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Executive Summary 

This monograph sets out to examine available evidence relating to the 
impact of advertising on innovation, quality and consumer choice . The 
methodology chosen was similar to that used by Neil Borden, Professor of 
Economics at Harvard, to produce his seminal work on the subject fifty 
years ago. 

A number of case histories were investigated in sectors as diverse as the 
traditional consumer goods markets (detergents, shampoos, cars, etc) 
where advertising has been used extensively for many years; areas where 
advertising has been restricted (spectacles, sanpros, telecoms); and a 
market where advertising was, until recently, non-existent. The material 
was supplemented by an extensive interview programme with key 
executives. 

The evidence provides a firm basis for a number of conclusions. In general 
advertising makes innovation and product improvement more attractive to 
companies as a competitive weapon. 

More specifically advertising: 

• accelerates the speed which a product improvement can translate into 
business success. 

• creates a long term and more protectable profit stream from innovation. 

• supports innovation by helping to circumvent barriers to market entry. 

• enhances quality by encouraging competition on the basis of quality 
improvement rather than simple price advantages. 
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The study shows that the fundamental impact of advertising on the 
economy has changed little since Professor Borden's days. Advertising 
encourages innovation, increases consumer choice, and is directly related 
to improvement in product quality. 
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Chapter 1 
Introduction 

The possible effects - good and bad - of advertising, on the range and 

quality of products available to the consumer, have been much discussed 
by academics, consumerists and others over the years. Whilst it is 

abundantly clear that both the range and the overall quality of products 
available to the consumer today far exceed those available in any previous 
period of human history, some questions remain. 

Does endless product proliferation lead to undesirable complexity or 
increased costs to the consumer? What is the role played by advertising (if 
any) in the process of innovation? Would heavy restrictions on advertising 
lead to cost savings, lower prices and higher quality products for 
consumers? This monograph attempts to provide some hard evidence to 
answer these and similar questions. 
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Fifty years ago Neil Borden , a Professor of Economics at Harvard University 
set out similarly to analyse the effect of advertising on the range of products, 
on product quality and on consumer choice. His study remains today a 
model of clear analysis based on empirical evidence. He studied many specific 
instances of product development and interviewed those responsible . 
Borden amassed a considerable array of evidence which led him to some 
very conclusive judgements. A few quotations illustrate his findings: 

On innovation 
'This rapid public acceptance, perfection of product, and lowering of 
prices has occurred in the case of one after another of the new major 
inventions offered in the past 75 years and in all of them advertising and 
other forms of aggressive selling played a part in the speeding up process. 

Such is the story of the automobile, the phonograph, the movies, the 
radio, electrical appliances, oil burners, and so on . In short, advertising 
and aggressive selling have played only an indirect part in stimulating such 
new inventions, but they have played a direct part in speeding up their 

wide adoption and use by consumers. In the course of the study it became 
evident from case material that many manufacturers have carried on 
extensive research to find and perfect new products largely because the 
opportunity for aggressive stimulation of the market for any newly found 

1 111e Economic Effects of Adpertising, H Borden, Richard D Irwin, Chicago, 1942. 
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product has provided a basis for hope of quickly recovering their 
development outlay and of getting profit. Without this hope of profit from 
market stimulation, their urge to carry on the search for new products 

would have been small'. 

On consumer choice 
'The influence of advertising and aggressive selling in widening the range 
of merchandise through the stimulation of product differentiation among 
brands has been much more direct than their influence in widening the 
range through new inventions of major character; i.e. inventions 

incorporating radically new merchandise ideas. The desire on the part of 
producers to offer specific brands of products which would be preferred by 
consumers has led them to constant experimentation with possible 
combinations of desirable product qualities'. 

On quality 
'Such instances could be multiplied, but enough examples have been cited 
to indicate clearly how the desire to profit from product differentiation has 
provided a strong force for product improvement in our free economy. 

Advertising and aggressive selling, elliptically speaking, may be deemed 
partial causes of the improvement, because the sellers' desire to have 
effective selling points has been a driving force for differentiation. For 
certain dynamic products the improvement over a period of years has been 
striking; for products long upon the market the improvement has been less 
marked, yet often significant. 

Advertising not only has had an influence upon improvement of product 

quality through competition in differentiation, outlined in the preceding 
pages, but it has exercised some influence upon product quality in another 
way, namely in leading producers to maintain quality under brands'. 

This monograph follows the broad methodology of Borden but looks at 
recent case history material. Three quite different areas were chosen for study. 
First, markets where advertising has been extensively used for many years . 
Second, markets where advertising has traditionally been restricted for one 

reason or another. Third, an example of a national market where advertising 
was almost non-existent for many years. The various case histories provide 

some remarkable contrasts, yet they also lead to a coherent overall picture 
of the impact of advertising, which in many aspects closely resembles the 
conclusions drawn by Borden from a very different period of time. 
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Chapter 2 
Markets where Advertising 
has Traditionally been Extensively Used 

In this chapter five product categories are studied in order to assess how 
advertising has been employed to promote specific goods and services. 
These markets are all in the UK, and are chosen as illustrative examples of the 
way advertising has been used in practice by firms in a competitive marketplace. 

Detergents 
Advertising has been used extensively for over a century and more in the 
detergent market. The UK market is characterised by intense competition 
between two major manufacturers, Procter & Gamble and Unilever. 
Together they account for around 85 per cent of the retail market\ valued 
at over £900

3 

million a year in sales. Both companies treat advertising as 
one of their main competitive tools in the battle for market share. 

Considerable sums are devoted to advertising4. In 1997, as Table 1 shows, 
Unilever's British detergent subsidiary, Lever Brothers, is estimated by AC 
Nielsen-MEAL to have spent £27,915,000 on advertising. By 
comparison, its main rival, Procter & Gamble, allocated an even larger 
sum, estimated at £46,243,000 . In advertising one specific brand, for 
instance, Ariel , the manufacturer employs a series of separate campaigns 
for particular products within the brand range, for example, Ariel Futur, 
or Ariel Colour. Each of these campaigns can have quite large budgets. 

Observe that over this five year time period advertising expenditure 
reached a peak in 1994, the year Unilever launched a specific new product, 
Persil Power, on the UK market. Partly in response, Procter & Gamble 
increased its advertising spending by over a third across its range of 
detergents, especially on its Daz brand. Since both companies are widely 
respected for their management calibre and success in marketing, their 

commitment to the use of advertising merits serious consideration. So, 
why do these two consumer product giants spend so much on advertising? 

2 ote: In recent years both major detergent manufacturers have faced an increasing 
competitive threat from supermarket own label brands. Between 1993 and 1997, their 
total market share grew 4 per cent from 12 per cent to 16 per cent. 

3 AC ie1sen-MEAL, advertising sales ratios 1996. 
• In 1997, according to AC iclsen-MEAL annual advertising expenditure by detergent 

manufacturers amounted to over £73 million. 
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Table 1: Analysis of UK Advertising Expenditure by 
Detergent Manufacturers 1993-97(£m) 

Year 93 94 95 96 97 

ARIEL 22,271 26,091 22,495 18,913 23,626 

BOLD 7,454 8,722 7,228 5,495 7,707 

DAZ 6,818 11,242 9,048 8,664 8,919 

DREFT 0 3,232 2,593 0 0 

FAlRY 4,526 6,958 5,592 4,548 5,991 

TOTAL: P&G 41 ,069 56,245 46,956 37,762 46,243 

PERSIL 18,763 24,201 26,834 24,289 18,274 

RADION 9,859 4,955 1,338 0 2,211 

SURF 5,664 5,349 7,314 7,940 7,430 

TOTAL: UNILEVER 34,286 34,505 35,486 32,229 27,915 

Source: ACNie1sen-MEAL 

The main justification for the level of advertising expenditure attributable 
to advertising is that it has been shown to build and maintain brand 
support. Through this direct sales approach to the customer the 
manufacturer displaces to an extent the retailer's traditional function in 
vouching for the quality of products and recommending them to 
customers. But at the same time major retail supermarket chains such as 
Tesco and Sainsbury's now require manufacturers to spend heavily on 
advertising promotion in order to ensure that they will stock their 
different products (in their various package sizes). 

Advertising is an invaluable method of communicating to consumers the 
benefits of the constant stream of improvements which manufacturers 
make to their brands. The range of products available to the consumer 
today is much wider than it was twenty years ago. Indeed, some critics 
argue it is too wide (Consequently, retailers are faced with pressures on 
their available shelf-space ). Although the brands, such as Persil, Ariel and 
Daz, remain the same, competitive rivalry has spurred manufacturers to 
invest heavily in product development. As a result, technological advances 
have led to significantly improved formulations. For the consumer, this 
has meant better products (see Table 2 ). 
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Table 2: The development of detergent products 

Period Product 

1950s Development of first synthetic detergent powders such as 
P&G's Tide and Lever Brothers' Omo and Sttrf brands. 

1960s Introduction of low sud powders designed for automatic 
washing machines. In 1968 P&G launched Ariel, a biological 
powder with enzyme agents; Unilever responded with 
Radiant. 

1970s Introduction of more efficient enzymes for better stain 
removal and TAED which enhanced the effect of bleach. 

1980s Wisk, was introduced in 1986. Concentrated liquids were 
also launched. Manufacturers further began to offer a raft of 
bio-detergents, fat digesters and colour restorers as well as 
refill packs. 

1990s Introduction of super concentrated format and detergent 
products which work well at lower wash temperatures. 
Variants - in both liquid and powder form - were also launched 
which are designed specifically for washing coloured clothes. 
Unilever successfully launched detergents in tablet form. 

Sources: Unilever, Procter & Gamble, Institute of Economic Affiirs . 
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Whereas in the 1970s, detergents were only available in powder form, they 
are now also available in concentrated, liquid and tablet form. Many 
consumers find these alternative formats considerably easier to use. 
Furthermore, retailers appreciate the savings afforded in shelf space. And 
manufacturers have derived a benefit from lower packaging and transport 
costs. Competition has undoubtedly been good for the consumer. Allowing 
for inflation, the prices in real terms paid by consumers for detergent 
products are considerably lower than they were twenty five years ago. 

Over the last quarter of a century the fortunes of Procter & Gamble and 
Unilever have waxed and waned as each company has sought to develop 
and introduce better products. The prime driver in this competitive rivalry 
has been a concerted effort to improve returns to shareholders. The two 
detergent giants have striven to gain an advantage over one another by 
pioneering new and innovative products . Both manufacturers are also 

aware that if they do not remain highly efficient, they may face the 
possibility of new entry into the UK market by one of the other two major 
international detergent companies, Col gate Palmolive and Henkel. 

In the 1970s, for example, both manufacturers sold an increasing 
proportion of low suds detergent powders designed for use in front 
loading automatic washing machines. In the 1980s, manufacturers 
introduced a wide range of new products including bio-detergents, fat 
digesters and colour restorers. Two major new innovations were 
concentrated powders, which were far less heavy and cumbersome to carry 
and store, and liquid detergents, which gave good results and proved 
more convenient for many consumers. 

The constant search for innovation landed Lever Brothers in serious 
difficulties in the 1990s. In an effort to pre-empt Procter & Gamble's 
launch of Ariel Futur, Lever Brothers launched its own new product, 
Persil Power, on the European market in 1994. Partly aimed at winning 
market share in newly developing countries such as Thailand, this product 
had been developed specifically for low temperature washes. It contained 
a manganese catalyst, known as the Accelerator, which was designed to 

enhance washes. 

Unfortunately, used incorrectly, the product was shown by independent 
testers such as the Consumers' Association to cause damage to certain 
types of clothes. The ensuing debacle was an object lesson in how a flawed 
product cannot be launched successfully, no matter how large an 
advertising budget is committed to marketing support. In the case of 
Persil Power, Lever Brothers spent £20 million on the associated 

advertising campaign. 

The failure of the Persil Power launch was estimated
5 

by Unilever to have 
cost £57 million in lost profits. Furtllermore, part of the company's £200 
million investment budget in the development of this specific product 
must also be included in the overall loss. Persil's share of the detergent 
market dropped from 26 per cent in 1994 to 20.8 per cent when it was 
finally removed from the shelves. Perhaps the final embarrassment 
occurred when Tesco and Sainsbury's refused to stock the product. The 
Persil Power case study demonstrates the potential damage which 
innovative but flawed products can cause. It was an expensive mistake. 

