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INTRODUCTION 

Advertising as a barrier to market entry sounds a rather dry and 
specialist topic. But the fact is that it raises some of the most 
important issues that we all face in the struggle towards a 
sensible industrial policy for the UK. 

In the 1960s and 1970s there was an increasing concentration 
in British industry - an acceleration in the long-term trend. 
Many markets that were competed for by hundreds of 
manufacturers fifty years ago are now dominated by a handful 
of firms. In the 1960s there was positive encouragement to 
mergers, in the belief that economies of scale were necessary to 
success in international markets. Between 1964 and 1971, for 
instance, 7,040 mergers and acquisitions were recorded 
(Business Monitor), in which companies with market values of 
£7,394m disappeared into larger organisations. 

By the late 1970s the original enthusiasm for the idea that big 
must mean better was beginning to wane; some were actually 
suggesting that small might be beautiful. But by then 
concentration was more inadvertent: the less efficient 
companies could not survive the profit squeezes and dropped 
out, while the atmosphere was hardly right for the 
establishment of new ventures. 

In the 1980s the pressures towards protective concentration 
will be even greater, as British companies face increasing import 
penetration - an almost universal phenomenon, as the NEDO 
sector working party reports demonstrate. 

In these circumstances it is natural and quite proper that 
increasing emphasis should be put on competition policy. Most 
non-extreme politicians, most people in relevant government 
departments, most managements in the private sector and most 
citizens believe that the best way to ensure good value for money 
for consumers is to encourage " true competition". 

It follows that, in addition to taking positive action to 
promote competition, the authorities should aim to remove any 
"barriers to entry" faced by new companies and new brands. 
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It is often suggested that heavy advertising by the 
established companies constitutes one of those barriers to 
entry. The idea has usually been put forward by academic 
economists (!). either in their writings or through the reports of 
the various official bodies on which they have sat - such as the 
Monopolies Commission or the Price Commission. 

For instance, the Price Commission's 1978 report on 
Southalls (Birmingham) Ltd concluded that" ... high levels of 
(advertising) expenditure act as a restraint on competition by 
presenting a formidable barrier to new suppliers" (HC 436, p.l). 

The whole question of "barriers to entry" is much more 
complex than it sounds. And it has to be said that economists do 
not seem to be at their most persuasive on competition theory or 
at their most informed on how advertising works. Their starting 
point tends to be one of pure commodities, bought for purely 
functional reasons, evaluated on price alone - a situation which 
hardly exists in the real world. They are apt to concentrate on 
mythical and over-purified concepts like "Monopoly", "Perfect 
Competition " , "The Rational Consumer", "Complete 
Information", "The Entrepreneur", and so on. One cannot 
quarrel with the abstractness of competition theories (theories 
are meant to be abstract). But if public policy and legislation are 
to be based on them, it might be better if they touched real life at 
!¥>me point. 

I believe that this issue has to be tackled from the other end. 
We should supplement theory with practice. That is, we should 
ask what, in real life, does prevent manufacturers entering new 
markets or developing new brands. We can look at the available 
evidence, come to tentative conclusions and see where there are 
gaps. It could be that public money would then be better spent 
on research designed to fill the gaps and to help us understand 
the realities of market entry, rather than on endlessly re
working the theory. 

So this paper starts from the viewpoint of a manufacturer who 
wants to develop a new brand of packaged goods (that is, the 
class of goods that is most heavily advertised: packaged food, 
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drink, household stores, toiletries and cosmetics made up about 
half of manufacturers ' consumer advertising in the 1970s). Are 
there barriers for entry for his proposed new brand? If there are, 
is advertising by the established brands one of them? If it is, in 
what way is it a barrier? 
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ARE THERE BARRIERS TO ENTRY? 
In a rather simple way, there must be barriers, because so few 
new brands and new products succeed in establishing 
themselves. Various studies l2)have shown that some 60-70% of 
new products that ar~ tried out in test markets are never 
extended to national marketing. And most of those that are 
launched nationally do not survive for very long. Of 400 new 
food products launched nationally in 1965, 49% had disap
peared from the shops by 1969,69% by 1973 and 78% by 1975 13). 

It is not just new products that disappear: whole companies 
withdraw from markets. A 1965 J Walter Thompson study 14) of 
29 packaged goods markets showed that there were 294 
company names entering these markets between 1954 and 1960. 
By 196449% had already withdrawn. The popular cliche that 
" nine ou t of ten new products fail " remains a fair guide to reali ty 
for packaged goods. 

What is the cause of this high failure rate? What are the main 
barriers to entry? I have divided them into two categories: first, 
those barriers that prevent a company from even trying to enter 
a market; and second, the barriers that cause failure after 
market entry. I have listed three main barriers in each category. 

, BARRIERS AT THE PLANNING STAGE 
The first barriers to the manufacturer of packaged goods appear 
at the planning stage, before the decision has been made what 
market to try to enter. In order to make this decision, the 
manufacturer has to consider three areas - either intuitively or 
by formal analysis IS). 

1. Company assets What is our company competitively good 
at? What are its strengths - in Research and Development, 
producing skills, production capacity, raw material purchasing, 
quality control, distribution, branding, etc? 

