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Price Promotion and Brand Loyalty

Motivation

• Price promotions are important marketing activities for (food) retailers.

• Brand loyalty is a major requisite to foster brands' assets.

S l th ti l h l d th l ti hi b t• Several theoretical papers have analyzed the relationship between  
price promotions and brand loyalty resulting in mixed (even contrary) 
outcomes.

• Few empirical studies for (European) grocery markets are available to 
test which model(s) might be most relevant to reflect pricing strategies 
in food retailingin food retailing.

• Results might help to understand the price formation process and to  
derive some managerial implicationsderive some managerial implications. 
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Price Promotion and Brand Loyalty

Motivation: Sample Store Flyer

Strong Brands for
the Lowest Price
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Price Promotion and Brand Loyalty

Definitions

“sale” or “sale’s price” or “promotional price”

A product is said to be on sale if the regular price is significantly reduced
f l dfor a limited time.  

A sale is  „... a temporary reduction in the price of an item that is unrelated 
t t h “ (H k & R iff 2001)to cost changes.“ (Hosken & Reiffen 2001).
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Price Promotion and Brand Loyalty

Example 1:
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Price Promotion and Brand Loyalty

Example 2:
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Price Promotion and Brand Loyalty

Definitions: Measuring Sales‘ Prices

• Price is reduced by more than 5 percent (2.5, 10, 15 %).

• Price is reduced against the regular price.

• A price is regular if it is set for four consecutive weeks.

• A sale’s period does not last for more than four (3, 5) weeks.

• Following to the sale’s period the price is increased.
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Price Promotion and Brand Loyalty

Definitions

Concept of “brand loyalty”:

Following Jacoby und Kyner (1973: 2): “Brand loyalty is a

bi d ( d )• biased (non random),
• behavioral response (buying),
• expressed over time,
• by some decision making unit• by some decision making unit,
• with respect to one or more alternative brands 

out of a set of such brands,
• and is a function of psychological• and is a function of psychological 

(decision making, evaluative) processes.”
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Price Promotion and Brand Loyalty

Definitions

“level brand loyalty”:

“We define the extent of favoriteness (loyalty) by the price differential 
needed before the consumer will switch away to the less favored brand” 
(Agrawal, 1996).

A i l l l l 0 b d 1 ifl1
1 1 1

A customer is loyal at a level >0 to brand 1 if 
he/she does not switch until: :    i i

l
p p l

“size of brand loyalty”:

The size of brand loyalty describes the number or the share of customers 
loyal to a brand (size of the loyal segment).
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Price Promotion and Brand Loyalty

Definitions: Measuring Brand Loyalty

Purchase pattern    Consumer 1 Consumer 2 Consumer 3

“level of brand loyalty”:

Brand loyalty measure AABAABAABA AAAABAAAAA BBBAABABBB

Customer loyalty A B A B A B

Average lengths of brand runs 1.75 1 4.5 1 1.5 2.33

Repurchase probability 50 % 0% 87.5 % 0% 50% 66.67%

Return probability after switching away 100 % 0% 100 % 0% 50% 50%e u p ob b y e sw c g w y % % % % % %

“size of brand loyalty”:

The size of brand loyalty describes the number of customers loyal to a 
particular brand. A customer 1 is loyal to brand A if the level of loyalty is at 
a maximum for brand A compared with other brands
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Price Promotion and Brand Loyalty

Theory

Narasimhan, 1988, in The Journal of Business.

Raju, Srinivasan und Lal, 1990, in Management Science.

R 1991 i M k ti S iRao, 1991, in Marketing Science.

Agrawal, 1996, in Marketing Science.

Anderson and Kumar, 2007, in Quantitative Marketing and Economics.

Jing and Wen 2008 in Journal of Economics and Management StrategyJing and Wen, 2008, in Journal of Economics and Management Strategy.

Kocas and Bohlmann, 2008, in Journal of Marketing.
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Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.

Assumptions:

• Two manufacturers with one brand each
• Two types of consumers one loyal to brand 1 the other loyal to brand 2
• No retailer or retailers follow the pricing of the manufacturer
• l: level of brand loyalty
• w/s: weak, strong brand
• r: reservations price equal for both brands
• p: price
• Total demand is 2 
• 50 % of consumers is loyal to either brandy
• No transaction and production costs
• Non cooperative Nash‐Equilibrium
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Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.
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Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.

Ps

r

Pw+ls
Demand for the strong brandg

Pw‐lw
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Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.

If    2 and 2    w s s wl r l r p p r„Pure Strategy“

If    2 or 2  no pure price equilibrium  w sl r l r„Mixed Strategy“

 
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Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.
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Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.

