How advertising works:
Competition in a ‘Mature’ market

~There 1s Lictle evidence that advertising resules in additional smoking. As with many
products, (cigarette) adsertising mainiy shifts consumers among brands.”

President’s Council of
Economic Advisors®

Introduction

The contention thar tobacco adverusing intluences zeople to smoke overlooks the funczion
or advertising 'n 4 ‘mature’ product marker such as tne marker for cigarerzes.

in 1 marure product macket. where the proguet catezary is long-established and
generally does not operate o

g 2

awarensss of the produce categery s umversal. 13
nerzase over2l! Semang. Advernsing instead operziss to maiiain or expand markes share
within the product caregorv - to maintain the lovaity of consumers who already use the
brand Semng advernused and o swicch consumers who use ocher Srands.

It should come 45 no surprise thar cigars: manutzoturerss are prepared (o spenc
large sums to mantain e marxer. In the US. a singie markes-snare point mav be wora as
much as 5<00 mullion in sales. and one out of every four customers mav switch among
brands :n aav giver vear. In Germanv. one marker-shure point 15 estimared to be
¥ mullior. ar June 1991 exchange rates.

approx:imazziv ©M 312 mullion for 1991 = over 3
In Japan. one market-share poins was worth Y33.71 billion or S243 muthion 1 1990 4S! =
Y147

Ta be successtul, brand advernsing must overcome rwo hurdles: ¢ must actrace the
:sed brand from the muittude of athers

tiewer’s stzeancn and o must distinguish the adv
on tne market. To break through e “clutrer’ tha: exists in the advertising markerpiacz.
advernisers must irequentdy employ vivid serrings and emgiov bnld zraghic designs an

memorable brand slogans. To separate the advernsed brand from its competicors, an
advernser must create a disninct “personality’ for the dbrand. Manufacrurers ovpicaily comme
sigmificant resources fo sustain brand identification and lovalry to the brand personality.
Enforced foreclosure of imagers. themes and slogzins in cigiceste adversising, as some
proposed legislanion would do. would be tantamount to no adverrising at all. Such
advertisements would not attracr the attennon of smokers or distinguish one brand from

another.
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€igsoeete Aavessiiing . The Paens

a. The distinction becween ‘New’ and ‘Macure’ product markets

Certaner all comeimes. cigaresse companies included. use advernsing 1o promaze their

produuts. Proposais 1o ban aigarerze advertising. however. reflect 4 basic musunderstinding

of how advertamy works  Mudh aasertisng, including sigarerte adverusing, neiner s

intended 0. [or R, the etfedt of increasing the number of people who use e “sroduct

catezan Instead. advernsing is used to serve A vanesy of disparare objecuves depezcing on

. whether the product cazegury 1s ‘ngw’ or “maturs.’ and depending on wherther tne zroduct
categnry s in compenznon with other product categnnes

in the case or 1 "new’ product catsgory hike compact dise piavers ar ssiiufar

telephones. ICVErLiing SIZMPEs O IAMDIM Peupie adVUL geaerai Product durituizs and

vhich

Az s

benefics. Because the produc: catezacy is new. adveraising funcsons Js 3 means B

consumess feazn it the procucs category exists and how it mughe be userul to e
—_ stage. advernang srometes Jemand for the product categor: in che course of primoung
demand for parmcular brands - although all adverzisers ulumately are inter2sc2d in
promoung tner branas 1gunsl compenng brands.

As awareness of the product category spreads. advernsing matters less anc ess in

stmulaning a

eza%e demand. In tact. demand flatrens because there are fewer pen.e whe
nave nor einer rriec the product rand become sestled users or non-users) or e2cii2z that
rd

el pave no .nrera in the proguct cazegor. Consumers o longsr aeed adverts.ng to

appreciate the ex:steace ot celevtsion. soft driaks. laundry derergent or toochpastz. These
products hate Decome a tars ot everyday uire for those consumers who are likeiv 10 wanr
them. The nm and 2:tect of advertiing tor such "mature” product categories 15 1o zromot2
parncular brazds o1 the procuct, not to promote the product caregory stself. Many studie
have tound 20 agvernsing 1n such markets - (ncluding tne cigaretre market = .5 not

significantly related 1o aggregate proguct demand.’