Where might those strengths lead? Such questions, if 
answered realistically, often constrain the company into 
sticking closely to its home ground. 
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2. Technical innovation policy Is the company a pioneer or is it 
an improver? Is it good at accurately meeting the needs of 
specific segments of the market? Or is it primarily an efficient 
copyist? Is the R & D department strong in fundamental 
research, is it good at development work - translating other 
people's fundamental research into physical objects? Or is it 
little more than a few quality control technicians? Again, reality 
can constrain aspirations. 

3. Market data Of the possible markets that emerge from such 
questioning, which seem to be growing? Who are the 
consumers? Are they like the ones we know already? Are the 
buying motivations like the ones we know already? What is the 
market structure - fragmented or oligopolistic? Big diversified 
companies or small specialised? Are the existing companies 
successful? Is there a rapid rate of disappearance? 

When the answers to these questions have been analysed and 
related to the company's policies, there usually remains a very 
short list of markets. To decide on priorities (or indeed whether 
to go ahead at all), the company basically does an economic 
analysis. 

Up to this point it has been deciding whether it is feasible to 
introduce new brands into a particular market, within the 
constraints of the company's own skills. Now it has to ask 
whether there is sufficient indication that the company could 
make any profits by doing so. 

And this leads directly to Barrier No. 1. 

Barrier No. 1: Low profitability 
There is no doubt whatsoever that the biggest barrier to entry, 
both practically and psychologically, is low profitability in the 
market to be entered. If the existing companies in the market do 
not seem to be making much profit is it likely that a newcomer 
could? 
It is not hard to see why this has become such a barrier. Chart 1, 
shows the real rate of return on capital in British manufacturing 
industry: 
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The rate of return naturally differs in different industries, but 
the trend is universal. For instance, in the food, drink and 
tobacco industries the real rate of return averaged 13.1% in 
1960-2 and 5.0% in 1974-6. To put it starkly, the manufacturer 
thinking of entering the "average" market would be facing a 
prospect, with his proposed new brand, of a one-in-ten chance of 
ekning around 5% in real terms on his capital. This barrier 
certainly rules out markets that are not well above average for 
profitability. 

Two examples show the contrast in markets. S.C. Johnson 
Ltd have many excellent product innovations which have 
succeeded in other countries - Klear floor polish is one of them. 
But in the UK, after three years, Klear was barely breaking 
even. This could hardly have been due to the "barrier" of 
competitive advertising - in 1977 all the floor polish 
competitors to S.C. Johnson put together spent only £700,000 
on advertising 16). The company attributed the lack of success to 
the generally lower profitability in the UK market, where their 
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gross margin was 8 percentage points lower than their European 
average. The danger, both for the company and for consumers, is 
that in future this barrier will inhibit their investment in 
innovation here. 

On the other hand, Rowntree faced heavily advertised brands 
in the block chocolate market. Cadbury spent about £2 million 
on press and TV advertising in 1977 for chocolate bars and Mars 
spent over £Y2 million on Galaxy. But because the market was 
profitable, Rowntree did not face any barrier to entry with 
Y orkie at the planning stage. 

Barrier No. 2: Capital investment 
A second major barrier at this early stage is the need in many 
markets for heavy capital and start-up investment. A popular 
theory is that one cause of Britain's industrial problems is the 
failure of financial institutions to provide investment funds. 
But all the evidence - for instance, from the Wilson 
Committee 17) or the CBI's surveys 18) - is that it is the demand, 
not the supply, that is weak. 

For the would-be manufacturer of new brands it is not 
particularly hard to raise the finance; it is simply a matter of 
risk. Although much can often be done with laboratory and pilot 
plant work, the capital investment and indeed all forms of start
up costs usually have to be incurred before there is anything but 
a fairly speculative idea of whether the new brand will succeed. 
If the brand fails, current expenditure (including advertising) 
can be switched off and some return can usually be retrieved 
before the brand is finally withdrawn. But the capital 
expenditure and start-up costs are rarely recoverable. 

Sadly, risk-taking seems to be becoming rarer. As companies, 
and individuals, feel increasingly that there are penalties for 
failure, but few rewards for success, playing safe becomes the 
norm. It may at times be a self-induced barrier, but it is certainly 
a very important one. 

Again, two examples show a contrast. Kraft Cheese Slices 
were virtually unchallenged up to 1976. This could hardly have 
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been due to the barrier of the brand's advertising expenditure -
during 1971-1975 average annual spending on press and TV was 
only £223,000_ In 1976 and 1977 advertising expenditure on 
Kraft Cheese Slices doubled to £449,000 per annum; yet several 
new brands of cheese slice came onto the market. The reasons for 
this are very clear. Up to 1976 cheese slices were made by a 
chilled roll process, and the machinery cost about £ Y2 million - a 
most effective barrier to entry. What changed in 1976 was the 
development of a new process, involving hot-rolling methods. 
The new machinery cost only about £60,000 and the barrier had 
gone. 

