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A& 7+e] AAET o2t 9] FEPAEE
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Shof 71 H|F0] 30-50% ©]/dell °]=
FEAANAE HutA o 2 7 H|Fo] of
AT amdES THeE T
o[yl Bt o] 7t A
ATH A 212 2010).

UM & 27]8] Zeto]ul

H
— o=
2-5o] GA 8 4 e AlF 7

i)
rsﬂm

lo
lo do
U off

T
Ju
S 2
i)
Mo B X 1 HT o™

] )
AN
Mo oo N > Jo T 1o

it
i
>,
=2,
e
1%
filo
N,
o,

R
> I

ofN P>
o>,

2

fyore

=

F 24 ol A BRG] AEaE =
25he 714 F419] Aolet 2 4 gk o1& &
W, 27l F2 AAAE, QHEE 52 FHO
259 P DR Hlsh 20-40% AT HF
QA F o] mefoyl BAE AFESo] A5k
oF d

S
2o
)
=
i

ShA|qE X metol8l B =L A ] HE AujAf
SoA KA o2 TRIEHA, Teo] YAad B
ot 1A A 9918 AR vl u A & AE
olghs ZAAY A2 ¢ o GrtH o= AH]
AEo| Al 4-skA] Fskal gltk iAE Bt o
H) 7}A Q)& x5k Zetoldl HEEL T
ol GrtH o= AujitETEe] APHEA S HoFX]
Zotal gl Aol oo AmjdE-2 ofA A4
Ao ThE o gl S5 AR olgh APE A
Ql maju|¢] metoldl BT O] L fof] A= LhA]
19l HOAH HAIE olE B, GS25+ HAE
& 1A GAR Sote B SR A
S, FAH B3 52 EA1FeH, CUA+=
CU 243 F2, CU ZFo|JIE HE¥o| CUH &
TEE & FAIote] ZF AEolA 9] miE
S 283 glom, NEYYER o4 i B
Q1 ‘Egfo]d i o} Heloto] HEA] -8 AEH] PB
MW= A5 SASHA APESHE A Eska gtk
(§+33] 2014). 4B S 7HdH|7L Hojyetar
hela 22291 TAlS HolHA A FEAAE
o] metol¥l HHE o] A= 0] F A4
= A5k lehel3n] 2018). ZZLoll= 45 LA
o] TIHE AF SAlel 227 ¢l LBHE
o A stobal LatolHl B E AEFES T
A4 BRHEE Zdetal QLo m (e 2017; -
71 2018; ¥ 2] 2018), Z|Loll= tho]opR =L} 7
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and Levy 2009; Dekimpe, Gielens, Raju, and
Thomas 2011; ¥17-2 2015).
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AEE FE o A2 lA] %*1 of BAst
k. o] 2Rt B4 Al ZA oA S BAS fIshAl

L A0 AETAS B FEAANE 10 A
2 ola mast ok 4olgEe) PAL Ao
o) olul1E WAeRe 4 Fad 99 Bl s
ole}, ol 4HAE2] 254 Helo] F2T A
& wWAWA A AuE Y Ed
(Dekimpe et al. 2011). ©] 2|5 AofjAfo] L4 A >
oheFet S92 7HA AL Al A& S0, 2t E2
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3 o[l HeT O] H|F-5 o= F & & 7}
A 7Fokol=2] 5-o] A th(Dekimpe et al. 2011). w2}
X 2A0] e AL 2uaEe] Arale 71
29§t EA|o]tH(Mantrala et al. 2009).
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*]
[}
o

2 TH(Sayman, Hoch and Raju 2002;
Morton and Zettelmeyer 2004). §FH AFglo] wh2 3L
A4 S AA o AT ok S, AP
2ol w2t F-5dA o] Zeto]ul HilE=

£ 2ot tial At A o= Fokjt
£ Refske 2ol A9 A

ot5}kal QUtH(Du, Lee and Staelin 2005; Choi
and Coughlan 2006). 714 o= f-3AA=2

AFe] AOFO. Q5] Lol Wl HAEO] A4
]
o

C

E 5= 9+E5% UoH(Kumar, Radhakrishnan
and Rao 2010).
SHA T f-3 QA SN A Zefoldl HHE 9

A =
3] A2 GA o] A E B =] 73

v gele g

AoARETe] ofe} e #sdAST B8
ANME F8et M ot 53], Zefo|dl B
HEO] L olg Foll /g Aol thE ol
7 o AAe AR sfjor k. &, 7 A
of 7o) LT A2 AT Aol thE ¢
o] FAo] EAA. A= F AldEo] Alsst