Theze 15 a3 exceprion to this fule. Even atter a product catagory has “ma

advertising 15 20 {onger ecessart €0 oreare awareness ot the product. the product cacegory

ition wieh

mas be in disecr comp other product catagories, Elscinicity comperss i some
caunrries with narural gas. Miik competes with soft-drinks and other beverages. [n such
£a3€5. 11 15 NOT URCOMMON to see advernsements that promote a product category rarier than

3 parnicular product brand. But cigaretres, like soap, are not in compenution wita other

product categories. and one never sees an advercisement promoting cigarertes oc s0ag 15 such.

Instead, one se2s omy advertisements promoung patucular brands of cigarettes or soap.

REFENENCES

calaced. But :h3a Tou RETN 2ol WEPE i TNz 223 ¥ <23 of e
proviut’s ‘e oxite. Cogareftes were one ot ¢ =3

For it .1 22 w0907 1 77OJuet Nite wvole and the
tole i promang Ty |gtute Prudd.t Jatrgoricy. s€e

: &
| =
3A i

TCo document for Province of British Columbia 19 April 1999

BATCO

< wasson, Dynamie Compentive draregy and Product Life
Crcles '97% ascia s v eaos. Vahidinn of the Procuat Lire
Crote fourss ot Bunaess Vot 19w & Sullfa.
Commenane 2ooa or sag Madue wote Ovodess 1 New [deas
for Sucaeserut Miarketing | Wrigst X § Guidstucher eds
wme R mamegemite ) S e Moe tn Loampers in SaRnt
(adustries, Hatracd Business Ravten depreidee 147V
Cyman 3D ANC Sineg Maenentng Steacegs "o Varvisg
Teoguet Lite Aoy 2o Bundess HMor znmy fan Fos (9820 aae
» #m0 Produst Pslis Concerts Methads and Strates:

Produst Sategonies i Whnd PRMANT Jemani Als G
unreizted 10 ady ervnine. | AN, Advernning. Comoemnoa. and
Aaraet Soonuata o Shgopois Over Time 137
LML B A ACAAWLDA, “An Economene Answas 3 T
o Generin Adue-Tying on the Demand tor Tes ia or
Jourar o Narsenag, o 4 11983 € Paza. The Maurement
of Cumsisnve Advernuag Effec + 1904e o TTlid Acaitinng
e Cogarenres. lournas o Poutisi Economs, vor °3
exoeflent tevitw ot these ING orher Wuoies T T
D AMGER 3, Cadwan, Ars YOy Mrer adieme =gt 3 Re ewm a2

LA AL ETRANE Jdus STeder, JONEAS O MO LD iR, S
For examele 1 *7% suner ©im Semdiel watuinre denities 3 4 Aug srmoaeel

P LT €8 T S VI A TR L0d Prmdrt Ze=tand were

006




. Tee

Those who claim tnar cigarertes are not 3 “marare’ marker sc far as voung peopie are
oneeraed miundentend wasl o means for 3 zroduct category 1o be masiire.” Even a

‘macure’ marker wiil have first-nime 2uvers. Consumers who never before purchased a home,

2 car, arelenson, 3 washing machine. lundry detzrgent or 4 aigarette wiil deaide o do so.
This does not mean. howerer, thar the product cztegory 1s not “marure.” Young peopie are
aware of laundry derergent and cgarettes long tefore thev reach maruriey because oldes
peopie sround chem use those products. Awareness of cigarettes o 10 fact so widespread chat

tmevare the serv model of 1 “marurs” product catezory.

b. The primary objectives of advertising in ‘Mature’ product markets
Even though advertising will not iasluence the absolute size of the marker. the :ncennve to

zdvernse parnicular brands or a mazure product is substannal. The US cigarette marker has
annual sales or about $40 miliion, zae marker in Germany has sales of $33 builion (ac June