By contrast, the capital investment in plant, equipment, 
distribution vehicles and the start-up costs for Mr. Kipling 
cakes in 1967 came to considerably more than anticipated; and 
the first year's losses were high. It is quite possible that an 
accurate forecast of start-up costs would have led to cancellation 
of the whole venture. Fortunately for RHM, the size of the 
barrier was under-estimated. Mr. Kipling was successfully 
launched regionally in 1967 and nationally by 1970. In 1975 it 
became a market leader; and by 1978 it had over a quarter of the 
market, with sales of around £60 million, and was very 
satisfactorily profitable. 

Barrier No. 3 : Patents 
One specific barrier at the planning stage is patents. They are 
often very formidable and require persistence and considerable 
time to overcome. Kodak's introduction of an instant camera 
was delayed for many years by the complexity of Polaroid's 
patents, and even then it was a matter of an expensive court 
case. 

This is a very obvious sort of barrier, but there is an important 
principle involved too, one that has a bearing on many issues of 
the true interest of the public. There is no doubt that from a 
narrow and short-term point of view the public suffered from 
Polaroid's patents. They were deprived for many years of 
Kodak 's technology and were forced to pay the higher prices 
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that resulted from Polaroid's monopoly of instant cameras. A 
sharp drop in UK prices as soon as Kodak's instant camera was 
launched in the UK clearly demonstrated the effects of 
competition. 

But the broader and long-term view comes to a different and 
more sensible conclusion. This is that, without the protection of 
patents, Polaroid might never have got onto the market at all. In 
the long run the protection of patents has brought about more 
innovation and more competition, by giving inventors more 
secure rewards. 

BARRIERS TO SUCCESS AFTER 
MARKET ENTRY 

Let us say that our manufacturer has overcome all these barriers 
at the planning stage. He has chosen a market that looks 
reasonably profitable; he can manage the costs and risk of 
investment; and there are no patent problems. He has developed 
a new brand for the chosen product field, and is ready to put it 
onto the market. 

What are the barriers that face him now? 

Barrier No. 4: The need for good distribution 
Chart 2 demonstrates graphically one of the key determinants of 
success - good distribution. 

It comes from a study by the A.C. Nielsen Company(9) of 29 
new brands in the grocery trade. Four months after the brands 
were launched the successful brands were in 50% more shops 
than the unsuccessful; a year after launch in 100% more shops. 

The relationship between distribution and sales is part cause, 
part effect. On the one hand, distribution is a cause of success. 
Unless the manufacturer can get over the barrier of the retailer's 
indifference or scepticism, the public has no chance to buy the 
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brand. So the manufacturer needs a good product, a good 
rationale for it and an investment in all forms of pUblicity - face
to-face selling, sales aids, special stocking incentives, consumer 
advertising and maybe free samples or other consumer 
incentives - in order to persuade the retailer to stock the brand. 

On the other hand, distribution is a result of success. If the 
brand goes well in the early stages, the public demands it, retail 
branches hear from head office, the word gets around and more 
retailers want to stock it. The critical difference between the 
successes and failures from the distribution point of view lies in 
what happens between 4 months and one year after launch: 
distribution of the failures is static, while that of the successes 
continues to build up after the impetus of the initial launch. 

We get much the same impression by asking people how they 
found out about new products they had recently tried: 
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Chart 3 

HOW YOUNG HOUSEWIVES FOUND OUT ABOUT 
NEW PRODUCTS RECENTLY TRIED 

" of married women aged 16- 34 saying :-

Saw In shop 1 r ------------, 42'7. 

Recommended 1 .... _____ ----'125% 

Advertising 1 

'-------' 

18 % 

Free sa.mple D 9% 

Other answers D 8 % 

SOVftCE JWT NEW HOUSEWIfE SUIWO 1H1 

This survey, among young housewives, made it clear that 
shop display and word-of-mouth are thought to be much the 
most important channels of communication for a new brand. 
There may of course have been an element of post
rationalisation in these answers, but bearing in mind that many 
of the recommenders mentioned were retailers, good 
distribution is clearly shown as vital to success. 

It might seem a little surprising that only 18% of the sample 
mentioned advertising. Our surprise comes partly because we 
tend to think of shops and recommenders in physical terms as 
individuals; while we usually talk of advertising expenditure in 
abstract and collective terms, with apparently huge sums of 
money involved. When the advertising is translated into 
practical terms it seems a lot less. 

Let us imagine, for instance that our manufacturer has 
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decided to spend £ Y2 million on television advertising, including 
the costs of the commercials, during those first critical four 
months. (That is what the average brand from the top 10 
advertisers spent over the whole of 1977). What does that mean 
in practical terms? 

The average housewife is exposed to about 3000 television 
commercials over four months. That is, the set would be 
switched on and she would be in the room during the screening of 
3000 commercials. If our manufacturer had spent £'12 million in 
1979, then just 7 of those 3000 commercials would have been for 
his new brand. I t is hardly surprising that advertising does not 
emerge as the most important communication medium in 
making people aware of the existence of new brands. 

In any case, all the evidence is that simple awareness is only 
the first step. Important as it is, the successful launch of a new 
brand (the first four months of distribution and sales) is not the 
only, or even the most critical, factor in its success. 

Chart 4 
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The point is illustrated by the typical pattern of consumer 
buying of a new brand. Chart 4 shows the norm for packaged 
goods as shown by an analysis (101 of 44 test markets. 