+ olgo] AR S B2 B A FoliA] = F o
AT ERF T Al o] LAo] Aol A foll= F
AUGE | AT RAE 7| = long
o] Aot A= Tholl = AR ETE ol =
ZAaFo] AtkMiller et al. 1999; Gonzalez-Benito

2005). ojet #AH 7E A7ES AHEYH, &4
At S0l wheh etoul B = o] Hirt o=
LFER = QRIS tioll AmfAd 2H o] 52 A+

7} 2198 =] 2.0 ™(Dhar and Hoch 1997), B @2 ==
= S8t A2 AL 9] Ao A= Y AlEl
A Ba=o] mato|dl HAlE & Jufjsh= AH|ZE0|
A= S 5 GEA Zetolbl HEE7Re] A7)
TE BEA5E AFATE APE At Dawes and

HETE F-5 AAS N A= 2
25 #87 5 982 AT ek lE Sol
Corstjens and Lal (2000)2] 4= Z2toldl B
7h 1A FA4E A 2 AR A eke] 2 E s}
© 2 &8H 5 AUFS HolF]lHh Yo7t Groznik
and Heese (2010)2] 1= ]2 mafo]dl Haie
o] A -5 dAEe] AgA A= of whet et

He HoFqdtt. 53], 540 f3dAl=scl 2t
oYl HRHESL T Az A o A BR=ES 5
Alell AlsstaA A= BAskE 7B, B 759
A " Az GA ST 7HA A Gl whet 7-E
Aol HH7rA o] A 5 we HAAFE <
TI= 1tH(Choi and Fredj 2013).

ot ol APAFS2 Zafo|l HAEO &
o B ot FHEe 8 FASS AL YA,
& AA ] A} ol sl B =of et oAb
e THAeR ARt A7 5 AAn
53], 2 dHrARl 7pAFA o] mapoltl HiE
]lo] ARtetsAl |5 2 el A /g el A
At fE QA S o] AT o] A etE sl oo
St E2) A o] mato]Bl HRHE O] Lol FA|



AE7HA] GgstA A= Itk (Kumar and
Steenkamp 2007). =& EE= Zefo|dl HIHE
WAd BREE diif o= A skl A4l

%) A7 % St whet
A matoldl BAE] AL olsfelr] gIahAL
Al ol q matoldl BAESl Y BAE

Nenycz-Thiel 2013).

Corstjens and Lal (2000)2] 1o k2™, L 2}o
S Lot yAd BHEof H5 =2
7N 4= ot UM eR

HE 5 WA BEHES] H5]

—_

e
s
=

2 W oox
O
T o
|z

cost)= & j/dE 7t APE RS 5
7M7) 1 =2 4o & Al Felett &, =2 29
nofolHl HHE = 23S} 7He 4= S7HA 71 AL &
iy SHEE Ageh B dijdos e &
Ao A7} efolyl B E = AH|2E9] 7HA R
TE =YoEN 7 ARE o |E s e =

oI},

AHSEE 9t B2 AmAdES] AHECIE &
A, AR A B GANTE 78, 71 st B2 )
2 A amfidol fARRE dehE TfohA =W 11
AL Eo B Aol Ut shAUE T X
gtoldl B E o] Aol B Aol fArRt
S AMgsteete Be AudE20] ool St
5}7]| & 3t (Corstjens and Lal 2000).

A A AAA 2 metolHl BT = 2ok gt
SH S o] Rl flom, Ao tf o] AR Al
goll A AHrQl JEj o] Letodl HRHETL EA| 5
T QUtE ok B ArAdES o ohekRt 4]
A ASS WFe s A stz ffs durA
Q1 xetolsl BAE Bat ohjer 247} BASY
walug HYES o) AEstE AEshn Ytk
(Braak et al. 2014). £3] ol 7MY FET I Q1=
FAl= Zejn|d Zefolul HEHERI|, o]&2 F
B 7F AlREAPE f1RIsHHEA F- oy LAk,
A= oA =53 E42 AU Joh(Kumar

and Steenkamp, 2007). ©]& ol A=
2 yAd Baie at opyet Hug yAqd B
A=t ZAS 4 Q= 7I¥he uhdskal itk
(Geyskens et al. 2010).