199] exchange rates . and the markes .n Japan had sales of $24.3 biilion i 159). Gaining a4

sIngle mar ng S+00 mihon i US sales. S350 million in German
sales. and 5143 mullion in Japanese sales. Equaily important. preserving a single markes-
share point means eeping acacis S400 mithon. $350 mullion or $245 mulion in sales.
Moreover, &5 maav 4s one Out OF ¢rery Tour smoxers = 13 per cent - mav wviech among
prands .n 3z given vear. Even if reianverv few smokers permanently swiech brands each
velr. the amcunt spent per smoxar o prevent brand swicching - that is. to encourage brand
lovaley - 15 relarivelv low '

Successful brand promortios :n 4 mature sroduct marker. however, must overcome

o hurdles. First. the adverusiag muse artract the viewer's attenuon. Second. and no less

urs the advernsed brand from the mulnzide of other

=

imporzane. e advernsing musc di

* s .

brands on the marke:. The lenz-term success of a brand depends on “building e most
sharpiv defined Persoaabiry for ithe: brand.’™ In short, both the adverusement iwself and the
adverusec prand must stang out trom the crowd.

C.garetce manutacturars face 1 unique set of Limications in this regard in their
brand adverzsing. Firse. in the Unuted Scaces there are more than 350 cigarersz brands and
brand stvles on the marke:.” Thers are 3035 brands on the marker in Germanvy and 263
brands in Japan. Sezond. the media to which cigaretre adverusing is resericted in many
countries - the print media ~ are relatively inefficient vehicles for advertnising. Thurd,

advertisemenss for cigarertes n the print media draw even less arrentnion than print media

advernisements for ocher producr carezories. As Young & Moschis have obsesve
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Cigareate Aessrtisiag . TVe Jaets

“It is generally acknowledged that in a typical magazine environment an ‘average’

» >

advertisement recenes appraxsmately thrze second of viewing time *. Cigarate
advernsements recennve the least amount of viewing ume of any major princ advertising
catezory. This 1s because rhe tvpical cigaretre advertisement is a quintessennal ‘reminder’
ad» eruisement - it grabs your attennion, you see the picture and you go on to the next page.
[t 1s extremels rare for a cigarette advertisement to hold a viewer's attencion for more than

a couple of seconds.”

¢. Attracting Viewer Attention
Ad

se75 THPLEALS Jse dtiracahise models . raciive »etnngs to Promorte h Progducis.

ve men and ‘vomen are used to seil brands of everything from :leer polisa to

meztawash. In using attractive modets in astzactive semings. advertisers are not ixzmpung

10 s2rsaace consumess that scrubing floors or garzling 1s astracnve. The zoal s 12 saten the
vet2r’s 2tteanon tor ne ady ermsed brand.

Consumers are exposed 1o countiess advarasements each day in a vasier of media.
O= zlevision. as maayv as 20 minutes of eacx broadcast hour may be cozsumec by
comercills. and adverusements account for more pages than text i most news>aners and
msgizines. The resuiris ‘commeraial cluerer.” As onz advernsing executit2 sas stzisd.
“Hardlv anvone in the advertising business would disagree that clurter is a prodlem. As
consumers are bombarded by more and mors advestising messages. it becomes more and

more Jifficule tor adverasing messages to get through.”

US research shows thar "about L3 per cent of magazine ads are rorai mussel by

the ssader. large: because of ad clureer.” and rhat “readers are totally ignoring <3 per cenr

of 3averused aames.” © It also has been reporsed char tisiome 83 per caar of magaune

4

eac2cs Jo Aot remembder seeing the average advertisement.’

According 0 Georzs Gailup,
mo :dvarnasec products in the same commodits greup. using the same size space. 2an Siffer
b a5 muck 3 12 t0 one in ther abiwty to commaad accention and regster the product's
brand name. ’

Numerous studies demonstrace thar vanous measurss of adverusing effzizveness -
such as recall and posive artitudes - decrease as the amouat of ‘clutter’ increases in the
media environment. Viewer areention is 4 limired resource. and advertisers compere intensely
tor :2. The abuiney to gain consumer attention. other things being cqual. often 15 weakest in
‘marsre’ product markers because consumers are so familiar wich the adverised product.