First there is a build-up to a peak, in line with the growth of 
distribution. Then a decline, as the distribution curve flattens 
out and as some consumers, having tried the new brand once, 
either lose interest or decide not to buy it again. Finally, after 
quite a short time - on average about 6 months after launch - a 
relatively stable level of sales is reached. 

Advertising has important roles in two of these stages, 
though they are very different roles. First, the build-up stage. 
Advertising and sales promotion, by contributing to the initial 
excitement of the launch, can affect the height of the peak. What 
happens at the second stage, the decline, is almost entirely due 
to the degree of satisfaction given by the new brand to its 
buyers. The evidence is that the percentage drop from the peak 
to the stable level is directly is directly related to the brand 
itself; for instance, it is much the same in each area of the 
country, irrespective of weight of advertising. The role for 
advertising at the third stage, when sales are more or less stable, 
is particularly important. It is the role of maintaining and build
ing the brand, reminding those who have tried it to buy it again. 
Advertising here can make all the difference between the con
sumer sales being stable-upwards or stable-downwards. 

Consumer panel data, which measure the behaviour of indivi
duals rather than aggregating sales, confirm this picture (lll. 

Chart 5 shows the cumulative percentage of households 
buying two new brands; and the general pattern shown is 
typical. A lot of households try the new brands in the first two 
months (in the case of these two brands, about 3 million 
households); then the rate of gaining new triers slows down; 
finally, after about 6 months, it becomes a very gradual process, 
with gains of only about 1-2% of households per year. 

The difference between Brand A, which was a success, and 
Brand B, which was a failure, is very significant. In the early 
stages there is relatively little difference in the rate of trial; after 
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25 

2 0 

15 

10 

5 

0 

HOW NEW BRAND S BE C OME ESTABLISHED 

1. Cumula t i v e p e rcen tag e of h o u seholds buying 

~ OF BUYERS OF PROOUCT TYPE Brand A (SUCCESS) 

Bra nd B (FAILURE) 

2 3 4 5 6 
MONTHS AFT ER LAUN CH 

SOUftC( "'TWOOD CONSUM[III PANn 

3 months 19% of households had bought Brand A and 15% had 
bought Brand B. In effect, the launch of the two brands was 
almost equally successful. 

In the three months after that, either through failure to build 
on the launch or because the word had got around that it was not 
a very good brand, Brand B gained only about 2% more 
households as triers. Brand A put on an extra 6%. 

But the real difference between the two lay elsewhere - in the 
repeat-purchase rate, the rate at which the triers of each brand 
bought again. 

Chart 6 shows how Brand B fitted into the buying habits of its 
triers. It represents the share of the total product field that the 
brand held for its buyers, for various periods after their first 
purchase. For Brand B, the share settled down at 6%. That is,16 
weeks after the average trying household had first bought 
Brand B, it represented only 6% of that household's purchases 
of the product type. The figure for the successful Brand A was at 
16% nearly three times as high. 
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Chart 6 
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This is typically the pattern for a new brand failure. Enough 
households try it to make it a success - over 3 million - but 
they do not go on buying it often enough. 

These findings are the result of very extensive research, and 
cast much light on the realities of entry into new markets. In 
particular, they illustrate two very fundamental points: 

a) Role of Advertising 
Advertising has an important part to play in the initial launch of 
a new brand. But it is probably less important than getting 
distribution. The two are of course inter-related, since it would 
be difficult to get distribution without the promise of 
advertising. This phase is of very short duration, about 3-4 
months, and is the relatively easy part of breaking into the 
market. It is a matter of organisation, effort and a short burst of 
expenditure (assuming of course that the new brand stands up 
to initial inspection). 

A far more important role for advertising comes after the 
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initial launch and trial of the brand by households. It is the 
maintenance of the new brand, keeping up the rate of re
purchase by reminding buyers to buy again, when the first 
excitement of novelty has worn off. This is the hard part. 

b) Buyer's satisfaction 
The key factor in success is the satisfaction of the buyer with the 
brand. It governs the level of the "stable" sales and the rate of 
re-purchase. Very few new brands are actively disliked; the 
problem is far more often one of indifference. There is a very 
strict limit to what advertising can achieve in building a brand, 
if people are totally apathetic towards it. 

The crucial importance of the buyer's satisfaction brings us to 
Barrier No. 5. 

Barrier No. 5 : The need to be better and different 
What do buyers want from their new brands? The evidence from 
analysis of success and failure is very clear, if not very 
surprising. 

The findings of many pieces of research, analyses and post
mortems lead to very similar conclusions. The next three charts 
are representative of such findings, and are taken from a very 
thorough analysis ll2)of 100 new grocery brands, covering 38 
product categories, launched in the UK between 1960 and 1970. 
50 of these brands were successes and 50 were failures, and the 
charts compare the two groups. 

First, price. New brands tend, not unexpectedly, to be rather 
more expensive than established brands. But the evidence here 
is that price is not a very critical factor in success and failure. 
The four new brands that were lower in price were all successful, 
but there is very little difference between the two groups in 
terms of same-priced new brands and higher-priced new brands. 