5 Sec Unilcver repo rt & accounts 1995 . 
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Unilever has, however, learned from its costly error. It has gone on to 
launch Persil, its main detergent brand, in tablet form . Again, the company 
has used a major advertising campaign to inform customers about the 
benefits to be derived from using this innovative product. It was also used 
to reassure consumers that the product did not damage clothes. The initial 
response has been very positive and Unilever has managed to regain market 
share. In 1998, Persil achieved a higher volume of sales and it won around 
20 per cent of the market by sales revenue. Meanwhile, Procter & Gamble 
has launched Ariel Futur, which incorporates eleven new technologies and 
took five years to devise. The manufacturer claims that each wash requires 
25 per cent less soap powder compared with existing products. 

What is to be learnt from the use of advertising in the competitive 
rivalry evident in the detergent sector? 

• A review of the UK detergent market shows clearly that advertising has 
been employed by detergent manufacturers as a key competitive tool to 
build and defend brand confidence. Yet as the Persil Power episode 
reveals, advertising cannot generate success where a product is defective. 
It can, however, be used to rebuild confidence in a brand. 

• Professional managers are clearly aware of the crucial role which 
advertising is capable of fulfilling. For example, Sir Michael Perry, who 
spent much of his career at Unilever, culminating in his time as chairman, 
points out that in the detergent market, ' the key commercial decision is to 
set marketing expenditures at a level which will generate rapid awareness 
and trial for a new product, keep it ahead of competition and ensure an 
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adequate return '. Sir Michael further emphasises that, 'Unless a brand 
quickly achieves adequate market share - and this is only possible through 
rigorous promotion - there is no way our programme of innovation could 
be afforded or financed. And, in consequence, no way in which the 
consumer could reap the benefits of that innovation' . 

• In his post war history of Unilever Professor Charles Wilson points out 
that, 'Those who clamoured for more technological innovation and less 
salesmanship failed to appreciate a fundamental fact of commercial life. 
Many consumers had to be persuaded to change over from a familiar to 
an unfamiliar product. Hence more technology, more innovation, entailed 
more marketing skill, more advertising. The two were complementary, 
not mutually exclusiv/'. 

• The Advertising Association's 1994 President's Lecture. 
7 Uni/"" 1945-65 Casseu, 1968, page 103. 
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• Consumers have benefited considerably from the intense competition 
between the two major detergent manufacturers and own label brands. In 
referring to the detergents sector Sir Bryan Carsberg, at the time Director 
General of the Office of Fair Trading, pointed out that the market 
displayed a 'high degree of innovation'; he further noted the strong use of 
advertising to promote these product developments to consumers. 

• If either Procter & Gamble or Unilever became complacent they would 
face loss of market share. There is also the possibility that another major 
detergent manufacturer such as Henkel might enter the market, 
employing advertising as a competitive tool to win market share. 

• Substantial sums have been poured into research and development of 
improved products. As a result, consumers can choose from biological 
enzyme powders, liquid detergents and products which work at lower 
temperatures. Such innovations have direct economic benefits to 
consumers and society at large. For example, it is estimated that the 
introduction of detergents which work at low temperatures have saved the 
equivalent of £150 million a year in energy costs. Refill packs are also 
much better from an environmental standpoint. 

Hair Shampoos & Conditioners 
The shampoos category has one of the highest advertising/sales ratios of 
any product category listed in the Advertising Statistics Yearbook 1998. As 
with detergents, it is another mature market characterised by intensive 
competition. Manufacturers spend substantial sums on advertising in an 
effort to attract and maintain customer loyalty. At tlle same time, however, 
there is a constant stream of new products entering the marketplace. 
Compared with the 1960s, let alone the 1940s, consumers are now 
provided ~vith a much wider range of choice and far superior products. In 
launching new products, it is important to grasp that advertising is 
employed to raise awareness of the different formulations contained in 
these shampoos and conditioners. 

Over the five year period 1993-1997, estimated advertising budgets 
relating to shampoos and conditioners more than doubled from 
£39,322,000 to £80,622,000

8
• In analysing this soaring expenditure it 

should be borne in mind that retailers such as Boots and Tesco tend not 
to use advertising to promote their own brand shampoos and conditioners. 

8 Source: AC iclscn-MEAL. 
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Yet many manufacturers place considerable reliance on advertising as a 
marketing tool with which to compete for market share. Market research 
reveals that many consumers tend to use two or three shampoos at the 
same time. In surveys9, two thirds of consumers say the desire to try a new 
shampoo influences their purchase. Survey evidence further suggests that 
people invest considerable trust in shampoos to enhance their appearance. 
Individual consumers, particularly women, tend to be extremely 
knowledgeable about shampoo and conditioner products 10. 

In a mature market, such as shampoos and hair conditioners, the 
aggregate size of the market does not increase substantially. Already, 
between 80 to 90 per cent of all men and women regularly use such 
products (what marketing professionals refer to as the penetration rate ). 
Consequently, manufacturers have concentrated on developing new 
products and improved formulations to address specific consumer needs. 

In the 1970s, for instance, Procter & Gamble developed an entirely new 
product to tackle dandruff, Head & Shoulders. Anti-dandruff shampoos 
are bought not just by people suffering from the condition but by others 
anxious to ward it off. As a brand, Head & Shoulders proved immensely 
popular and made a huge impact on the nature of the haircare business. 
So much so that Procter & Gamble's commercial rivals were quick to 
respond with their own anti-dandruff brands. By 1985, Head and 
Shoulders, Vosene (made by Beecham,) and All Clear from Elida Gibbs

ll 

were among the four top-selling shampoo brands. 

In the mid 1980s, manufacturers turned their attention towards trying to 
combat greasy hair, another common problem. The best selling UK 
brands now offer a product aimed specifically at this market. However, no 
clear winner has yet emerged and manufacturers are still seeking to devise 
a shampoo which successfully controls this condition. 

In a third area of research and product development chemists working for 
shampoo manufacturers have developed a number of frequent wash 
products, which contain mild forms of detergent. The demand for such 
products was linked with the wider use of showers which became much 
more commonplace in the UK in the 1980s. Frequent wash shampoos, 

9 For example, see Marketing Week, 21 October 1994. 
10 urvey evidence found that purchasers claim to have seen advertising for 35 named brands 

and to have bought at least 37 brands, ibid. 
11 A su bsidiary of U nilevcr. 
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among them Timotei, originally developed by Unilever's Finnish 
subsidiary, and Once, produced by Reckitt and Colman, proved highly 
popular with younger consumers. By 1990, Timotei was the best-selling 
shampoo in the world . The global advertising campaign for Timotei, 
managed by J Walter Thompson, has consistently stressed mildness and 
naturalness, a shampoo suitable for frequent use. 

The early 90s saw 2-in-1's hit the supermarket shelves as convenience 
became the major selling point, but they have been in decline as 
consumers moved towards separate products tailored for their specific hair 
types. According to Mintel , between 1993 and 1995 market share of 
Procter & Gamble's Wash & Go, the leading 2-in-l product, dropped by 
35 per cent while sister brand Pantene's rose by 205 per cent. 

In 1993, Procter & Gamble launched Pantene Pro-V, in a newly 
reformulated configuration . In response to market demand this product 
was aimed at customers who wanted to purchase a product which would 
make their hair healthier. In launching this product Procter & Gamble 
took the shampoo market beyond the everyday essential category and into 
the premium products sector. It has certainly proved highly popular with 
consumers. Indeed, in 1996 it was bought twice as much as any other 
brand. According to survey evidence, 75 per cent of those sampled said 

12 
that they were influenced by the television advertising campaign . Procter 
& Gamble has maintained its advertising support for its leading Pantene 
brand. Between 1996 and 1997 expenditure increased from £14.9 million 

to £20.9 million. 

Again, the success of this particular product encouraged rival firms to 
emulate it. Not only is L'Oreallaunching its new range, Elvive, but Elida 
Faberge also relaunched the advertising campaign for Salon Selectives and 
extended another of its brands, Organics, into styLing products in an 
attempt to dent Procter & Gamble's dominance with Pantene Pro-v. 

In an effort to meet changing consumer preferences manufacturers are 
extending their range of products. In the period 1995-97, for example, 
there were 51 new brands or brand extensions in the four major sectors of 
the haircare market. This figure compares with an average of eight new 

13 

launches over the corresponding period in most toiletries' markets . 

12 Marketing Week, 17 April 1997. 
13 Ibid. 
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Lessons to be learnt from the use of advertising in the hair 
shampoo and conditioner market 

• The hair shampoo and conditioner market is highly competitive. It is a 
good example of a mature market where there is a dense cluster of 
competing brands, many of which are heavily advertised. The advertising 
employed seeks to build and defend brand loyalty. The net effect of this 
competitive effort tends to be negated over the long term by the 
countervailing expenditure of rival brands, but spurs an endless search for 
innovative new products which effectively address consumer needs. This is 
a trend which has been catalogued by Professor Andrew Ehrenberg in his 
analysis of fast moving consumer goods". 

• Advertising has mainly sought to raise awareness of new products and new 
formulations. This has encouraged consumers to trial-purchase and 
establish for themselves whether these latest products represent a 
worthwhile value-added improvement or quality alternative to the goods 
they already use . Most shampoo products are bought by women, even if 
they are intended for family use. Survey evidence further suggests that 
men tend to tryout shampoos bought by their partners, mothers or 
sisters. This certainly appeared to be the case with Procter & Gamble's 
Wash & Go brand. 

• Whereas ten years ago the majority of male consumers never used a 
conditioner (even if they knew what it was), a substantial number of men 
now use and value conditioner products. Indeed, there has been a 
noticeable trend in recent years towards consumers - particularly those 
with longer hair - using separate shampoo and conditioner products 
because they feel this gives their hair a better appearance. 

Financial Services 
In the 1980s, direct banking, a radical new way of offering banking 
services, was launched in the UK What makes this market especially 
interesting, as far as this study is concerned, is that this particular banking 
service relies on reaching its potential customers through advertising. 

14 cc, for example, 'How do consumers come to buy a new brand', Admltp March 1997, 
page 24, where the author concludes ' ompetition therefore calls for defen ive 
maintenance advertising as an insurance, with substantial 'premiums' to be paid if your 
brand is large - there is much to insure' . 
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Without it, potential customers might well remain ignorant of its 
existence. After all, there are no retail branch outlets. 

Traditionally, the market for current account banking services was 
dominated by clearing banks. However, liberalisation of the financial 
service sector in the 1980s encouraged many building societies such as 
Abbey National and Nationwide Anglia to enter the market. These new 
players were the first to pay interest on current accounts . This exerte~ a 
strong competitive pressure on the main clearing banks; they had to think 
hard about how to respond to this new challenge. 

Direct banking was one of the avenues pursued by banks. The service was 
pioneered by First Direct, a subsidiary of Midland. Launched in October 
1989, it was the first telephone banking service, open 24 hours a day, 365 
days a year. The rationale behind this new service was that if a bank 
deliberately avoided establishing a nationwide branch network, efficiency 
savings could be handed on to customers. The two principal means of 
achieving this goal were to offer highly competitive interest rates and 
enhanced service standards. The service was targeted at the increasing 
number of bank customers who found it difficult to visit a branch during 
its relatively limited opening hours. Telephone banking offered a more 
convenient service for many people who pursued busy working lives. 

Advertising was key to the launch of this innovative banking service. It was 
clear to the advertising agency appointed by Midland Bank that since First 
Direct had no branches, it had neither a high street sales opportunity nor 
any high street brand image. Advertising was, therefore, both the primary 
method of customer recruitment and the primary public face of First 
Direct. The two principal objectives set for the advertising campaign were 
to recruit new customers, and to raise awareness and generate 
understanding of what First Direct

15 
was offering. As with most 

advertising campaigns the agency undertook market research to identifY 

customer requirements and perceptions. 

