certain level of risk is
always feasible, usually in reference to manufaetsiorand portfolio.

Considering the trade’s purchasing power, a possibénufacturer’s rejection
must be justified by a congruent brand force (cands force) on the market
otherwise such refusal may reveal extremely harfgiuthe business. In fact, it is
possible that in response to such refusal, thdeetould keep out manufacturer’s
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leading brand (brand icon with a distinctive andognizable trademark) from its
shelves and force the clients to abandon the bearet) if leader of the category. It
is difficult then to imagine a supermarket withdbe best known beverage or
without the best known walnut butter, but it is daean extremely strong position
of these brands on the market and in their casagtiention risk becomes void.

The majority of brands, however, can be considammaceable with other
products representing the category. The producgrhage to face one of following
circumstances:

* be already a retailer’'s supplier; the relationdbaged on corporate brand
and/or industrial brand handled by the manufacturer

» the manufacturer is not a retailer's supplier yad,aas a consequence,
needs to establish the relationship fundamentaéntéced on the
corporate brand);

It is possible, however, to identify two oppositehbviors in becoming a co-
packer:

» obstructionism: the manufacturer is not interestedeveloping this kind
of collaboration, even if conscious about possit@gative consequences
on the relationship’s stability;

* acceptance: the manufacturer decides to collabanatétue of mutual
benefits in terms of profit and productivity, bus@ to avoid possible
conflicts with retailers;

4. Private Labels and Global Competition

As previously observed, the importance of the bramgdose on both parties -
retailer and manufacturer - a careful and pondefredce of the brand itself, but
also extremely detailed and precise documentaggarding the process of supply.
Law, on the other hand, does not constraint aleettn give information about the
manufacturers, but retains sufficient an informatebout the origin (country or
region) of the item. Such choice, however, is ofterfruit of inter-corporate
evaluations and every decision of one of the parfmeanufacturer or supplier) is
scrupulously detailed in the contract.

Naturally also the retailer makes his evaluatiomisich, if correct, can translate
into an outstanding performance. Private label@iad then, depends on a number
of internal and external factors like corporatetund, national/regional culture,
external and internal environment, internationaiczaprocesses, globalization etc.
(Tassinari 2005).

In reference to the brand management from the nradrary’s point of view,
centering proper policies on private label produetsis directly to the evaluation
of brand extension. Becoming a co-packer for a alaperator means for a local
manufacturer to manage its business more carefultyder to guarantee the best
performance (also in terms of satisfaction genanatalso in hypothesis of sales
increase.

From the operational point of view, private labbkcame fundamental for the
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modern competition between the retailers, who naidkheir specificity on a set
of own-labeled products and exclusive relationsith co-packers. In fact, the
co-packer’'s reputation and notoriety may bolstee thrivate label products
competitiveness on the market. Exactly for thatsoeathe choice of co-packer
becomes crucial for ‘power-plays’ between retailers

It is possible to notice that retailers who prigigestore-brand policies are often
partnered with manufacturers who already handlg thven brand or brands; such
contrast introduces a somewhat of ‘managerial dolbetween mono-brand and
multi-brand portfolio.

In case of generic products or low-cost productsthe other hand, there is no
emphasis on the brand.

The fundamental objective, then, is to create estedubrands, well-known and
appreciated for their quality and convenience thegerate in order to maximize
customer’s satisfaction and his store loyalty.

In some cases, however, the approach is nothingalmgmbination of already
analyzed policies. In particular, in case of sora®nous retailers, having created
an exclusive private label product generated flothal parties a noteworthy benefits
in terms of profit and notoriety. It is undeniabileen, a direct relationship between
retailer's brand equity and his private label pel¢ which codify both: product and
co-packer relationship management.

In a nowadays context where the brand loyalty, @nthe brand equity drivers,
faces a problem of ‘customers switching’, privasddl assumes an extremely
relevant role - its exclusivity and a price/qualitgtio influence directly the
retailer’s brand loyalty and indirectly, its braaeduity.

It is evident that private label products phenonmehas significantly modified
relation between manufacturers and trade; spgdiadl second one has strengthen
its position due to a number of factors like a clireontact with final consumers. It
Is true, however, that trade despite of its favopedition retains important the
nature of the relationship with manufacturers. liheo words, retailers have
recognized in co-packers an ally and a partnerall@tliances), rather than a
passive party, which numbly accomplishes retaileomitments.

Retailers, global or local, have enriched theiufegwith a production role (even
if executed by third parties), achieved as a resfudpecific agreements between the
trade and co-packers.
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Notes

! Aaker observes that “Strategic alliances playrapdrtant role in global strategies because it is
common for a firm to lack a key success factorgonarket. It may be distribution, a brand name, a
sales organization, technology, R&D capability, manufacturing capability. To remedy this
deficiency internally might require excessive tiama money. When the uncertainties of operating
in other countries are considered, a strategiaralé is a natural alternative for reducing investme
and the accompanying inflexibility and risk.” Dawid Aaker, Strategic Market Managementohn
Wiley & Sons Inc., Hoboken, 2005, pp. 207-211.

2 www.plma.com

3 “A strategic global alliance (SGA) is a businesdationship established by two or more
companies to cooperate out of mutual need andaregisk in achieving a common objective. This
strategy works well for market entry or to shoreaxisting weaknesses and increase competitive
strengths. A U.S. firm with a reliable supply basgght partner with a Japanese importer that has
established distribution channels and customer ioa$gpan to form a strong entry into the Japanese
market. Alliances offer a number of benefits, sashaccess to market or technology, economies of
scale in manufacturing and marketing, and the shaof risk among partners.

Although global strategic alliances offer potentitdey pose a special management challenge.
Among the stumbling block are these:

. Partners are organized quite differently for makimayketing and product-design decisions,
creatingproblems in coordination and trust

. Partners that combine the best sell of skills iie @ountry may be poorly equipped to
support each other in other countries, leadingrédblems in implementing alliances on global
scale

. The quick pace of technological change often guaesmthat the most attractive partner
today may not be the most attractive partner toaverieading toproblems in maintaining
alliances over timé

Michael D., Hutt, Thomas W. Speh, Business MarkgManagement b2b, cit., p. 151

4 . www.carrefour.com “more than 75% of all Carrafagrocery products come from local
suppliers. Carrefour intends to build on this apgtoand give its store managers — particularly in
hypermarkets — more freedom so that they can saletbffer their customers a very local selection
of products sourced from producers located closstdees. Carrefour has always given priority to
products sourced locally, i.e. products from thgiage in which they are sold. In Turkey and in
Argentina, for example, 100% of all food productsmnicome from national suppliers. In doing so,
Carrefour is supporting the growth of thousandSiifEs and small producers, and is limiting £O
emissions by not importing products. This emphasiscal products is based on the knowledge of
local markets which store managers have acquired.”
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