A lower price is not always an advantage, in any case (13). There 
have been, for instance, many new brands of textured vegetable 
protein in recent years, but on the whole they have been 
unsuccessful- despite the obvious advantages of TVP. One of 
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the main problems appears to be that virtually all have been 
presented as a cheap substitute for mince. To many housewives 
mince is already seen as a cheap substitute for "real meat" . 
There are not many people nowadays attracted to the idea of a 
substitute for a substitute. 

By contrast, better performance can be seen from Chart 8 to be 
vital to success. Of the 50 brands which were successful, three 
quarters performed better according to product tests against 
existing brands. Of the 50 unsuccessful brands only a fifth 
performed better. 

And much the same is true of distinctiveness - being 
different from what is already on the market: 

Chart 9 
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Getting a better performance than existing brands and 
producing a new brand that is radically different from them is a 
very great deal easier said than done. It calls for considerable 
speculative expenditure on research and development; great 
efficiency; meticulous consumer research. Above all - the really 
hard part - it requires skills of intuition, inventiveness and 
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interpretation; and the tact and energy needed to guide and 
force through the new ideas, which are nearly always disruptive 
to the existing production, finance, marketing and sales 
departments. 

With such demands, it is not surprising that so many new 
brands are just not good enough to succeed. What is more 
alarming is that some companies, when under the severe profit 
pressures of the 1970s, appear to have cut back particularly on 
those skills and resources that are needed to secure success in 
new brands - for instance, R&D, consumer research and 
advertising expenditures (14) . This may be a very short-term 
view, but it is perhaps understandable. Jam tomorrow has never 
had as powerful an appeal as bread and marge today. 

The importance of better performance and distinctiveness is 
well illustrated by the dramatic success of Rowntree's Yorkie. 
And so is the need for interpretive skills. What, after all, is 
"better" block chocolate? And how could Rowntree hope to 
challenge the long-established quality and dominant strength of 
Cadbury's, who held over half the market? 

In the end, after a great deal of experimental work, the crucial 
factor emerged as thickness or chunkiness, which is partly a 
sensual difference and partly a psychological difference. It had 
been an important element in the original success of Cadbury's 
Dairy Milk; but gradually Cadbury's had sliced away the 
bottom of their block of chocolate to keep down prices. 
Eventually Cadbury's Dairy Milk was more a bar than a block. 
Yorkie capitalised on finding out and interpreting what 
"better" meant to consumers; its reward was about 25% of the 
market by the end of its first year of national marketing. 

In many ways, therefore, we have to conclude that the only 
really important "barrier to entry" for new brands after the plan
ning stage is the need to produce a better and distinctive brand. 

But that is surely a rather curious use of the phrase "barrier to 
entry". Most manufacturers would put it another way. They 
would say that producing a better and distinctive new brand 
was simply an essential part of the process. And that is how they 
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would describe their own advertising for the new brand - it is an 
essential part of the process of efficiently launching, 
maintaining and building the brand. They would describe the 
selling, display, sales promotion, warehousing, distribution and 
transport activities in exactly the same way. 

So far I have not mentioned the advertising of established 
brands as a "barrier to entry" for the manufacturer of a new 
brand. Again, it seems a way of thinking that is quite foreign to 
marketing managers, and I have certainly never come across 
one who talked of competitors' long-term promotional activities 
as a major obstacle. In fact, there seems to be only one way in 
which they could be included at all, and that is by naming as the 
sixth barrier the efficiency of competitors. 

Barrier No. 6: Efficiency of competitors 
Obviously, it is much harder to succeed with a new brand, if it 
faces competitors who have efficient production, quality 
control, reliability; who innovate regularly with design 
improvements and new variants; who have up-to-date and 
efficient distribution systems; who have efficient cost-control 
systems and competitive pricing; who use advertising 
efficiently; and so on. (If they are inefficient in the sense of 
spending too much on advertising, that is an opportunity for the 
new brand, not a barrier.) 

;rhe incumbent manufacturers have two great "efficiency" 
advantages. First, they have economies of scale in production 
and distribution that the newcomer, by definition, cannot yet 
have. Second, they have a going business, whose competitive 
activities can be highly concentrated in time for tactical reasons, 
without disturbing annual budgets. They often spend a year's 
price-cutting budget in a couple of months ~d fill the retailers' 
shelves and warehouses with their own brands to prevent the 
new brand getting a foothold in its crucial launch period. 
Although advertising expenditure is often concentrated in the 
same way, the main tactical weapon is nearly always price
cutting. But of course this is to say no more than that one barrier 
to the new brand's entry is the need for start-up investment 
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before the return comes in. Or that part of the efficiency of 
existing competitors is the fact that they have already built up 
their businesses. 

In all those senses the efficiency of competitors is a "barrier to 
entry" for a new brand. But it is a fairly bizarre way to think of it. 
It is unlikely that there will be loud public calls for inefficient 
cO)llpanies, in order to promote new competition. 

Manufacturers of new brands almost invariably look on the 
advertising of established brands as a perfectly normal part of 
the total process of bringing them to the consumer. Typically, it 
might account for between one-tenth and one-fifth of the cost of 
that process, which covers packaging, warehousing, transport, 
selling, sales promotion, display, advertising, retailers' costs 
and retailers' profits. 