These surveys revealed that consumers would be attracted to a bank which 
offered comparatively higher interest rates on current account balances. 
Accordingly, this incentive was prominently featured as a competitive tool 
in advertisements. In retrospect, it was found that there was no single 

---------------------_. 
15 ' First Direct: Building a Recruitment Machine' by Richard Warden, IPA Advertising Works 

1992, NTe Publications. 
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reason which interested people in First Direct, most customers were 
attracted by a combination of factors. The market research further 
revealed that consumers were highly sceptical about the First Direct offer. 
They expected there to be a catch. First Direct and its advertising agency 
therefore had to provide detailed explanations in its advertising about the 
service it was offering. 

A campaign relying on bold TV and press advertising was correspondingly 
adopted. Within a relatively short space of time First Direct became firmly 
established within the marketplace . Two and a half years following its 
launch, it had over 200,000 accounts and it was adding to this total at the 
rate of 10,000 per month. Moreover, customers were very satisfied with 
the service offered. An independent NOP survey undertaken in 
November 1991 showed that 80 per cent of all customers were either 
'extremely satisfied' or 'very satisfied' with the service they received. In 
contrast, only 52 per cent of customers were happy with the service they 
received from traditional high street clearing banks. 

What can be learnt from the First Direct campaign? 

• First Direct was a genuinely innovative product which offered significant 
benefits to many consumers, compared with rival products. Advertising 
was the principal means of informing potential customers about this 
innovative new service. The absence of a high street presence underlined 
the importance of advertising as a way of reaching out to potential 
consumers. 

• In this sense advertising was employed to circumvent traditional barriers 
to entry, in so far as First Direct did not need to establish a branch 
distribution network, given the availability of advertising to alert potential 
customers to the benefit. 

• Through the use of extensive market research and creative talent, the 
advertising proved highly effective at informing potential clients of First 
Direct's telephone banking service. 

• 0 successful was the First Direct telebanking concept that it has 
subsequently been emulated by other banks and new entrants into the 
financial service sector, including Sainsbury's and Tesco. This has increased 
competition within the marketplace and added to consumer choice. 

16 

Cars 
Motor vehicle manufacturers are major advertising spenders. Five out of 
the top dozen advertisers in the UK in 1997 were automobile 
manufacturers. Altogether car marques currently spend around £525 
million a year on promoting their products. This puts cars ahead of any 
other product group in terms of aggregate advertising expenditure. Yet 
the target market is immense: consumer expenditure on new motor cars 

in 1996 amounted to £21,300 million. 

In what is an intensely competitive market why do car manufactures 
devote such substantial resources to advertising, equivalent to 2.47 per 
cent of total sales revenue? The rationale for spending such sums is that 
advertising represents one of the most important competitive tools 
enabling car manufacturers to promote advances in product design, 
performance and quality. Manufacturers employ advertising to inform 
potential consumers about the cars themselves as well as the after-sales 
service provided. eil Borden spotted automobile manufacturers' reliance 
on advertising as a marketing tool in his analysis of US competitive 
markets in the inter-war years. So how far has advertising continued to 
play a significant role in making the competitive market operate more 
effectively in this important sector of the economy? 

To help illustrate how advertising can contribute to making the car market 
more competitive it is helpful to examine the experience of two separate 
car marques - BMW and Daewoo - occupying different segments of the 

UK car market. 

BMW 

BMW has employed advertising to establish a powerful brand reputation 
for performance and quality. The advertising slogan used since 1979 - 'the 
ultimate driving machine' - summarises the marque's appeal . BMW is an 
interesting case study on which to focus because it demonstrates how 
advertising over time is capable of demonstrating and reinforcing 

perceptions of a product's reputation for quality. 

Here it is important to stress that quality improvements made by 
manufacturers are not always readily apparent to consumers since in many 
instances they are hidden away under the bonnet. Having spent, 
sometimes, hundreds of millions of pounds on developing a new engine 
or gearbox, manufacturers find it imperative to inform their customers 
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about these improvements through the means of advertising. In this 
manner, advertising turns product innovation into a perceived consumer 
benefit, thereby accelerating revenue payback. 

BMW's advertising has stressed its commitment to the highest quality 
standards utilising advanced engineering technology. Quite deliberately, 
BMW's advertising programme has focused on quality, which permeates 
every aspect of BMW ownership, from initial design through to servicing. 

BMW has increased its sales in the UK from 13,000 in 1979 to 50,000 
today. Advertising was key to conveying these attributes to consumers. 
The success of BMW has improved the motoring experience which many 
people gain from their cars. Not only has BMW improved its products, 
but competing marques including Ford, Vauxhall, Toyota, Renault, Alfa 
Romeo and Audi have all sought to develop models which offer similar 
performance and features. Indeed, some of these models have been priced 
considerably cheaper than BMW's. As a result of this competitive rivalry, 
cars have improved and consumers have benefited. 

What is to be learnt from the use of advertising by BMW? 

• Advertising has been employed to turn complex technical product 
innovation into a readily understood consumer benefit. In the case of 
BMW many of these innovative strides would have remained invisible to 
non-experts, because they are hidden away inside the car and its engine. 

• In its UK campaign, BMW utilised a 'sniper' approach with adverts 
highlighting specific features on the marque's different models and 
explaining how these benefit owners. Advertising has established BMW as 
a company which is committed to building top quality cars. 

• Advertising delivers customers. For example, in 1993, BMW's advertising 
directly generated 35,000 enquiries from potential customers, nearly all 
from motorists who were not already BMW drivers. The advertising 
agency involved claims that advertising was fundamental to attracting 
14,600 new customers in the same year. 
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Daewoo: How advertising helped to circumvent traditional 

distribution methods 

Few would claim Daewoo rivalled BMW for performance or engineering 
excellence. However, in 1995, the Korean motor manufacturer achieved 
the most successful launch of anyl6 new entrant into the UK car market 

since 1975, when such statistics first began to be collected. 

When Daewoo decided to launch in Europe it set itself ambitious targets. 
The company needed to generate profits in its export markets in order to 
invest in a new, updated model range . Previously it had assembled cars 
based on General Motor designs, albeit these did not incorporate the 
latest engineering and design innovations. General Motors was no longer 
a direct shareholder, so the onus was on Daewoo to reinvest in its own 
competitive range of motor vehicles. When it decided to enter the UK car 
market, Daewoo was convinced that advertising was essential to 

generating a speedy payback on its investment. 

As a manufacturer and a new entrant into a highly mature market, Daewoo 
was sufficiently open minded to invest substantial sums into a marketing 
strategy which had never been tried before . However, the onus was on 
backing pro-active marketing proposals with hard supportive evidence. In 
the context of the UK, the main driver behind the whole brand strategy 
was the sales target set by Daewoo. Indeed, 'it set targets for volume and 
revenue way ahead of anything that had yet been achieved by new entrants 
in the UK car market' notes Charlie Dawson, who handled the campaign 
for Daewoo's advertising agency, DFGW. In order to achieve its goals, the 
management team realised it might well have to adopt unconventional 
methods, something encouraged within Daewoo's corporate culture. 

Daewoo's advertising agency argued that even if the new entrant was 
selling the best cars on the market, the sales targets set by the company 
would not have been achieved simply by employing conventional methods 
focusing on the model's various design features . Daewoo's UK management 
therefore adopted an innovative approach to marketing. Since Daewoo 
was establishing its UK operation from scratch, it was decided after 
considerable debate to dispense with a nationwide dealership network. 

16 Under the terms of a legal agreement with its former major shareholder, General Motors, 
Daewoo was actually precluded from selling any of its cars in Europe until 1995. 

17 Interview held on 9 ovember 1998. 
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This was partly influenced by the difficulties of establishing a high quality 
dealer network in a mature market like the UK Yet another important 
factor was the advertising agency's market research feedback which 
suggested that consumers were extremely cynical and mistrustful of 
conventional dealer's salesmen. All too often those motorists sampled had 
been disappointed with the after sales service they had received. What 
many drivers wanted was 'hassle free' car ownership. 

Daewoo manufactured cars which even its own advertising agency 
conceded were unremarkable IS. But the fact that the cars were not 
particu4trly outstanding made the agency search for a selling proposition 
which would provide real value to potential customers. As Charlie Dawson 
recalls , 'You have to find the most powerfully motivating piece of 
information available and focus on that to maximise the effects of raising 

19 
brand awareness ' . Unless such a big, broad unmet need was identified, 
the company and its advertising agency realised that it would fail to 
achieve its ambitious sales targets . 

Through a process of in-depth market research, the advertising agency, 
DFGW, discerned that there was a considerable number of motorists who 
felt dissatisfied with their previous experiences of purchasing new cars. 
Many of them were relatively indifferent to specific aspects of car 
performance and engineering

20 
(in contrast to the typical BMW buyer). 

What they wanted was a reliable car to get them from A to B. 

Given the problems of finding and developing a reliable network of 
dealers it was therefore decided that Daewoo would sell its cars directly to 
customers through its own nationwide chain of retail showrooms. There 
was to be a core of flagship sites owned by Daewoo focusing on new car 
sales; a second tier of sites selling new and used cars, and undertaking 
servicing; and a third tier, mostly located at Halford service centres, and 
concentrating on maintenance, although cars could be purchased if there 
was the demand. In pursuing this strategy Daewoo's agency recognised 
the huge opportunity to be gained from controlling all customer contact. 

The resources available to Daewoo's own management were extremely limited. 
In July 1994, nine months prior to the first models being sold, Daewoo 
Cars UK 'consisted of just a managing director, a deputy managing director 

18 Adverti ing That Builds Strong Customer Relationships? That' lI be the Daewoo, IPA 
Effectiveness Awards, 1996, NTC PubLications. 

19 Op cit. 
20 Market research suggested this proportion wa around 37 per cent. 

20 

. k 21 , Th and a marketing director, who had been m place for three wee s . e 
company therefore drew on the talents of its outside British-based advisers, 
which included its advertising agency as well as management consultants, 
marketing specialists and retail designers to position and market Daewoo 
as a new brand. This was achieved through creating a dialogue with 
potential consumers, focusing on what they really wanted from a car. 

The planning process found that private motorists' collective experience of 
buying and owning a car was in some cases alarming. There was clearly an 
unmet need for a reliable car with no service costs for several years and no 
hidden costs. The other main point which research revealed was that many 
consumers despised car salesmen. They were viewed as being over-anxious 
to sell cars, but less worried about after sales service. 

Daewoo's advertising agency hit upon an innovative method of selling 
cars. 'We were trying to think of something which was different - in a big 
way - from the rest of the car market

22
, , recalls Charlie Dawson. Daewoo 

was essentially seeking to change the rules by which cars were marketed. 
Instead of the car forming the focus of the sales message, the main thrust 
of the advertising hinged around Daewoo's after sales service, which 
uniquely did not rely on a dealer network. This service package comprised 
a three year comprehensive warranty, three years free servicing including 
parts and labour, three years of Automobile Association cover, six year 
anti-corrosion warranty and a thirty day money back or exchange guarantee. 
It launched an advertising campaign aimed at familiarising people with the 
Daewoo name and in an unprecedented move, the advertising programme 
was initiated six months prior to the first model being offered for sale. 

The campaign employed was remarkably successful at raising awareness of 
the Daewoo name. The Daewho? advertising campaign won a clutch of 
awards and was responsible for generating 200,000 responses from 
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prospective buyers in a relatively short period of time . 

What is to be learnt from the Daewoo campaign? 
• This case study demonstrates how advertising can be employed to help 

circumvent barriers to market entry. In the case of Daewoo, the barrier to 
market entry was the ability to establish a high quality dealer network prior 

21 Op cit. 
22 Ibid . 
23 Further details are available in the paper, 'Advertising That Builds Strong Customer 

Relationships? That 'U be the Daewoo', IPA Effectiveness Awards 1996, TC Publications. 
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to the launch of the marque in the UK market. The advertising planning 
process encouraged Daewoo to dispense with dealers and adopt direct 
distribution, capitalising on the abundant servicing capacity in the UK. 

• In developing its advertising programme, Daewoo and its advisers 
identified an unmet need in a highly competitive marketplace. Daewoo 
aimed to sell car ownership as a service rather than cars as a product. 
Consequently, its advertising focused on customer service rather than the 
cars themselves. This proved highly popular with consumers. 

• The vast majority of motor manufacturers tend to aim their marketing at 
car enthusiasts. Daewoo focused on the significant proportion of owners 
who are relatively uninterested in cars. Daewoo was essentially selling 
consumers 'peace of mind'. 