AREAQl o8l HeHE o] A9 452419
disiM= B2 71 A4-50] AAISEL AekelE
=W, Sayman and Raju 2004; Steenkamp and
Geyskens 1014; Sethuraman 2009). ZLofl&= =

Hg) metolyl BAC O] At Bie] 714

T3 A7 AP AL ot Zejn|ef Zeto]vl B
Ao =92 amjAdEolA 2 7HA] ot A
= QFAFI1 QIth(Braak et al. 2014). A4, dukz <l
zetolul B E 9] F-9-ofl= AE B =xto] 7}
T 5o A SNHAR, oAl durA gl Zeto]
Y HAETE A o] BE ZHE Aol e A%t
NN Zny Zetoldl HAEo] Tols 99t
A S oA HAE B =Rt oy gt 7] &



HETMZYoAM el x5 Ze2tolsl

e Mak JASA ME2kn kpgst A M2 | 81

o b mato]ul HiiE HA] FAof W elof 2ot
Aok @tk EA, Lajn| ¢ Latoll HEE
HE2]Ql matolul Bl = of v Aot A A&
o2 brh =, ARt mato[Yl HA =] 9=
A BaAQ] 2 a2 YA Bl BYs)
HA Aoz A7) AlES AlS AT, 2
oy mapolul BAES] Ae= APFIA 2L
Zo| WA BRHEE ZAH =R st ol A&
St 2AAY al.

2 ZXEZ ok1l tH(Geyskens et
2010). whebA] 7HA I F4 o] a17ke] Yiqd HiE
ot fAHALG 2t o A AEYIE o

(Chung and Lee 2017), &3 0] ¢ o] HiA4d B
= 0] 23S} speho] H2] Eohs 9= Sl o] ¢t
d2 o= URbAQl meto|yl HeESo] 714 ]
AR Al RAS S Sote oo R F85=
Hofl, Zeu]¢) mefolsl HE= Ao ﬂ%
sht Amf4f o H| 2] & Aot FHo R T Y=
7371 Wth(Braak et al. 2014)

ojglet AP A= &Fsto] & Aol A= Al
2450 A HAES} FEAAE] mefoldl
Btz 24 AEFTHAS 53 4 AR
A5z} bt} 55] AnfdEo] 79 T4
O] AWkl metoldl M nk ofyet 2pH s}
Tl AFA, 17te] ZEjn|y] metolul B e
= AFTFA O AR =Z SEI Aol AndE 7T
O] 73R 2 11 Estalzt gt o] & fldl Al o]
RS 5ol A= 24 BB AT =5t
7, ol AxE AZokn F) 2uAFell A
8715835 =o17] Aol AFEA4S Aol X35t
LR el e

oI i+t 27
L 204A1Ee 3ET7=

A1 AHE-2 [0,1] o] 2] 24 Sle] EAlo] A5t
Al B Z 3t (Hotelling 1929; Bonanno 1987; Lal and
Matutes 1989). ©]& AHZAHE2 F98 AXAA 9]
‘41*1“ el cof thgh S/ offtof whet 7 7HA]

Og FEH=H, A WAE BEakE 79
} Aufie] 2bA] B o] tfsf] ool g 7t
|

2] g BAlE SA4 AHZKL)E°] EA5HH ol&
o] A A WA 2}A]5h= Hl-&2 Aoltt. ¥HH
A Yol B EH ok A H| 9] 714 & S Q5H
THotH Ad HiE = mfoly]l HIE ZF
o 42 85 Algot= AlES sk &ElH
AH|ZKR)E°] EAStE B =R 2 HaAllE T4 &
H|Z}7} ok 2] AB|2LH T A Fofl to] At o2
=2 FH 7} (reservation price(V))= 23l Utk
ZHARICHE, V, > V). olet o] Ad HIlE
of it T4 L] F-Fof ool FEE= Aol Al
BEAFO 2 FAH AH|RF A& ik 7HY 2 T
gtoldl Bai & o] Thof At APAF =27

E] Ztol-& 4= Qlt} (9]l & 591, Soberman an Parker

719l 2T A9 BT

19 o el AL, st o glol o
A A7k p=00] 95k Ao B7F 210 1713

chL 7P R, ol S Anl S mefo]sl HAE o)
T4 53 AlEFH(product assortment) 2] HH {2t
AZNA )y AFH oz AAgozn A7 A7y
@1—4_ _<|>_/ﬂ UH/L} -y _TLEZ—] oz _|Q|_ 7\1]

Aol ofsf AitE= WAE BEREN)Z ﬁ&“ﬂi}ﬁ‘r.
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Optimal Private Brand Strategy in Assortment Competition:
Price-Oriented vs. Differentiation-Oriented Strategy

Wooseong Kang*, Hwan Chung**

ABSTRACT

Ever intensifying competitive environment demands channel participants to innovate constantly. Differently
from manufacturers, retailers compete against each other based on not only competent individual products but
also the entire product assortment (e.g., product width and depth). In doing so, developing and introducing private
label brands offers retailers with very important strategic tools. Retailers need private brands to differentiate
themselves from manufacturers within the category they compete in. Especially in this competitive environment,
developing and introducing differentiated private brand to differentiate themselves from other retailers is also
crucial tasks. Thus, using a game theoretic model and empirical analysis, we investigate retailers' optimal product
assortment decision with private brand and the positioning of the private brand. We also offer practical
implications for retail industry.