But even if the process of bringing existing brands to the 
public is regarded as normal rather than a "barrier to entry", 
there is little doubt what the major protection is for the existing 
brands. It is the satisfaction of consumers with what they are 
already buying. That is why it is so necessary for the newcomer 
to be better and/or different. If the new brand is no better, why 
should the consumer bother to change to it? 

There is no doubt either that one of the most important roles 
for advertising for an established brand is to remind people of 
those satisfactions. I t is an essential part of the maintenance of a 
brand. It is reinforcing people's existing buying habits. 

The view has often been put forward that advertising is 
therefore acting as a form of "unfair competition"; that by build
ing "brand loyalty" it is unfairly reinforcing buying habits; and 
that it is therefore acting as an unreasonable barrier to the new 
brand. 

Unfortunately, the term' 'brand loyalty" is one of several that 
are widely-used in marketing but which have very imprecise 
meanings. The realities tend to be l'8ther different from the over
simple theory. The next chart illustrates the true situation in 
four very different markets. It shows the relatively small degree 
to which households stick to one brand, even over a very brief 
period - in this case three months: 
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Even in the tea market, well-known for its conservatism, half 
the buying households bought more than one brand, while in the 
fragmented market of breakfast cereals 81 % bought more than 
one brand. True "brand loyalty" (that is, sticking to just one 
brand over a long period) is rare. As a rough guide, over a one
year period about 10% of the buyers of a brand buy that brand 
alone; and they tend to be particularly light buyers of the 
product type. This whole area has been very extensively 
investigated U5

), and the general conclusion reached is that in 
most consumer goods markets most people have a short-list of 
brands which they find acceptable, and they buy the individual 
brands from this short-list in an irregular way at differing 
frequencies. 

The main role for advertising in such markets is to bring a 
brand to the top of people's mental short-list or to try to keep it 
there. In other words, the task is one of competitive 
maintenance. 
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As the chart shows, there appears to be no particular positive 
relationship between the advertising/sales ratio and "brand 
loyalty" . In the examples here, there appears if anything to be 
an inverse relationship. This is consistent with Dr Reekie's 
analysisU6) of 41 fast-moving consumer product fields, which 
found that markets with high or moderate advertising/sales 
ratios (over 4%) also had high or moderate levels of successful 
entry of new brands (over 3% penetration), and as one would 
expect with this increased competition, a lower rate of price 
increases. Markets with a low or unsuccessful entry history had 
low levels of advertising and larger price increases. 

In fact, the degree of "brand loyalty" seems to depend on the 
nature of the product category. Even in markets where, after a 
period of early experiment, people tend to stick to one brand -
such as sanitary protection where 44% of each brand's users 
claim to be "sole users" or razor blades where 55% do 117

) - there 
is ample evidence that sales will ultimately decline unless there 
is some competitive maintenance by advertising. 

A very clear-cut example of the need for maintenance came 
from extensive research into the effectiveness of advertising for 
the wearing of seat-belts. U8) Use of seat-belts is a benefit that 
costs nothing extra (the law prescribes the original investment 
costs) and which most people favour. The research showed that 
when about £2 million a year was spent on advertising, some 
33% of drivers on the road wore seat-belts. When £~ million or 
less was spent, about 28% wore them. If reminder is needed in 
this non-competitive area to persuade this "captive market" to 
continue doing something that they already approve of, it seems 
clear that most manufacturers in competitive markets will need 
to remind their consumers, simply in order to stay in business. 

But the implication of the "brand loyalty" argument is that 
advertising's role goes beyond simple reminder of the existence 
of a brand; and this is perfectly true. It is reminding consumers 
not only of the brand's existence, but its values to them -
whether those values are functional, economic or psychological 
(more likely, a blend of all three). Its purpose is to show the brand 
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to be worth its full price, so that it will not have to be sold at a 
cut-price. In this way it aims to keep up a reasonable profit 
margin for t he manufacturer. 

But does not that mean that advertising puts up prices? The 
fairly clear answer - maybe surprising from a superficial 
viewpoint - is that over time it tends to have the opposite 
effect. 

The best way to see this comes from looking at reality rather 
than considering theory. The next chart shows the results of a 
study I19

), carried out in 1965, of the price movements of heavily
advertised brands of processed food , compared with the 
movements of the Retail Price Index for all food. 

The figures were reached by taking 25 categories of branded 
food, and listing all the brands that had both been on the market 
for 10 years and also spent at least £50,000 on advertising in 
1964. That is, it was a complete lis t of "heavily-advertised" 
brands in those categories, whose prices could be monitored for 
ten years. The prices of these brands were built into a weighted 
price index, following as closely as possible the methods of the 
official RPI. 
Chart 11 

130 

120 

110 

INCREASE IN PRICES. 1955-1965 

INDEX 1955=100 

19511 57 59 61 

28 

RETAil PRICE 
INDEX (FOOD) 

INDEXOF PRICES 
OF 7 8 HEAVllY 
ADVERTISED 
FOOD BRANDS' 

' AU .MHO' IN n fOOD CATlO~I(1 
III'{NC)tNO ovu no 000 0fII '111l1l. 'N ...... 
6 3 65 

As chart 11 shows, there were variations from year to year in 
the comparison between the "heavily-advertised" brands and 
the RPI. (For instance, general food prices went up much faster 
in 1961-3, while the 78 brands' prices went up a little faster in 
1963-5). But over the ten year period, the "heavily-advertised" 
brands went up substantially less in price than foods as a whole. 