• For the car market as a whole, rival manufacturers have sought to copy 
various aspects of Daewoo's after sales service package. For example, a 
number of manufacturers now offer extended warranty periods, free 
seryicing and such extras as complimentary Automobile Association cover. 
Consequently, the norm - in terms of service quality - which consumers 
have come to expect has improved considerably. 

• The advertising campaign associated with the launch of Daewoo was the 
most successful since 1975, the earliest year for which the SMMT, the 
industry trade association, holds data. 

• Daewoo's successful entry into the UK market has helped it generate a 
revenue stream to reinvest in better quality cars. Significantly, the 
Financial Times motoring correspondent reported that the Daewoo Matiz 
he drove in 1998 was one of the best cars he had driven that year, even 
though it also happened to be the cheapest. 

Personal Computers 
As a product category personal computers did not exist until 1981 when 
IBM launched its first machine with 64,000 bytes of memory. At the time, 
people were still using typewriters or writing by longhand. For figure 
reckoning, many people were just getting used to electronic calculators. 

Rapid developments in IT and computing have transformed the whole 
way in which people now work. Today, millions of people access the 
Internet, send e-mails to one another across the globe and use personal 

14 tuart Mar hall in the Financial Times,S December 1998 . 
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computers for business, correspondence and academic work - even the 
occasional novel. A substantial number of people, particularly youngsters, 
enjoy playing computer games and this has proved to be a powerful factor 
in the growth in demand for both hardware and software products. 

The driving force behind these remarkable developments has been the 
competitive market and the desire by entrepreneurs to make a profit. 
Some have been remarkably successful. Bill Gates, the creator of Microsoft 
is now estimated by Forbes magazine to be the richest individual in the 
world. In October 1998, his net worth was a staggering $58 billion. On 
paper, that made him worth more individually than many nation states. 

For many years the computer market was highly technical . It was 
essentially a business-to-business market where advertising was mainly 
targeted at IT professionals. Accordingly, the large main frame computer 
manufacturers such as IBM, Bull and ICL would focus their advertising 
effort on specialist journals covering the computer market in Britain. Yet 
already in the 1980s firms such as Apple were beginning to use television 
advertising to reach a wider retail market. In the UK one entrepreneur, 
Alan Sugar, a consumer electronics supplier, spotted that there was a huge 
potential market for personal computers. 

In selling his own range of personal computers Alan Sugar's company 
offered consumers a radically new level of quality for the price charged. 
While not offering leading edge technology, his company, Amstrad, began 
to sell computers which opened up a word processing capability for 
hundreds of thousands of people who had never previously contemplated 
purchasing a personal computer. Sugar's great insight was to appreciate 
that most personal computers were used for word processing. But whereas 
most personal computers on the market then cost several thousand 
pounds to purchase, Amstrad's first word processor (the WPC 8265 ) was 
priced at a mere £399. The WPC 8265 was primarily aimed at the 
electronic typewriter market. It was cheap, easy to use and came with its 
own dot matrix printer. In the first year after its launch, Amstrad sold 
800,000 of them. Previously, the entire word processing market 
amounted to only 30,000 units a year. Amstrad's entry into the market 
helped kill the electronic typewriter. 

Amstrad employed advertising as a key competitive tool to promote its 
products to a mass retail market. The marketing strategy for the Amstrad 
PCW 8265 incorporated five key elements: public relations; distribution; 
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pncmg; software, software peripherals and distributor support; and 
advertising. The advertising campaign was plarmed to 'clearly inform what 
the product does and how much it costs' - the aim was to 'communicate 
this to the maximum number of potential consumers

25
,. As well as 

advertising itself Amstrad encouraged distributors to advertise in the 
media which attracted their customer profile 'for example, daily 
newspapers for high street retailers, office equipment magazines for office 
equipment multiples

26
,. The advertising was built round the headline, 

'more than a wordprocessor, for less than a typewriter'. 

The impact made by the PCW 8256 was remarkable. The company had 
identified a large, unmet market for wordprocessing, particularly among 
small businesses and the self-employed. Sugar also recognised that ifPCs were 
offered at an attractive price, they would be bought for use by people in the 
home. Indeed, the availability of word processing machines such as the PCW 
8256 helped to encourage many people to begin working for themselves. 

This trend towards self-employment was further encouraged the following 
year when Alan Sugar's company launched its IBM compatible personal 
computer, the PC 1512. Whereas existing IBM or IBM compatible 
personal computers on the UK market cost on average £1,700, Amstrad 
was able to offer a similar machine for a basic price of £399 plus VAT. 
Again, in launching this product on the market Alan Sugar made extensive 
use of advertising. The company doubled its advertising budget in autumn 
1986 to £12.5 million, of which £7 million was devoted to promoting its 
computer products, primarily the 1512 model. The slogan developed by 
Amstrad's advertising agency, Delaney Fletcher Delaney, was 'Compatible 
with You-Know Who. Priced as Only We Know How' - an unmistakable 
reference to IBM. The advertising campaign was divided into three 
phases: a press campaign in the national press, followed by more sustained 
coverage in trade and specialist publications, with a third phase, centring 
on television. Within months, the Amstrad 1512 became the most popular 

27 
personal computer on the UK market . 

The ability to employ advertising encouraged Sugar and his management 
team to introduce a succession of higher quality products on to the UK 
market. Through entrepreneurial flair, Amstrad effectively attracted a 

2S PeW 8256 Marketing Strategy: Key Elements, Amstrad strategy document kindly made 
available by ick Hewer + Associates, corporate communications adviser to Alan Sugar. 

26 Ibid. 
27 Alan Sugar: The Amstrad Story by David Thomas, Pan Books, 1991 , page 232. 
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whole new market of private individuals and small office home workers 
(SOHOs) who bought its personal computers in droves. Two years after 
it started selling computers, Amstrad boasted a 35 per cent share of the 

PC market in Europe and Australasia. 

In a remarkably short space of time Amstrad managed to eclipse established 
players such as IBM, which lost its market leadership in the UK and with 
it the ability to determine pricing policies . In order to compete, its 
commercial rivals began to offer their own lower cost products, sometimes 
through secondary brands, as in the case of IBM. However, other major 
manufacturers such as ICL and Olivetti withdrew from the mainstream 
PC market. The ultimate irony was that Amstrad itself lost its competitive 
edge to other rival clone suppliers and Alan Sugar subsequently diversified 
into other fields during the course of the next decade. 

The 1990s witnessed an influx of new players into the computer market. 
Advertising has played an important role in promoting awareness of such 
brands as Compaq and Gateway. And in 1990/ 91 Microsoft 
revolutionised the market when it introduced its standard-setting 
Windows 3.1 software package. In reaching out to the retail market, 
computer hardware and software companies have trimmed sales staff and 
concentrated resources on brand awareness - with an increasing emphasis 

on television and national press. 

Companies have almost doubled their overall expenditure on advertising 
in the micro and personal category: in the five-year period 1993-1997 it 
increased from £24,884,000

28 
to £42,877,000. The growth in advertising 

spend has been even more marked in the laptop and notebook market 
29 

where budgets have almost trebled from £5,430,000 to £15,063,000 . 

In an interview
30 

for this study lain Thomson, Reviews Editor of PC 
Adviser, Britain's highest circulation PC monthly, stressed that there were 
several reasons why manufacturers were keen to employ advertising. He 
highlighted the fact that a strong well -recognised brand builds consumer 
confidence in one's product. A substantial advertising campaign can 
reinforce the perception that a manufacturer's product would be broadly 
competitive with its rival and that the company would be 'safe' to buy 
from. Furthermore, he noted advertising enabled manufacturers to 

28 Source: AC ielsen-MEAL. 
29 Ibid. 
30 Interview held on 21 October 1998 . 
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communicate significant innovations in quality and performance to 
potential customers. 

As the computer market has developed, other forms of advertising, aimed 
at segmented markets, have become more popular. Product catalogues 
that simply list component costs are attractive to price-conscious, 
technically sophisticated consumers and have achieved some success. 
However, the market is increasingly dominated by display advertising, 
particularly for products aimed at non-specialist audiences, as more and 
more non-specialists buy PCs. 

Compaq, the world's largest PC manufacturer, has adopted a strategy 
whereby the company continues to target corporate users with a campaign 
largely run in the specialist computer press, with small businesses targeted 
through news-stand PC magazines. But the growing market of home 
consumers is now mainly reached through television and the national 
press. In this sense, the market for PCs has become part of the mainstream 
consumer electronics market. 

Compaq's UK advertising and direct marketing manager is reported as 
observing that, 'As time goes on it is becoming more important for us to 
grow our brand, since much of the market growth is in the home and 
small business environment. One way of growing that brand is to run the 
campaign on a more regular basis at the mid-market and quality end of the 
daily press

31

,. Hewlett-Packard, a rival manufacturer, has also allocated an 
increasing proportion of its advertising budget on television, radio, the 
business press and national newspapers in preference to specialist 
computer periodicals. In recent years, many companies have also made 
more extensive use of poster advertising to reach potential customers. 

One notable new development has been the increased popularity of using 
the Internet to sell computers. Dell pioneered this direct sales approach 
and it currently sells an average of $5 million worth of computer 
equipment every day via its worldwide website

32
• Partly as a result, it is the 

fastest growing PC supplier. Dell was also the first major manufacturer to 
adopt a build to order service, tailoring a PC to the buyer's specifications 
whilst at the same time minimising costly - and risky - inventories. 

31 'All ystems Go', Media Week, 17 ovember 1995. 
32 'Towards Marketing Today', a paper given by Chris Jones, Chairman and CEO J Waiter 

Thompson Company, The Mar,eting Society, 19 August 1998. ' 
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As in the case of Daewoo cars, advertising has accordingly been used by 
manufacturers to by-pass traditional distribution methods. Through 
advertising and direct mail consumers learn about the availability of 
websites which enable them to order computer hardware as well as 
download software. This innovative method of retailing is proving 
increasingly popular. Indeed, this form of e-commerce is an example of 
the global electronic marketplace in reality. 

What lessons can be learnt from the use of advertising in the 
highly competitive computer industry? 

• Advertising enabled Amstrad rapidly to disseminate its radically new 
price/quality offer to a large body of potential consumers. In turn, the 
resulting accelerated payback helped the company to reinvest in launching 
a series of new products in its domestic and export markets . 

• Whereas in the early 1980s personal computers were still fairly specialist 
products mainly purchased through mail-order outlets and specialist dealers, 
Amstrad changed this perception by selling through consumer electronic 
stores such as Dixons. By the 1990s personal computers had crossed an 
important boundary and established themselves as another mass-market 
consumer durable. The watershed was marked by the introduction of 
Microsoft's Windows 3.1 in 1990/ 91. The launch oftllis user friendly PC 
software product met a large untapped consumer demand which has quite 
literally revolutionised the way in which many people live and work today. 

• Most recently, the Internet has emerged as an important vehicle for 
marketing and selling computer hardware and software. People often learn 
about the existence of such sites through looking at advertising material . 
The way in which advertising has been used by manufacturers to direct 
consumers to the Internet represents an innovative ne\v way of 
distribution which by-passes more traditional retailing approaches. 

• Advertising has helped these manufacturers achieve significant economies 
of scale. For example, the big four PC makers can reduce inventory costs 
through demanding 'just in time' delivery of parts from their suppliers. 
These econonlies of scale have been passed on to the consumer through 
falling prices. There is currently a range of high performance personal 
computers on the market for less than £1,000, backed by high quality 
service and support packages. 

27 



• The use of advertising in the personal computer market is becoming 
increasingly segmented as manufacturers seek to appeal to specific 
personal requirements. In turn, different advertising strategies and media 
buying approaches are being employed to encourage brand loyalty within 
market sectors. 

• Specialist stores such as 'PC World', supported by prominent advertising 
campaigns, have developed nationwide networks to offer them to 
consumers. But major department stores, such as John Lewis, also now 
offer a range of leading personal computers and laptops. 

• Manufacturers willingness to commit resources to new product launches 
is reflected in an article which Bill Gates contributed to the Wall Street 
Jottrnal. Here he stressed that, 'Everything Microsoft does - and 
everything our competitors do in the marketplace - is driven by the goal 
of giving consumers innovative tools and products that will improve their 
lives. That is the only way we can remain competitive33

, . 