Thus. adverusing expenditures often must de higher in mature markess than 2 'new’ or
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emerging marhets if azverns.ng s 0o achieve the same level ot arrention.” Every adverniser

thererore seeks the mos: effzizve means availabie 0 got 3 message aonced. tor he reaps the

reward of a viewer's momenzary tocus and a chance o “speak’ to the viewer.*

d. Audience Segmentation

Broadly speiling. 1n 3dverziser n 1 ‘mature’ product markes can promots 1 particular
brard n eicher of owo wavi. He can ;aint to objective charactensics of the brand thar make
that brand surenor 1z aner srands. or he can idexuty the brand subjecniely a5 the brand
that s desirabie.

Thers are manv proaucs caiegones 11 wiich an advertiser can point 1o objective

f

Rarsccenstics of a brzad thir disungwsh chat brand from compenng brands. One make of
autamentle mav have pamter muleage or require fewer repairs tan anotner. and of vourse

autamobiles wary dramanes.ls i preee. Simularels, laboratory stugies mas in tact show thae

some artacids work r 3=3 more affectively chan others. Cigzarette advertisements also
Car pOAnC 10 "R2 rar’ 27@ m.ooune fanng of a parnculir brand. ws tvpe of futer. rasie or
lengzn. When such obiective sadraczazisuics allow an adveruser to discinguish his brand from

others, e act

iser s akel: o str2ss those characterisuics in the advertising.
In manv casee. hewsver. crands are more or less interchangeable i “abjecuve’
tesms. Some cigarestd Srands, like some sotr drinks and soass. are moce Sifficult to

di

:nguish trom one 1noiner on the dasis of objective characrensiics than aze oraer brands.
Thus. other s2proaches. nor imuted ¢ purelv rextual messages. may be used.

An idvernuser ittemtung o promote 1 brand thae s less readily distinguishable
from otner braads therators tmies a Qifferear approach. He aims o promore his brand with
parncular groups of consumers witmin the product caregory by saving. in effecs. *If vou are
his kind of consumer. Brand X s for vou: if vou are thae kiné of consumer. Braad Y is for
vou.” The actertiser. :n othzr words, chooses 3 particular group of consumers within the
product categery ar wrich o direct s message and taidors hus message 1n 2 way thac is
more Likely 1o strike 3 r2sponsive chord wirh thar group.

Regardless of the producr. individuals tend to cluscer in ‘raste cultures.” [t 1s to
these groupings that sdvertsers dirscr their messages - parricularly in mature product
c3tzgories in which obrecnive differenniation of the constituent product brands is difficul.
Advernsers no longer :r

¢ the public as 1n undifferenciared mass. Thac approach is not
cost-effective. and ic 15 paruculaciy wnefficiens when manv interchangeable brands of 2
peaduct are compenng for 4 share of the marker. This 1s simply a tace of effecuve markenng,
which 1ndicares nochuing i irselr abour whether advernising increases toral consumption of a

partcular produce.
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Cigen

All advertising sesk ro portray the brand being advernised in a ‘posiutive’ manner, and
cigarerre advernsinz s 0o wffersar i this regard. Not surprisingiv. people in cigarerte
adrerisements oftes appear to be enjoving themselves and raking pleasure in smoking. This
cannot be consicersd inherendy misieading, Simudarly, manv c1zaretre advernisements depice
attzacnive people. bur thae is about peaple zortraved are contirmed individualists: somenmes
they are emphacically sociable creacures. The various cigarerre manutacturers, like
advernsers ot s0aps and <oscZaES. JTtempt Lo aftract the attention of each of these audiences.

But 't :s nor the advernsement thar “shapes’ the consumer. It is the consumer fthose in the

o e m, &

sudienve who alreaar use ths product catezorv! rhat *shapes’ the advertsement.