G*(ps) G*(pw)

„Strong Brand“ „Weak Brand“

1

g

1

0.5r lw
lw

r lw
r

0 5r lw

2r lw
r lw



0

0.5r lw
r


0

r r0.5r r‐lw 0.5r+lwps pw



Price Promotion and Brand Loyalty

Theory: Raju, Srinivasan und Lal, 1990, in Management Science.

Results:

• The weak brand promotes more frequently.

• The strong brand on average promotes more deeply.

• An increase in the level of loyalty reduces the frequency of sales.

• The frequency of sales increases with the number of brands.

• Sales might by synchronized.
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Price Promotion and Brand Loyalty

Theory: Agrawal, 1996, in Marketing Science.

Agrawal (1996) introduces a retailer that decides prices:g ( ) p

Results:

• The strong brand is promoted more frequently. 

• The weak brand on average is promoted more deeply. 

• Sales may not be synchronized.
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Price Promotion and Brand Loyalty

Theory: Anderson and Kumar, 2007, in Quantitative Marketing and Economics.

Anderson and Kumar (2007)  introduce dynamic loyal consumers (besides  ( ) y y (

static loyal consumers and switchers). Conversion of switchers into loyals

(2 period model). The conversion rate is higher for the strong firm.

Results:

• The strong firm promotes more frequently.

• The strong firm promotes more deeply.
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Price Promotion and Brand Loyalty

Theory: Kocas and Bohlmann, 2008, in Journal of Marketing.

Kocas and Bohlmann (2008)  introduce switchers that compare prices for ( ) p p

a subset of firms. The switcher to loyal ratio (SLR) determine the 

incentives for promotion.

Results:

• If the strong firm has a low SLR it promotes less frequently,

• and the strong firm promotes less deeply.
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Price Promotion and Brand Loyalty

Theory: Summary
‐‐‐‐ Weak Brand
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Price Promotion and Brand Loyalty

Data: The Products
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Price Promotion and Brand Loyalty

Data: German market for breakfast cereals

Retail Scanner Data: MaDaKom GmbH

• 200 stores200 stores

• Prices, volumes, and promotions by EAN

• Store characteristics and Key AccountsStore characteristics and Key Accounts

• Weekly data for 2000 and 2001

Consumer Scanner Data: GfK

• 14,000 households that report daily on grocery shopping

• Prices, volumes, promotions by EAN

• Household charactersitics (age and size of households etc.)  

• Reporting period 2000 and 2001
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Price Promotion and Brand Loyalty

Data: Matching and Data Manipulations

Matching  of data:

• Based on EAN (129 products)Based on EAN (129 products)

Data reduction:

• Brands with a significant market share (> 1 %)Brands with a significant market share (  1 %)

• Brands bought by a significant number of housholds (> 20)

• Retail scanner time series with few missing obs. (< 20 %) g ( )

Finally, 1729 time series for 23 sub‐brands which belong to 4 corporate
brands in 108 stores are available. For these frequency and depth of price
promotions are calculated. 6841 households regularly consume breakfast
cereals. 1300 to 2100 are loyal to one out of the 23 brands brands. With
these we derive the brand loyalty measures (level and size).
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Price Promotion and Brand Loyalty

Data: Descriptive Statistics

*
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Price Promotion and Brand Loyalty

Data: Descriptive Statistics
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Price Promotion and Brand Loyalty

Data: Descriptive Statistics (Correlations of BL Measures)
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Price Promotion and Brand Loyalty

Data: Descriptive Statistics
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Price Promotion and Brand Loyalty

Data: Descriptive Statistics

Frequency and depth of sales‘ pricesFrequency and depth of sales  prices
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Price Promotion and Brand Loyalty

Data: Descriptive Statistics: Frequency and depth of sales‘ prices
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Price Promotion and Brand Loyalty

Results: Frequency of Price Promotions
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Price Promotion and Brand Loyalty

Results: Depth of Price Promotions
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Price Promotion and Brand Loyalty

Summary and Conclusions: 

• In theory brand loyalty has a significant impact on the design of the   

promotional strategy.

• We find strong empirical support for a negative impact of the ‘level of 

brand loyalty’ on the frequency and depth price promotions.

• Stronger corporate brands tend to be promoted less frequently by 

smaller discounts. 

• We also find a smaller and positive impact of the ‘size of loyalty’  in 

particular for the market leader Kellogg’s which promotes its popular 

brands more frequent and deeply.

• This result supports the theoretical model presented by Koçaş and 
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Bohlmann (2008) indicating that the market leader has a lower SLR. 