33 WRII treet J ournRI Europe, 22 May 1998. 
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Chapter 3 
Markets where Advertising has 
Traditionally been Highly Restricted 

In this chapter three product categories are analysed with the aim of 
demonstrating the impact made by advertising in markets where it was 
previously tightly circumscribed. The final example, which deals with 
telecommunications, shows how advertising has been adopted in a market 
which was formerly dominated by a single monopoly provider, the Post 
Office. 

It is striking to discover that in markets where competition has been 
banned for one reason or another, innovation and quality has often 
suffered

34
• Prices have also tended to remain high. Within the UKeconomy 

one can point to several different markets where the removal of advertising 
bans has acted as a catalyst for product innovation. Two examples of 
markets where advertising bans were lifted in the 1980s clearly illustrate 
this point. The first relates to spectacles and the second example concerns 
sanitary protection products. 

Spectacles: A market where advertising 
was previously banned 

The first example is the market for spectacles or eyeglasses as they are 
known in the USA. Until 1984 the market in the provision of spectacles 
was heavily restricted. There was a total ban on advertising other than that 
allowed in opticians' premises. And even that was heavily circumscribed, 
for example, window displays were not allowed to mention price . 

The Office of Fair Trading (OFT) undertook an in-depth study into the 
market for spectacles in the early 1980s. 'Our principal conclusion', the 
OFT's report

35 
noted, 'is that advertising restrictions result in prices being 

significantly higher and efficiency significantly lower than they otherwise 
would be' . The report continued, 'The Rules of Publicity (banning 
advertising) effectively deny patients information on available opticians in 
their locality, the range and prices of available products, the services which 

34 For instance, the toy market in Scandinavia and Greece. 
35 Office of Fair Trading report, Opticians & Competition, HMSO, 1983. 
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are offered by opticians in terms of opening hours, speed of dispensing, 
product guarantees and specialized services such as contact lens work, and 
to a lesser extent, quality. Consumers are therefore denied the knowledge 
on which to make an informed choice of optician'. 

The report went on to add, 'This lack of knowledge on the part of 
consumers has the effect of increasing the ability of opticians to fix prices 
without regard to the prices of other opticians and therefore to recover 
their overheads while operating below capacity'. The OFT concluded, 
'The Rules on Publicity make it more difficult for new firms to enter the 
market and the Rules may act as a disincentive to innovation '. 

Following this report the Government passed new legislation in the form 
of the Opticians Act 1984 which did much to liberalise the market and 
encourage competition, most notably by lifting the ban on advertising. 
For the first time, rival firms in the marketplace were able to promote their 
ervices in terms of price, speed of service, new designer frames , and so on. 

Much of the advertising employed since the relaxation of the ban has 
focused mainly on disseminating information on prices, offers and deals 
including improvements in service offered by competing optician chains 36. 

The removal of the blanket advertising ban has encouraged opticians to 
refurbish their premises, stock a much greater choice of spectacles and 
offer an enhanced level of customer service. As an academic study into the 
impact of deregulation on the opticians' market confirms, 'Consumers are 
now able to select from a much wider selection of optical appliances and 
price range. Significant improvements have taken place in service and 
ervices. Opticians' outlets are increasingly located in High Street sites and 
h

. 37, 
S oppmg centres . 

Most significantly, real prices have dropped with customers now able to 
pick up re~dy-m~de reading glasses for a ~ew gounds from a wide variety 
of outlets mcluding newsagents and chemIsts . Market research evidence 

36 For example, Boots Opticians increased advertising expenditure !Tom £176,000 in 1990 to 
£1,601,000 in 1991 in order ro launch their new 'super optical' srores and a new cusromer 
care initiative. Overall , advertising expenditure has risen from £1,674,000 in 1985 to 
£8,501,000 in 1991. In 1997, rotal advertising expenditure was estimated by AC ielsen
MEAL ro amount ro £ 1 0,646,000. 

37 'Deregulation and its Impact on the Opticians' Market: A omparison of the Forecasts of 
Both Proponents and Opponents \\~th Events in Practice' by Christina Fulop and Kevin 
Warren, InternatioMI Journal of Advertisi,'B 1993, vol 12, pp 257-278 . 

33 The price of designe~ frames also appears to have fuJlen as a result of intensive competition. 
For example, Armaru spectacles, manufactured by the Italian supplier, Luxxottica, have 
dropped ignificantly in price. 
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suggests that many pairs of ready-made spectacles are purchased as second 
or emergency pairs. Advertising's key role has enabled and indeed 
encouraged consumers to compare prices and services. 

The ability to advertise has also encouraged firms to invest heavily in the 
development of nationwide chains offering higher quality services than the 
traditional optometrist, many of whom displayed a regrettable 'take it or 
leave it' attitude39

• Fulop and Warren, the two academic researchers 
already quoted, point out that 'many newcomers have been attracted into 
this market by the lifting of the ban on advertising which has provided 
them with the means of communicating with consumers in order to get 
established, and thus recoup their investment more quickly than would 

'bl 40, otherwise be POSSI e . 

What is to be learnt from the use of advertising in the optician 

services market? 
• The freedom to advertise has encouraged firms to invest in much 

improved retail premises where consumers are offered a considerably 
wider range of choice. Service standards have also noticeably improved, 
for example, it is now far easier to have spectacles supplied the same day, 

or even the same hour, as one has an eye test. 

• Advertising has been used to publicise the availability of low price, ready
made reading glasses. At the other end of the price spectrum it has been 
used extensively as a competitive tool to promote designer frames. 

• Independent opticians with entrepreneurial flair have also been abl~1 to use 
advertising to extend their market and increase their sales revenue . 

The Sanpro Market: A market freeing itself 
from outmoded taboos 

The second example which illustrates how advertising can encourage 
irmov~tion and enable the competitive process to work more effectively is 
the sanitary protection or sanpro market . This is an important consumer 
sector which was subject to a blanket ban on television advertising prior 

39 atalie Warren, Marketing Manager, Cutler & Gross. Interview held on 30 Ocrober 1998. 

40 Op cit. 
41 A good example is Cutler & Gross, a specialist firm which supplies fashionable, high 

quality frame and sunglasses. Natalie Warren, its Marketing Manager, explained that the 
eponymous owners have decided to employ advertising to develop Cutler & Gross as a 
brand. Interview held on 30 October 1998. 
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to 1986. This restriction was imposed to protect the sensibilities of the 
viewing audience. However, the restriction probably served to sustain 
outmoded perceptions of what is, after all, a natural and universal female 
function, the menstrual cycle. As one prize winning advertising agency 
sagely observes, 'The sanpro market is one of the few categories which 
enjoys 100 per cent penetration among its available universe. Women buy 
from necessity and obviously with predictable frequenct'. 

Apart from maintaining menstruation as a taboo topic, the ban on 
television advertising also ossified competition in this very large consumer 
market

43
• As a result, there was little innovation in terms of product 

development. Women tended to remain loyal to the product they had 
bought for many years. Consequently, once consumers found a product 
that suited them, they tended not to alter their purchasing habits. This 
quiescent market was accordingly dominated by a small clutch of players 
manufacturing the same products they had sold for many years. 

The sanpro market is essentially divided into two distinct components: 
(i ) external sanpro products which include towels and pantiliners, and 
(ii) internal sanpro products, which essentially relate to the tampon sector 
of the market. Until the early 1990s the market split roughly half-and-half 
between the two types of product. External sanpro products tended to be 
favoured by younger buyers while internal sanpro products tended to be 
preferred by more mature women. 

An analysis of the structure of the sanpro market by volume in 1991 
reveals that internal san pro products held a 46.5 per cent market share 
while external sanpro products accounted for 41.2 per cent with 
pantiliners representing the remaining 12.3 per cent of the market. 

For many years the internal sanpro market was dominated by two firms: 
Tam brands , which owned Tampax; and Smith & Nephew, which 
manufactured Lil-lets. This duopolistic market attracted the attention of the 
competition authorities and there were no fewer than four separate references 
to the Monopolies & Mergers Commission (MMC) between 1980 and 1995. 

The external sanpro market was also dominated by a few large players, 
notably mith & Nephew, who manufactured the Dr White's brand and 

42 ' Lil · lcts: How the brand that whispered, prospered' , IPA Advertising Works 1996, NTC 
Publications. 

43 Estimated to be worth £268 m in 1996, source: Advertising Statistics Yearbook 1998, 
Advertising Association, page 225 . 
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Kimberley Clark. The products were well-established but old-fashioned 
and there had been little innovation with new entrants deterred from 

entering the market. 

Sanpro TV advertising had not been permitted during the fir~t ~5 years of 
commercial television and the advertising market was largely limlted to the 

use of women's magazines. 

In the 1980's and early 1990's the Independent Broadcasting Authority, 
and then the ITC, introduced the sector to television initially. on an 
experimental basis on Channel 4. Despite rules about advernsement 
content and scheduling restrictions remaining strict, new entrants began 
to enter the sector with new and innovative products. Bowater Scott 
combined with the Swedish manufacturer, M6lnlycke to launch Bodyform 
and J ohnson & J ohnson became market leader through their brand 

Carefree in the new market sector of pantiliners. 

The entire market began to experience substantial change through re.al 
competition, new product development, innovation ~~ improvements 10 

product quality. The freedom to advertise on televISion encouraged a 
major new player to enter the market, namely Procter & Gamble (P&G), 
the multinational consumer giant. This led to the amount spent on 
advertising promotion increasing dramatically (see Chart 1 below), 
galvanising what had previously been a relatively staid sector. When P&G 

Chart 1: Annual Advertising Expenditure on Sanpro products 1988-1997 
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decided to launch its Always brand, overall advertising expenditure within 
the sanpro sector grew from £8,516,000 in 1991 to £18,434,000 in 
1992. Four years later, according to ACNielsen-MEAL, total sanpro 
advertising expenditure had almost doubled to £31,005,000. 

P&G launched an innovative new product into what was perceived by 
many as a relatively boring and inactive market. P&G adapted the 
technology it originally developed for its Pampers nappy range to devise a 
super-thin, super-absorbent external sanpro product which consumers 
found to be both more effective and more discreet. P&G's new product, 
Always Ultra, was launched into the UK market in February 1992 in 
parallel with thicker, regular external pads. In order to reach its target 
audience and support the launch of its new brand, P&G spent a total of 
£8.4 million in television and press advertising in the twelve months 
February 1992 to February 1993

44
• As Mark Brickhill, Marketing Director 

responsible for Baby Care and Feminine Hygiene, pointed out in an 
interview for this studt, 'This level of advertising expenditure was 
committed because we considered it to be crucial to communicating to 
consumers the product innovation and superior performance offered by 
our new Ultra range. This strategy fostered consumer awareness and trial 
the first step in building a sizeable market share. Without it, the payback 
on our investment launch costs would have been considerably longer' . 

Since many women found Always Ultra more convenient to use, the overall 
market share accounted for by external sanpro products (or pads) has increased 
as Table 3 demonstrates. There has also been a significant increase in the size of 

Table 3: Breakdown of San pro Market Share expressed in Volume Terms 

Year 92/93 93/94 94/95 95/96 96/97 97/98 

Total anpro 100 104 105 106 108 112 
(index 92/3 - 100) 

% external (pads) 44 45 45 46 46 45 

% internal (tampons) 42 41 40 38 37 37 

% pantiliners 14 14 15 16 17 18 

Source: Procrer & Gamble 

44 'Taking Wing' by Janet Izatt, Media Week, 4 February 1994. 
4S Lntc~cw held on Friday, 20th ovembcr L998 with John Bennett, Director of Marketing 

for TlSSu~!Towels,. Beverages & Food and Mark BrickhjJl, Marketing Director, Baby Care 
and Femmlne HYgiene:. 
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the pantiliner market. This switch may have also been influenced slightly by 
a concern, widely discussed in women's magazines, about the alleged health 
concerns associated with the use of tampons. Certain commentators 
claimed that tampon use might be linked to toxic shock syndrome -
although no conclusive evidence has ever been found to support this view. 