In acdre chzir satertingg 1o partoslar audieaces, and i seeking co gain therr

atrention and preterence. Ggiretie manufacturers are doing exactly what other advernsers
do - and must do - 20 ¢ngaye :n brand compention.

- e. Cansumer Response to Advertising

Proponsnts or 2 bzn on igorerts adverns.ang ovasssiimare the power ot adverusing - 1n past

by under-esurmanng e inaligeace and tree wiil of the ‘targer” audiences. Although this
view 9I comsumess . vne thar prevaiied i advestising theory earlier in chis cencuey, it has
since been discrec.zed. Consamers. vounz and uid alike, are far more sophisticated and

dienmmanng i a2 responses 10 advertisning haa was once believed.
Once it +25 thougae that adverusing had a direct and powertul ezrect on
consumers. Acvert.iers wows sav. ‘Buy Brand X because it 1s superior to Brand Y. andaf
the adiertisement wvay clever 2nough. the consumer would buy the advertised brarnd. [n
realicy. zhe woeld 2225 nor ana never dia operate in the way described by this ‘one-way
fiow” model. Adver-sers soon reabised that simpi. dissemunanng 1 commercial message did
not ensure it wou.l he nonced. Thev also learmed thar, even when nouced, commeraial
messages were not nelessac:iy retaned. and that even when viewers found a parucular
adrermsement mermerable, shey did noc alwavs remember what brand was being advertised.*
Marsover, even whaa consumers did rememper an advertisement. as well as the aame of the
advernised brand. taare was no guarantee that thev would have any interest in buving the
brand or even 1 product witmia the produst category, The failure ot consumers to provide a
Pavlovian response stems from the fact that peopie are not hapless recipients of adverusing.
— Ratcher, when they 2o nouice advernising, they are active parucipants who ignore. selecuvely
artend to. laugh. counzer-argue, forger or sav ‘no’ to it.”” Individual audience members are
the sum of mvriad experieaces and beliefs who evaluare commercial messages noc in a

] vacuum but in the conrext ot their hves.*
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Cigererts acsarainieg o Yo Baats

Counrer-arguments ire a pertasive part of the exchangs berwesn advertiser and consume:.
Qne mav r2s150 the most appealing adverzsement far 3 f2st-food chain because one 15 on a
aier or does noc Like ‘junk’ rood. One may resist 2 clever advertisement for a toreign
aurcmobile because one beiteves thar domastic-made cars ar2 morz refiable or because one is
pieased with the performance of one’s own car. One may decide against chewing gum -
despire che arrracnive. happv oeopie who inhabit gum advertisemenes — because one thunks
that chewing gum is annoying. This king nf counter-a1gument zoes on all the nme. most
areen i the form ot an internalised departa.

YWhart is distincnive 1bour the counter-irgumentation :hat occurs in the case of
gigarerzes is that NO viewer can possibiv avoid the counter-argument. The ana tobaczo somnt
ni view 1s one of the most widelv dissem:nated consumer messiges in the world. [ndeed.
s:igaretee adverusing in Most <ountses carries health warnings. Every cigaretze advertisement
.5 3 remunder of the smoking and health controversy. containing 15 oWn Sounter-argument.
Despite the pervasiveness of advernsing. .t .acks the persuasive impact on the consuming

hat some would ascrize to im. Indee:. advernsing s so pervasive precisely because the

cersuasive 1mpact 1 o jimuited. Advernsess must advertise (f ther are to retain the brand
ovatty of therr own consumers and, perhaps. attract consumess away from competing
srands. And. parnicular:y in the case or mature products, advernisers must compere
aggressiveiv to be heard through the commerciat ciutzer. Even ir tne advertser manages to
.atch the momenrary actention of 4 consumer. he aiwavs risks reection of his messags by
me consumer’s own lnremal sounter-arument.

Proposals to barn o: resinict advernsing therefore both overesumare the power of
sévernsing and underesumars the sophistication of consumers. Because such proposals are
cased on flawed assumprions. adverusing bans and content cone=ais will not have the effect

aroponents claim.
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