. This analysis has just been repeated, covering the years 1964 
(the last year of resale price maintenance) and 1978. The brands 
listed were all food brands spending over £1;4 million on 
advertising in 1977 that were on sale during the whole period. 
(Excluded were chocolate and sugar confectionery; also bread 
and butter - which have been subject to official controls). The 
prices from 1964 were those listed in Shaw's Price List; the 1978 
prices come from AGB's consumer panel and are what people 
actually paid for the brands. The appendix gives details of the 
calculations. 

Again, despite all the qualifications that have to be made 
about any price index, the differences are so marked that the 
only possible conclusion is that "heavily-advertised" food 
brands go up less in price than food in general. 
Chart 12 
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Of course, this does not prove anything about the effects of 
advertising. It is correlation not causation. But when advertised 
processed foods appear to increase in price, over the long run, 
more slowly than the raw materials on which they are based, the 
simple-minded view that the advertising expenditure puts up 
the price is hard to sustain. 

I believe there is a fairly simple reason why advertising 
appears to help in damping down price increases. 

I t lies in the contribution of advertising to the efficiency of the 
manufacturer's operation, and relates to the main roles for 
advertising identified above. 

First, the role of advertising in competitive maintenance of 
demand, by reminding consumers. It acts as a control 
mechanism, enabling the scale of all operations to be reasonably 
stable and predictable. This affects economies of scale in 
production - not only in scale per se, but perhaps more 
importantly in efficient plant utilisation. More strikingly, it can 
affect economies of scale in distribution (in which, being a more 
decentralised operation, the scope for inefficiency is greater). 
Perhaps most of all, it can cut down the total costs of the process 
of "bringing the brand to the consumer". Dr Reekie shows 
clearly that where there are relatively high advertising costs 
they tend to be more than offset by the lower retail margins 
needed (20). 

For instance, in one market he found these figures: 

RETAIL MARGINS FOR A FREQUENTLY PURCHASED 
GROCERY PRODUCT 

Heavily advertised brands 
(= 62% of total advertising) 

Moderately advertised brands 
(=36% of total advertising) 

Lightly or non-advertised brands 
(= 2% of total advertising) 
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9.95% 

15.10% 

17.30% 

In other words, the manufacturer aims to maximise the 
efficiency of the total process; or to minimize the gap between 
his factory cost (plus overheads and profits) and what the 
consumer pays. He aims at the optimal balance of expenditure 
on all the factors under his control, bearing in mind that they will 
also affect what the retailer requires. 

The second way in which advertising acts to keep prices down 
is a more long-term one, and even harder to demonstrate. It 
relates to advertising's role in keeping up profit margins; that 
leads to more investment and innovation, hence greater 
efficiency in the long run. (As noted earlier, it also makes 
markets more attractive to new entrants.) There can be no doubt 
that declining profit margins tend to put manufacturers into a 
vicious spiral; they start cutting back on those very activities 
which are designed to protect and build the company's long
term prosperity. They certainly cut their advertising 
expenditure, which tends to reduce profit margins still further. 
For instance, the average grocery brand from the top ten 
advertisers of 1970 spent 29% less in real terms in 1977 than in 
1970. They cut back their investment in new plant and their 
research and development too. In general, under profit pressure, 
there is often a tendency to see survival rather than progress as 
the top priority, and to retreat into a sort of siege mentality. 

If taken to extremes, this sort of vicious spiral could lead to a 
damaging loss of efficiency in established UK companies. And 
eventually that would act to break down one of the "barriers to 
entry" in their markets. Unfortunately, those established 
companies would be too busy defending their own markets and 
too much under threat to want to take the risks themselves of 
entering new markets. The main beneficiaries of the breaking of 
the efficiency barriers would be new imported brands. 

While this description of the vicious spiral might seem a little 
over-simple, and maybe over-stated, no-one viewing the UK 
market dispassionately today could doubt that import 
penetration from new foreign brands is one of the country's 
main economic problems. Most people who believe in 
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competition and free trade will oppose unfair "barriers to 
entry"; but to reduce barriers by reducing the efficiency of UK 
companies would surely be suicidal. 

To some extent, this is the old question of the short-term 
versus the long-term public interest, which we saw in the case of 
patents. It was summed up in a Price Commission report on 
proprietary non-ethical medicines: 

"A total reduction or partial control of advertising 
expenditure could be reflected in retail prices in the short 
term. The long term consequences however are more 
obscure ... Manufacturers, believing that their opportunities 
to maximise market shares and profits would be reduced, 
could stop developing new proprietary medicines 
concentrating instead on more profitable products." 

(HC 469, May 1978) 
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CONCLUSIONS 

There is in fact a surprising amount of reliable research evidence 
about the practice of marketing to help us reach conclusions. 