The success of P&G's Always Ultra launch attracted imitators. Existing 
external sanpro products were re-engineered with the aim of matching the 
comfort and discretion afforded by the P&G brand. Most external sanpro 
manufacturers now produce towels with wings (a P&G innovation) and 
such products presently account for a substantial slice of the total external 

sanpro market (see Table 4 ). 

Table 4: Breakdown of UK External San pro market 

Product '94 '95 '96 '97 '98 

Ultra pads 13 17.7 19 .3 21.2 23 .8 

Winged pads 12 .6 16 17.3 19.3 21.1 

Thick/thin non winged 25 .7 23.7 21.8 20.2 17.8 

Total External Sanpro 51.3 57.4 58.4 60.7 62 .7 

Market as a % of the 
Total Sanpro Market 

Source: Procter & Gamble 

Manufacturers of internal sanpro products have also sought to improve 
their products and launched variants in the segments of the market where 
they were not previously active. Thus, for example, Smith & Nephew, the 
manufacturers of Lit-lets, relaunched its brand in 1995 and introduced a 
new applicator variant. In the same year Tampax undertook a major review 
of its business. This was seen as the most comprehensive upgrading of the 
Tampax brand since its launch in 1936, improving the product and 
packaging, reappraising its advertising strategy and supporting this effort 
with tactical retailer promotions. The company also launched 'Tampets', a 
digitally inserted internal sanpro product. Then in 1997 P&G elected to 
enter the internal sanpro segment of the market via its $2 billion 
acquisition ofTambrands, the company that manufactures Tampax. 
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What is to be learnt from the sanpro case study? 

• Significant strides in product innovation occurred following the relaxation 
of the ban on television advertising. As a result, the sanpro sector has 
become more of a repertoire market, with many consumers using both 
internal and external products. Consumers have questioned their habits 
and adapted their behaviour in an unprecedented fashion. According to 
Marketing Week, 'Most women use both towels and tampons during their 
period, and 26 per cent use pantiliners for the rest of the month. 
Manufacturers, accordingly, have encouraged the use of a vast array of 
products, as the change in use has been matched by a high level of new 
product development and promotional activity 46,. 

• The products now sold to consumers offer better protection with a greater 
choice to meet individual needs. Thus, women can now choose from 
products designed for a variety of situations, for example, P&G's Ultra 
product is offered in night, office, sport, and 'relax at home' packages. 

• In recent years the market has become far more dynamic with a tendency 
towards greater brand switching within product formats. Other notable 
features of this increasingly competitive consumer sector are the frequent 
product enhancements and much better packaging formats, both of which 
are actively promoted in both press and television advertising. 

• The launch of innovative new products such as P&G's Always Ultra has 
encouraged other suppliers to improve their own product range. This is 
reflected in the market share figure attributable to towels with wings. 

• Old taboos have been challenged. More informative, explicit advertising 
has enabled consumers to respond to the real attributes of different 
products, not just in terms of price, but perhaps more importantly in 
terms of quality, reliability and sheer convenience. 

Telecommunications: A market transformed by 
deregulation and technological change 

Competition was never allowed to operate fully in certain sectors of the 
UK economy because they were dominated by statutory state owned 
monopolies. The Government protected management from entrants or 
takeover. Until fairly recently this was the case for electricity, gas, rail and 
telecommunications. It remains true for postal services under £1 although 

46 Issue 19 February 1993. 
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the Government has announced that it plans to relax this monopoly 
47 

privilege . 

Whilst they operated as state owned enterprises, most nationalised 
industries did not need to employ much advertising since they had a 
complete monopoly of the market. An excellent e~ample . is the 
telecommunications sector where, besides the quirky excepnon of Kingston 
upon Thames, Hull, there was only one supplier - the state owned Po~t 
Office. Customers - known as subscribers - were obliged to wait up to SIX 

months to be connected to the network. Many business users, particularly 
those in the City of London, were forced to resort to the black market in 
order to get the equipment they required installed and connected. 

48 

The old Post Office spent little money on advertising telephone services . 
It did not have to as it enjoyed a statutory monopoly. The onus was on 
rationing available supply rather than meeting customer needs. T~e 
industry was also starved of capital investment. The need to moderruse 
exchanges was one of the driving forces behind the sale of BT and the 

49 

opening up of the market to new entrants . 

Liberalisation of the telecommunications sector commenced in 1981 with 
the licensing of Mercury as a competitor to BT in both the business and 
retail market. Competition has gradually increased with a major boost 
given in 1991 when the duopoly enjoyed by BT and Mercury ~as 
abolished. Consumers can now choose between traditional fixed link 
services, a range of mobile communications services as well as cab.le and 
data services. In October 1998 cable was providing tele~c?m serVlces to 
3 367 193 residential households and 494,733 businesses . , , 

The Role of Advertising in the Telecommunications Sector 

Advertising has played an important role in promoting the telephone and 
data services offered by new entrants into both the business and retail 
markets. There are now over 150 licensed telecoms operators in the UK 
and these companies have invested billions in developing networks capable 
of competing with BT across the whole spectrum of services. 

47 ee Hansard, 7 December 1998, col. 22 . . . 
48 For instance, according to MEAL statistics, in the calendar year 1978 only £2.3 million 

was spent on call stimulation. . .' . 
49 For a further analysis see my srudy for the European Policy Forum, PrJMusatJon: a Prize 

Worth Pursui1lg? 1997. 
so Source: Independent Television Commission press release 110/ 98 . 
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BT enjoyed an initial advantage because it was able to use direct marketing 
targeted at its existing customer base. Thus, advertising material 
promoting special price deals and new telephony services has been 
included in customers' quarterly bills. BT also uses direct marketing - for 
example, by calling its customers with special offers - throughout the year. 

But BT has also launched a series of high profile television and press 
• 51. 

campaIgns ill response to the increasingly competitive marketplace. 
Whereas the Post Office spent relatively little on telecoms advertising prior 
to liberalisation and privatisation, BT is now Britain's biggest advertiser. 
According to figures published in the Advertising Statistics Year Book 
1998, the company spent a total of nearly £131 million on advertising in 
1997. In a separate and more recent analysis of BT's advertising 
expenditure, MMS estimates that the company spends over 35 per cent of 
its advertising budget on price-related campaigns. And this proportion is 
growing. A further 15 per cent of its ad spend is devoted to promoting 
business services

52
• 

For their part, new entrants have aggressively advertised their own 
innovative services and highly competitive tariff rates. Mercury, for 
example, ran a long-running campaign featuring the popular comedian, 
Harry Enfield. Advertising has been used extensively to publicise the 
international services offered by BT and its rivals, a market where the 
incumbent operator traditionally earned high profit margins. 

The Trade Marks Act 1994 was an important change in the law which 
enabled advertisers to make direct price comparisons for the first time. 
Peter Taylor, a partner specialising in intellectual property at Clifford 
Chance, pointed out in an interview for this study that, 'After the Trade 
Marks Act 1994 was passed into law, advertisers were able to make direct 
comparisons, inclucling price comparisons, with their branded products 
and services. This had previously been illegal where the brand was a 
registered trademark, even if the comparison was entirely accurate 53 ,. 

BT's rivals seized this opportunity to promote their attractive tariff rates. 
The incumbent network operator sought to win an injunction preventing 
one of its competitors, AT&T, from making such comparisons. However, 
the judge, Michael Crystal QC, rejected this application pointing out that, 

51 For example, 'Bcattie', developed by J Waiter Thompson & Co, and ' It's Good To Talk' a 
campaign run by Abbott Mead Vickers BBDO. ' 

52 ee Admap, September 1998. 
S3 Interview held on 6 October 1998. 
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'As long as the use of a competitor's mark is honest, there is nothing 
wrong in telling the public of relative merits of competing goods or 

54 

services and using registered trade marks to identify them '. 

The use of comparative advertising referring to specific brands has led to 
a far more competitive telecoms market. In such sectors where price is 
often pre-eminent, advertising has focused on relative tariff rates. Not 
surprisingly, several legal cases have ensued whereby companies have 
sought to take out injunctions against unflattering price comparisons. 
However, ju·dges have clismissed these actions wherever comparative 

advertising has been broadly accurate. 

What lessons are to be learnt from the use of advertising in the 

liberalised telecommunications sector? 
• Competition, made all the fiercer by advertising, has forced operators to 

rebalance charges, aligning them to reflect more accurately the actual cost 
of providing a specific service. Cross subsidy between customers has 
accordingly been eroded and BT has tackled many of the inefficiencies 

which grew up when it operated as a monopoly provider. 

• At first, regulation was used as a proxy for competition. However, as 
telecom markets have become more competitive, the need for price 
regulation has reduced. Today, the UK has one of the most competitive 
telecom markets in the world. Liberalisation has led to improved service, 
lower tariffs and greater choice. These benefits have been vigorously 

promoted through the widespread use of advertising. 

• Since BT was privatised in 1984 the price of its basic telephone service has 
fallen by 49 per cent in real terms. Furthermore, the cost of making local , 
long distance and international calls has tumbled. BT's local call rate in 
peak time is now 40 per cent cheaper than in 1984. The price of an off 
peak call has fallen by 50 per cent over the corresponding period . 

• The cost of making long clistance calls has fallen even more dramatically. 
Since 1984 they have been cut by as much as 80 per cent. Over the last 
five years, as competition has really begun to intensify, prices have f~en 
significantly. In adclition, customers have benefited from a much WIder 

range of services including caller ID, last number recall, ete. 

• The most dramatic reductions in price have occurred in the most 
competitive market, namely international services. For BT customers, the 

54 BT vs AT&T Communications (UK) Ltd, 18 December 1996, High Court of Justice, 
Chancery Division under Mr Michacl Crystal QC. 
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cost of a weekend call to the United States has fallen by 90 per cent in real 
terms between 1984 and October 1997. Weekday peak tariffs have 
similarly dropped by 88 per cent. Peak calls to France and Germany have 
tumbled by 70 per cent in real terms over the same period while calls to 
India have plummeted by 61 per cent. International tariff rates charged by 
BT's competitors are often substantially lower. 

• At the end of 1996 over 50 new operators were granted international 
facilities licences, enabling them to own international infrastructure from 
the UK This has made the international telecoms market far more 
competitive. New licensees have lost no time in utilising advertising, and 
particularly direct advertising, to help them win market share. Credit cards 
companies, for example, have begun to offer customers international call 
services at highly competitive rates. This stiff competition has led to BT 
losing 60 per cent of its market share on certain international call routes. 

• As well as substantial price cuts, competition - invigorated by the use of 
promotional advertising - has led to vast improvements in the quality of 
service offered to telecom customers. Indeed, quatity of service has been 
transformed. In 1984, as a state monopoly, for every 1000 calls, 32 failed 
to get through because of faults or congestion on the network. In 1997, 
only 3.1 calls in 1000 failed to get through. 98.8 per cent offaults are now 
cleared within 2 working days and over 91 per cent of directory enquiries 
are now answered within 15 seconds. 

• Once looked on as a luxury, telephones are now practically universal. In 
1995/692 per cent ofUK households had a home phone, compared with 
only 78 per cent in 1984 and only 42 per cent in 1972. 

40 

Mobile telephony 

Over the last ten years a whole new telecoms market, which did not exist 
in 1984, has experienced rapid growth. This is the cellular telephone 
market, now one of the fastest growing, most profitable and most 
dynamically competitive markets within telecoms. Since the late 1980s as 
OFTEL, the teJecoms regulatory agency, points out, 'Cellular telephone 
have moved from being a fairly exclusive product with a choice of two 
operators with similar tariffs to a mass market with four suppliers and a 
range of different tariffs. The cost of ownership has dropped dramatically 
and usage patterns have changed' . 

The use of advertising has been crucial to this growth since all four rival 
networks - Vodafone, Cellnet, Mercury One 2 One and Orange 

Communications - have employed advertising as one of the main 
marketing tools to reach their potential customers. In the three months 
prior to Christmas 1998, for example, the four networks extensively 
advertised the availability of pre-paid packages which did away with the 
need for contracts and monthly rental charges. Partly as a result of this 
offer, they were able to connect 2.54 million new customers. 