Consumers are equally distributed on a linear city of [0,1]. There two types of consumers: brand-loyal
consumer(L) and rational consumer (R). Their proportions in the market are A and 1-), respectively. Retailers
consider two options for private brand assortment. Retailers can launch private brand S1, which is similar to
national brand N1 but lower in price(i.e., p’y, > p%,, k=A, B). Alternatively, retailer can introduce a private brand
S2, which is differentiated from national brand N1, under differentiation strategy. Consumer's cost to purchase

one unit of product consists of price (p;) and transportation cost.

When retailer A and B choose price-oriented strategy, retailer k(=A,B) decides product price p’y,;and p%, to

maximize profits, 17"= (p%, —c,,) Db+l D . The demand functions are as follows:

B A B A
4 _ [ Pm pmﬂ) A_(1_ (p51p51+t)
Diy )\(7% , Dg=(1-)) )
B A B_ A
Py —Pm Tt Pa—Patt
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From this maximization problem, we can derive the following Nash equilibrium.

pﬁlzpﬁ:cﬂ-ﬁ-t, pfs‘l:pﬁ:t, (1)
A 1—X\
Dllél:D]@:E’Dgl‘:Dg:T’ (2)
A_p_ ¢t
=1’ =. 3)

When retailer A chooses price-oriented strategy (i.e., (N1, S1)) and retailer B chooses differentiation strategy

(i.e., (N1, S2)), the objective functions of retailers A and B are as follows:

A= (plh —ep) Db +paDE and 112 =(p%, — ) DE + (05— d) DS .

B A B A
, —p +t -
Demand functions are Di —/\(% , Dy = (1/\)(17]\17tp‘9l , DE=(1-))
B A B A
Py~ Pm Tt Py P . . D
D5 =\ 1—% +(1—>\)(1—‘“—‘Sl , respectively. From this profit maximization problem, we can

derive the following equilibrium price, demand, and profits.

(5—2)\)(cy +1)

" s @=XNley+t) (A=X)(ey +t)
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solid line: competitive structure 2. (N1,S1) vs. (N1,S2)
dotted line: competitive structure 1. (N1,S1) vs. (N1,S1)

<Figure 1> Retailer B's profits under competitive structures 1 and 2

When both retailer A and B choose differentiation strategy, retailers decide optimal prices to maximize the

following profit functions which leads to the subsequent Nash equilibrium solutions.
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<Figure 2> Retailer A's profits under competitive structures 2 and 3

When the competing retailer offers price-oriented private brand assortment, the best private brand assortment
strategy depends on the distance between two retailers (). When the distance between competing retailers is close
enough, retailer B can obtain higher profits by choosing differentiation strategy(i.e, (N1,S2)) instead of
price-oriented strategy(i.e, (N1,S1)). However, if the distance(f) is far enough, same assortment with

price-oriented strategy results in higher profits.

When the competing retailer offers differentiation-oriented private brand assortment, the best private brand
assortment strategy also depends on the distance between two retailers (¢). When the distance between competing
retailers is close enough, retailer A can obtain higher profits by choosing price-oriented strategy(i.e., (N1,S1)).
However, if the distance(?) increases, same assortment with differentiation-oriented strategy results in higher
profits.

In the empirical study, we choose convenience store with cosmetics, cup ramen, and paper tissue categories. To
manipulate the distance between retailers we choose 5-minute and 15-minute distances between them. We
collected the data from 345 adults in Korea using online panel. Based on statistical analyses, although not

significant, we obtained expected results which are consistent with our analytical findings.

Our main findings are as follows. The optimal private brand assortment strategy depends on the distance
between the competing retailers. When a competitor uses price-oriented strategy, if the distance is close enough

differentiation strategy is desirable. On the other hand if the distance increases price-oriented strategy is better.
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When a competitor chooses differentiation strategy, short distance leads to price-oriented strategy and long
distance leads to differentiation strategy. In addition, we offered theoretical mechanism of the optimal private
brand strategy and verified the theoretical explanations with an empirical study. In doing so, we provide

theoretical and managerial implications for strategic management of private brand.

Keywords: Private Brand, Product Assortment, Differentiation Strategy, Price Competition, Game Theory