The main rules for successfully entering a market with a new 
brand are simple enough to state, however difficult they are to 
follow. The manufacturer of the new brand must: 

(1) have a product that is "better" in the eyes of the potential 
customer than the existing brands, and noticeably different 
from them; 

(2) have the courage to risk the capital and start-up 
investment costs (including what is necessary to fight off 
competitors' tactical price cutting); 

(3) be able ultimately to match competitors ' efficiency in 
production, distribution and marketing: that is, match the 
"going rate" in unit costs of production, transport, selling, 
display, discounts and advertising; 

(4) keep within reasonable distance of the going consumer 
price - though his "better" product will certainly be able to 
command some degree of price premium. 

If he can do all this, and still have some profit at the end of it, 
he will have a successful new brand. In fact, with the exception 
of patents, the problems he faces are all to do with the 
limitations of his own skills and attitudes, rather than external 
obstacles. 

The main difficulty over the whole question of "barriers to 
entry" may in fact lie in deciding what the phrase means; 
certainly part of the gulf between the academics and the 
practical marketing men is one of semantics. But if we have. to 
stick to the phrase, the evidence reviewed here seems to POInt 
fairly unequivocally to two general conclusions: 

1. Advertising for established brands is not a barrier to entry 
in the sense of an unfair restraint which prevents new 
manufacturers from trying to enter a market. On the contrary: 
by building reasonable profit margins in the market, it makes 
the idea of entry more attractive to them. 
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2. However, in the sense of contributing to the efficiency of 
established brands, advertising means that the new brand must 
be efficient too. Part of this "barrier" of efficiency is the 
contribution that advertising makes over time to restraining 
price increases on existing brands. 
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APPENDIX 
Price changes in "heavily-advertised" branded foods 

These were the stages by which the price index shown in Chart 
12 (page 29) was calculated. The work was done by Mike 
Waterson, Research Director of the Advertising Association. 

1. A complete list was made of food brands on which at least 
£Yt million was spent in 1977 on press and television advertising 
(Source: Media Expenditure Analysis Ltd). 

2. From this list were excluded all brands which were not on 
the market nationally in 1964, plus chocolate and sugar 
confectionery . (not really food), bread and butter (both subject 
to external controls and subsidies). In the case of frozen foods 
two lines (garden peas and fish fingers) were chosen to represent 
Findus and Birds Eye. For other brands the main pack size was 
chosen as representative. 

3. The 75 remaining brands were priced for 1964 (Source: 
Shaw's Price List and The Grocer Buff List) and the second 
quarter of 1978 (Source: A special analysis of AGB's consumer 
panel data). That is, the prices for 1964, when resale price 
maintenance applied, were list prices and for 1978 were the 
prices people actually paid for the brands. 

It was not possible to get 1978 prices for 8 brands, and the 
final list of brands was therefore 67. 

4. A brand price index was calculated for each of these 67 
brands, taking into account any changes in pack size (but not, of 
course, any changes in quality). The brands were grouped into 20 
product categories and an (unweighted) average price index 
calculated for each category. 

5. These 21 average price indices were then weighted 
according to the estimated importance of the product category 
in domestic food consumption (Sources: Family Expenditure 
Survey, National Food Survey, IPA, EIU, Mintel, KAE, AGB, 
Advertising Association). From this a weighted average price 
index was derived for the 67 "heavily-advertised" brands as a 
group. Table 1 gives the detailed calculations. 
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Table 1 

PRICES AND WEIGHTS 

Averaged 
Price Index x Weight 

Biscuits 396 x 185 = 73,260 
Frozen Food 284 x 180 = 51,120 
Jam 214 x 47 = 10,058 
Margarine 230 x 85 = 19,550 
Meat Extract 238 x 30 = 7,140 
Crisps 469. x 72 = 33,768 
Ready Meals 320 x 40 = 12,800 
Canned Veg 243 x 128 = 31,104 
Cereals 335 x 80 = 26,800 
Cheese 326 x 20 = 6,520 
Coffee 384 x 75 = 28,800 
Condiments 317 x 4 = 1,268 
Crispbreads 214 x 11 = 2,354 
Desserts 242 x 30 = 7,260 
Flour 325 x 38 = 12,350 
Food Drinks 302 x 15 = 4,530 
Sauces 258 x 50 = 12,900 
Soups 253 x 60 = 15,180 
Fats/Oils 162 x 56 = 9,072 
Sugar 459 x 112 = 51,408 
Tea 255 x 140 = 35,700 

1,458 4521942 

Total Averaged Weighted Price/Index = 452,942/1,458 = 311 
Retail Price Index rise over same period = 351 
(Average for 1964 = 55.8/Average for 2nd Qtr 1978 = 195.8) 
Retail Price Index Food Component rise over same period = 408 
Sources: Family expenditure survey/National Food survey/ 

IP AlE IU /MintellKAE/ AG B/ Advertising Association 
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6. There must always be reservations about the precise 
method of calculating any price index. Nevertheless the gap 
between the rise in the Retail Price Index for food over this 
period (408) and the rise in our final price index for "heavily
advertised" food brands (311) is so large that it seems unlikely 
that any changes in assumptions or sources could alter the basic 
conclusion - that heavily-advertised food brands go up in price 
less than food as a whole. On these calculations only 8 of the 67 
brands had increases greater than the RPI for food. 
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