There are over 13 million mobile telephone users in the UK, more than 
20 per cent of t11e population, compared with a total of 1,260,000 in 
March 1992. The remarkable growth of this market over the seven year 
period 1992 to 1998 is shown in Chart 2. 

Chart 2: Annual Growth in Mobile Phone Subscribers, 
March 1992 to March 1998 
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The Use of Advertising 

The world of cellphones can be a confusing experience for first time 
buyers. Consumers are faced wim several major choices: they must choose 
one of four networks, all offering digital services, a tariff option which 
suits their requirements and finall y a ceUphone which is appropriate for 
meir needs. What is more, most new consumers have scant personal 
knowledge about these various options, so they are heavily dependent 
upon advertising for information . 
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From the network provider's point of view advertising has fulfilled an 
important role in communicating the coverage and features available to 
the consumer. Similarly, the networks have co-operated with equipment 
suppliers to promote the latest handset models. Compared with the first 
bulky mobile phones, there has been a rapid improvement in models 
which are now much smaller, lighter and cheaper. What is more, the latest 
cellular telephones are packed with advanced fearures such as caller ID, 
automatic dialling, last number redial, call waiting, text messages, fax and 
even e-mail/Internet facilities. Nokia, one of the most successful mobile 
phone manufacrurers, developed more than 30 new products in the past 
year. And new models take much less time to develop: the typical product 
cycle is now around 18 months. This record of rapid innovation has 
generated a huge new market. For instance, Nokia's mobile phone 
division achieved a 40 per cent increase in worldwide sales in the first half 
of 1998 with total revenues reaching $3.5 billion. 

These advances in the product market have been assisted by the 
widespread use of advertising, aimed at raising awareness of the potential 
benefits of mobile telephony. In order to demonstrate how this has 
worked in practice it is helpful to assess the way in which advertising has 
been employed successfully to launch one of the more recent cellular 
phone networks to be licensed in the VK, namely Orange. 

Orange 

Orange was originally entirely owned by Hutchinson Whampoa, based in 
Hong Kong, and British Aerospace. As a new digital network service it 
was launched in March 1994. From the beginning it established a direct 
relationship with customers, in contrast to Vodafone and Cellnet, the 
original duopoly providers, who were statutorily required for competition 
reasons to make use of intermediaries, known as service providers. 

Orange needed to establish its name and reputation in the marketplace. 
WCRS, the advertising agency it appointed for its launch, played a key role 
in identifying and marketing the most attractive selling points which 
Orange was offering potential customers. In interrogating the strengths of 
the product, the agency, working in conjunction with Orange, sought to 
define and accentuate its distinctive proposition to consumers. 

Since it enjoyed no pre-emptive claim advantage, WCRS advised its client to 
establish its own category of the market, emphasising the flexibility and 
freedom associated with a 'wireless', non fixed-link future . By creating its 
own category, Orange could seek to build its own pre-emptive claim 
advantage. This led to the development of a new slogan, 'The future is 
wireless and it's Orange'. Significantly, the one guideline used by the 
agency in all its advertising was never to 'feature anything remotely 
resembling a mobile phone

ss
,. 

But the most important innovation which Orange brought to the mobile 
phone market was in its unprecedented billing structure. Orange was the 
first cellular phone network to bill its customers on a per second basis, 
rather than rounding calls up to the nearest minute. 0 other network 
provider provided this facility and there was a widespread consumer view 
that they were being ripped off as a consequence. The agency used this 
attractive offer as the basis for its advertising campaign in an effort to forge 

S6 
a new relationship with the consumer . 

Chart 3 demonstrates that prior to the launch of the main burst of activity 
advertising Orange's per second billing offer, only 34 per cent of those 
sampled in October 1994 were aware of this point. By comparison, 
following the advertising campaign promoting tl1e availability of per 
second billing, 63 per cent of those sampled were aware of this offer, a 
change of 85 per cent. 

Many consumers were attracted to Orange because of per second billing. 
Indeed, so successful was this competitive innovation that the other three 
networks were obliged to follow suit. Today, all networks charge on a per 
second basis. This is a classic example of where advertising has promoted 
a competitive innovation which has benefited all consumers in the long run. 

The advertising strategy was successful in positioning Orange in the public 
consciousness, with the advertising campaign supported by widespread 
editorial press coverage. The Independent, for example, commented that 
'The rise of Orange has been the catalyst that has taken the mobile phone 
out of its yuppie ghetto

S7
,. Within two years of its launch, more people 

55 'Orange: How two years of advertising created twelve years of value' , IPA Advertising 
Works 1997, NTC Publications. 

56 Interview,vith Robin Wight, chairman ofWCRS held on 11 September 1998. 

57 20 February 1996. 
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Chart 3: Orange Awareness Levels 
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were aware of Orange than Cellnet or Vodafone. Indeed, one of its main 
competitive rivals acknowledged that 'Orange's advertising has made its 
mark. It has served Hutchinson (i.e. Orange's parent) well by helping to 
establish a distinctive brand personality58,. 

What is to be learnt from the use of advertising in the 
mobile telephony sector? 

• Advertising has played an important role in informing customers about 
the wide range of choices available to suit their requirements. Indeed, 
advertising has fulfilled a crucial role in making the market more 
competitive. 

• Advertising has been one of the principal competitive tools employed by 
network providers. This is a fact highlighted by Mr Justice Jacob, the 
judge presiding in a legal dispute between Orange and Vodafone over the 
use of comparative advertising. In describing the mobile telephony market 

58 holm Douglas Home, British Telecom executive, quoted in Marketing Week 6 October 
1995. 
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in 1995, Mr Justice Jacob observed, 'Competition was severe. Orange and 
Mercury were advertising widely and both Cellnet and Vodafone, and 
particularly their service providers, did likewise. All concerned watched 
the promotions of the others with an eagle eye and complained if they 

59 
thought they could '. 

• Mobile telephony provides an excellent example of the aggressive use of 
comparative advertising which informs potential consumers about the 
relative merits of different networks. Orange, for example, employed 
comparative advertising in a campaign it began to run in October 1995. 
The network claimed that its customers would, on average, save £20 every 
month in comparison with 'equivalent tariffs' charged by its network 
rivals, Cellnet and Vodafone. The latter viewed this as a false claim and 
sued for malicious falsehood and infringement of its registered trademark. 

• In his judgement, however, Mr Justice Jacob rejected Vodafone's case on 
the basis that 'the advertisement was not misleading and malice is not 
established

6O
,. This case demonstrates that the courts have upheld 

advertisers' freedom to employ comparative advertising so long as it is 
accurate. Of course, if it is misleading, competitors are liable to press for 
an injunction and sue for substantial damages. 

• The Orange case study reveals how advertising focused on an innovative 
feature - in this instance per second billing - brought down the price of 
mobile phones to all consumers since the offer was so successful that 
Orange's rivals had to match it. 

• The success of its award winning advertising programme encouraged 
Orange to invest over £1 billion in its network. This, in turn, has 
contributed to the competitive drive to improve quality of service and 
network coverage whilst also reducing prices substantially for mobile 
phone users with all four cellular networks. 

59 Vodafone Group plc v Orange Personal Communications ervices Ltd, Chancery Division, 
Justice Jacob, 10 July 1996. 

60 Ibid . 
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Chapter 4 
A Market where Advertising was Almost 
Non-Existent - The Example of Poland, 
'The Brandless Society' 

The value of advertising as a tool to make competitive markets work more 
effectively is strikingly illustrated by the example of former Comecon 
countries. Prior to the collapse of the Iron Curtain in 1989, consumer 
advertising was effectively banned in Eastern Europe. In Poland, for 
example, the use of advertising was extremely limited for forty years right 
up to 1989 when the Communist party lost its monopoly grip on power. 

Under the Communist regime prices were controlled by the state. Excess 
demand for a particular product was rationed through large queues and 
a thriving black market. Neither marketing nor advertising was employed 
in any significant fashion until the 1990s. It is remarkable to discover for , 
instance, that aggregate advertising expenditure by all overseas companies 
and organisations in Poland in the year 1970 amounted to a mere 
$1 million. What is more, 74 per cent of this expenditure was accounted 
for by other communist countriet. 

There were very few imports of consumer goods because of exchange 
controls. The trickle that entered the country were only available in hard 
currency shops. Consequently, there were simply no distribution channels 
for the vast majority of products manufactured outside Comecon 
countries. And since there was no distribution or availability, it was 
pointless to advertise . A further disincentive was the fact that there was no 
product registration to protect manufacturers' brands. 

In this brandless society manufacturers were obliged to invent new names 
for products when they wished to raise prices. Pollena, the generic term 
referring to detergents is a good example. Since the central authorities 
controlled all prices, the only means available to a manufacturer who 
wanted to raise the price of a product was to rename it. Often the product 
was identical or scarcely distinguishable from the one it replaced. Once the 
'new' product was on the market, suppliers tended to discontinue 
production of the previous lower priced item . 

61 11,e DeTJelopment of Advertising in Eastern Europe, by Dr Philip Hanson, 
The Advertising Association, 1971, page 74. 
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Quality standards were abysmal. Frederic Winckler, General Manager of 
JWT/Parintex in Warsaw, pointed out in an interview for this study that 
'innovation in the detergent sector was minimal. Quality was also very 
poor'. These problems were compounded by shoddily produced washing 
machines and very inferior water quality standards. 

Sadly, consumers' experience in the detergent sector was matched across 
other sectors of the Polish consumer market including fast moving 
consumer goods (at least those that existed) and consumer durables . The 
use of advertising was monitored and controlled by state apparatchiks. 
Indeed, in the early 1970s there were just three advertising organisations 
operating in Poland

62
• Total domestically-financed advertising expenditure 

in 1970 was rninute
63

• Most of this was below the line, non media 
spending taking the form of leaflets, brochures and catalogues, as well as 
exhibition related expenditure. 

A relatively large proportion of advertising was devoted to manufactured 
consumer goods. Ironically, what little advertising existed was primarily 
devoted to disposing of those products which state owned corporations 
could not sell easily M . As a result, consumers were highly suspicious of 
advertised goods. The corollary, as Dr Philip Hanson noted in his 1971 
study of advertising in the Communist Bloc, was that products which 
attracted popular demand received no marketing support. He points out, 
for example, that 'Agricultural problems and food shortages have been 
chronic in the Soviet Union. They have recently been less important in 
Poland, but there seems in some food products to be a government policy 
of promoting important food exports in preference to domestic supplies, 
and hence of playing down domestic food advertising 65,. 

62 In Hungary, where the economy was far more attuned to the Western European model , 
the picture was almost as bleak. Prior to 1968 there were only two advertising agencies in 
existence: one agency deal t with export business while the other enjoyed a monopoly over 
the entire domestic market . 

63 For official , albeit unreliable estimates see The Development of A dvertising in Eastern 
EI~rope, by Dr Philip H anson, The Advertising Association, 1971, page 73. 

M Ibid., page 47. 
65 Ibid. page 79 . 
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The New Competitive Marketplace 
The democratic reforms of 1989 ushered in a complete transformation of 
the Polish economy and with it the use of advertising as a competitive 
tool. In an award winning profile 66 of Polish consumers published in 1998 
the authors point out that 'In those six years (since 1991 ), we introduced 
the concept of brands, changed products so radically they required 
changes of habits, and introduced the concept of service'. 

Polish society has indeed experienced a whirlwind metamorphosis as it has 
caught up with retail developments in Western Europe since World War 
n. Frederic Winckler recalls that when he first arrived in Poland in the 
early 1990s, 'Advertising was so little known that most newspapers and 
magazines did not even have rate cards. There were only two television 
stations and advertising on them was minimal: the concept of a 
commercial break was unknown' . Consequently, Winckler notes, the 
whole infrastructure framework "vithin which advertising functions has 
had to be developed during the present decade. 

The Polish consumer market is now highly competitive. In the course of 
the last five years there has been an influx of major multinational 
companies such as Coca Cola, Unilever and Phillip Morris . Several EU 
supermarket chains including, for example, the French Carrefour group 
are also establishing themselves. New retail players' entry has been 
supported by logistics companies such as P&O Trans European, Kuhne & 
Nagel and Tibbett & Britten. Whereas in the 1980s consumers had to 
ask for a product in a dingy, small shop they can now choose from a 
previously unimagined array of goods in hypermarkets which reach up to 
15,000 sq m in size. 

In such a highly competitive environment companies must continually 
innovate to win market share. Indeed, as Winckler observes, 'One must 
innovate to survive. Unless as a manufacturer one advertises prior to the 
launch of a new product, one simply fails to obtain any distribution'. The 
rapid expansion in advertising expenditure is dramatic: it soared from 455 
million zloytys in 1993 to 3704 million zloytys in 1997 (equivalent to 
£667,387,387 at the exchange rate of 5.55 zlotys to the £ on 5th 

-------------------- _ .. _--_. 
66 'Micro waved conmmerr, a consumer profile prepared by JWT / Parintex and CASE 

(Consumer Attitudes & Social Enquiries) with the help of Unilever and Kraft Jacobs 
uchard. The authors state that this is the first comprehensive nationwide study of Polish 

consumers. 

48 

September 1997, see Chart 4 ). Furthermore, over the next two years 
advertising growth is expected to more than double with firms planning 
to launch a wide range of goods and services, including privately funded 

pensions, on the market. 

Chart 4: Polish Advertising Expenditure 
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Source: AGB, ANR, Media Watch. 

The new freedom to advertise has underpinned the launch of a wide range 
of goods and services in Poland. It has als~ led to an explosion in different 
newspaper and magazine titles. The viewer, meanwhile, has access to ~p 
to forty Polish language television channels, leaving aside channels tn 

other languages. 

What is to be learnt from the greater adoption of advertising as a 

marketing tool in Poland? 
• Poland's adoption of the Western free market economy model and, in 

particular, the use of advertising, has resulted in a "vide range of benefits. 
Consumers now have far greater choice and can choose between goods 
and services of much greater quality. This revolution in quality standards 
began with relatively low priced fast moving consumer goods such as 

shampoos and soaps, food, beverages and confectionery. 

• As time has elapsed a range of new services are now being advertised. to 
consumers in what is Eastern Europe's largest market. Thus, telebanking 
is now being introduced along with private personal pensions and a range 

of other financial services. 
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• The ra~i.d growth and development of advertising encouraged by a 
compe~~ve, free enterprise market has also supported a much wider range 
of televIsIon channels and newspapers and magazines. 

• These changes have been most noticeable in major cities such as Warsaw 

and Kr~ow. ~e all consumers have benefited from improved quality 
goods, It remaInS true that rural communities and particularly the older, 
more conservative consumer have been less affected by these fundamental 
changes in the consumer marketplace . onetheless, even low-income 
groups have benefited from much improved basic commodities such as 
soap, detergent, foodstuffs and clothes. Consumers are now less prepared 
to tolerate sh~ddy goods and poor service. They have personal experience 
ofth~ alternatIve. And they are continuously informed (via advertising) of 
new Improved products as they become available. 

Chapter 5 
Conclusions 

The Case Study Evidence: What does it tell us? 
This monograph has sought to examine how far firms employ advertising, 
and, in particular, the impact advertising has on innovation, product quality 
and consumer choice. Neil Borden, in his analysis published over fifty years 
ago, concluded that advertising did exert a marked influence on all three. 
But how far is this analysis accurate in today's very different markets? 

The material examined in this monograph does in fact show that in terms 
of its fundamental impact, little has changed. The case history material 
shows very clearly that advertising does play a significant role in 
encouraging innovation, in the continuous improvements made in 
virtually all product categories (think of a 1950's car compared with one 
of today), and in broadening consumer choice. 

Let us look at these three areas in turn. 

The case studies in the previous chapters provide evidence that advertising 
makes innovation and product improvement more attractive as a competitive 
weapon. Advertising offers a way of making technical improvements 
relevant and attractive to the consumer, by translating sometimes complex 
product features into consumer satisfaction. The BMW, Daewoo and 
Always Ultra case histories illustrate this advantage particularly clearly. 

Advertising also accelerates the speed at which an improvement IS 
translated into business success, and payback for the investment it 
required. This is important both from a financial point of view, and a 
strategic one as it enables the innovator to take a dominant position in the 
market before competitors can respond. 

In addition, advertising creates a longer term and more protectable 
profit stream from the innovation . Categories that are very R & D heavy 
(such as pharmaceuticals) depend on patent law to ensure sufficient profits 
to recoup the huge investments required. Most categories cannot expect 
this, but branding provides a kind of substi tute . Once consumers associate 
the innovation with a particular brand they are Likely to remain loyal to 
that brand until given a strong reason to defect. 
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The long term success of companies such as Unilever and Procter and 
Gamble illustrate these advantages very clearly. Without an adequate 
payback many investments in new product development could obviously 
not be made. 

Advertising also encourages innovation by helping to circumvent 
barriers to market entry. 

The. First Direct case history shows how rapidly a major innovation in 
banking was established by entirely bypassing traditional distribution 
c~anne.ls via the use of advertising. Several renowned companies 
(illclu~g the now.world famous Dell ) have adopted similar bypassing 
strategIes made posslble by the ability to advertise. 

Because the use of advertising makes product improvement more 
attractive it encourages and stimulates innovation on a continuous basis. 
The introduction of advertising to the spectacles' market in the UK and 
the results of the opening up of the former Communist Bloc to 
advertising, illustrate this point dramatically. 

It is clear that the opportunity to advertise also encourages competition 
on the basis of quality distinctions as well as price differences. This 
attribute of advertising is exemplified by the BMW and Daewoo case 
studies, ~s well as the use Procter & Gamble has made of this competitive 
weapo~ ill .the detergent, hair shampoo and sanpro markets. Advertising's 
beneficlal illfl~ence on quality standards is strikingly demonstrated by 
developments ill the post-Communist Polish market. 

Finally, there is the question of consumer choice. Virtually all the case 
studies .p.rovide unambiguous evidence that the use of advertising as a 
competltlve weapon has a strong tendency to widen consumer choice. The 

~ase .of the ~eregulation of the spectacles' market provides a striking real
life lllustratlOn of the process. Prior to the abolition of the ban on 
adv~rtising, the spectacles' market was often characterised by limited 
chOICe, dowdy retail premises and a regrettable 'take it or leave it attitude' 
to customer service. The lifting of the ban on advertising has attracted 
new firms into the market, many of whom have invested in more up-to
date and consumer-friendly premises, equipment and services. 

Is Innovation always desirable? 
In examining whether advertising can facilitate innovation this 
monograph has argued that it can indeed do so. But is innovation always 
a good thing? In so far as consumers think innovation leads to worthwhile 
product improvements which offer them real value, it clearly is desirable. 
However, this study has shown that innovation can sometimes backfire. 
For example, Lever Brothers' keenness to pre-empt the launch of Ariel 
Futur by its great rival, Procter & Gamble, encouraged it to launch Persil 
Power in 1994. Used incorrectly, this detergent damaged clothes. Its 
deficiencies were seized on by its commercial rival and widely publicised 
in the media. This case study demonstrates that no amount of advertising 
can help sell a flawed product. It can, nonetheless, be used to rebuild 
confidence in a brand. Ultimately, what is perceived to be worthwhile 
product improvement is defined by the consumer. 

Consumer Sovereignty 
Some critict of advertising, notably John Kenneth Galbraith, claim that 
advertisers exploit their alleged power to persuade consumers to purchase 
goods and services they do not want or need. While this may happen in 
exceptional circumstances, it is difficult to comprehend, given the research 
evidence 68 on consumer scepticism, how advertisers could persuade 
consumers to continue buying items for which they have no need or 
liking. A product must be capable of supporting the claims made for it by 
advertising. Unless it offers clear and distinct advantages which make it an 
effective competitor, it is not worth advertising. That is why firms find it 
more profitable to advertise goods and services which people actually want 

to buy. 

Ironically, advertising does appear to have been misused in the way 
Galbraith alleges in Communist countries prior to the democratic reforms 
of 1989. State enterprises resorted to advertising in an effort to offload 
stocks of unwanted goods. This previous exposure to advertising led 
consumers in former Communist countries to distrust advertising claims. 

67 For example, see Vance Packard 's The Hidden Persttaders, 1957 and John K Galbraith who 
refutes the concept of consumer sovereignty in such works as The Afllltetlt Society, 
Houghton Mifflin, 1956, see chapter 11 ; The New Industrial State, Houghton Miffiin, see 
chapter 18; and Economics and the Public P"rpose, Houghton Miillin, 1973, see chapter 14. 

68 See for example Andrew Ehrenbcrg & NciJ Barnard, 'Advertising & Product Demand', 
Admap, May 1997. 
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Indeed, the use of advertising initially led consumers to avoid those 
products, such as hair shampoos, which were heavily promoted and 
advertised by those foreign consumer product companies which entered 
Eastern European markets in the 1990s. 

Today's modern consumer society is often highly competltlve and 
individual consumers tend to be highly sceptical. Most new brands fail: 
only one in ten is likely to succeed

69
• Advertising does not necessarily 

guarantee a successful launch, but it often helps. 

Consumer sovereignty is recognized as a market reality by competing 
firms seeking customers for their pr-oducts and services. This was one of 
the main themes which ran through Neil Borden's analysis of advertising 
in pre-war America, and it is a perception which was regularly voiced by 
those who contributed interviews for this study. In liberal democratic 
societies, individual consumers are free to determine what they like and 
think is worth purchasing. They are constantly making choices, selecting 
which goods they will buy and which they will leave on the shelf. Firms 
must respond to these consumer choices, or go out of business. Through 
this market process, consumers ultimately decide what is produced. 

The main message to be drawn from this monograph is that advertising is 
essentially used as a tool with which to compete. That is why it is used 
sparingly in markets dominated by monopolies (often given statutory 
protection by government). In offering products or services to the public 
a firm aspires to do its utmost to alert consumers to their most attractive 
qualities and features . Moreover, the use of advertising generates a raft of 
consumer benefits, ranging from product innovation, greater choice and 
improved quality. 

Advertising is employed as one more avenue for competltlve 
entrepreneurship70. It is used to highlight distinctive qualities and 
innovative features . In turn, it acts as a catalyst for accelerating revenue 
returns. From the customers' point of view, this is a virtuous circle, since 
they are the principal beneficiaries. 

69 What)s in a Name? Advertising and the Concept of Brands, Jonn Philip Joncs, Lcxington 
Books, 1986, pp 64-66. 

70 Sce Prof Israel Kirzner, Competition & Entrepreneurship, University of Cnicago Press, 
1973 and How Markets Work: Disequilibrium, EntrepretleJmhip and Discovery, Institute of 
Economic Affairs, 1997 . 
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Appendix: 
List of interviews 

The following individuals contributed information or kindly agreed 

to be interviewed for this research study: 

John Bennett 

Mark Brickhill 

Andrew Brown 

Jeremy Bullmore 

Robin 
Cameron-Cooper 

Charlie Dawson 

Andrew Ehrenberg 

Trevor Gorin 

Richard Hirst 

Nick Hewer 

Director of Marketing for Tissues, Towels, 
Beverages & Food, Procter & Gamble 

Marketing Director, Baby Care & Feminine 

Hygiene, Procter & Gamble 

Director General, The Advertising Association 

Director, WPP Group plc 

Ennismore Partnership Ltd 

Deputy Managing Director, 
Duckworth Finn Grubb Waters 

Research Professor of Marketing, 
South Bank University 

External Relations, Lever Brothers Ltd 

Senior Legal Counsel, AT&T (UK) Ltd 

Nick Hewer + Associates 

Janet Hull formerly Communications & Marketing 
Director, Institute of Practitioners in Advertising 

Caroline Johnson 

Chris Jones 

The Johnson Day Partnership 

Chairman & Chief Executive, 
J Walter Thompson Company 
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Haig Nalbantian 

David Robertson 

Peter Taylor 

lain Thomson 

Natalie Warren 

Robin Wight 

Frederick Winckler 

Research Director, Productivity Project, 
William M Mercer, New York 

Managing Director, 
Underline Communications Group Ltd 

Partner, Clifford Chance 

Reviews Editor, PC Adviser 

Marketing Manager, Cutler & Gross 

Chairman, WCRS 

General Manager, JWT/ Parintex, Poland 

I would like to thank Philip Spink, Head of Information Services at 
the Advertising Association, for his invaluable help and advice. 
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