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Abstract

The private label strategy has been adopted bylaetavho seek a competitive advantage
through the commercialization of products sold uniteir brand names. The adoption of
such strategy has created new demands for suppkgne need to reevaluate their
manufacturing structure in order to decide whethey should manufacture such products. In
Brazil, we can notice an evolution on the concdpirivate labels, whereby retailers worked
to eliminate the image of cheap products by pla@ngemphasis on quality products and
standardized packaging. More recently, consumexse hggadually accepted the idea of
premium, exclusive and top quality private labélattare not necessarily cheaper. The main
purpose of this qualitative study is to explore thenefits for Brazilian manufacturers to
provide private label products. Our objective isitmlerstand why some manufacturers decide
to become private label suppliers and how this fisnhem. Thus, in order to explore the
opportunities and challenges of private label seppl we classified six Brazilian
manufacturers from the food industry according heirt strategic motivations and other
manufacturing aspects. As main findings, we catestiaat the adoption of private label
strategy improved the suppliers’ manufacturingiaed, mainly because they are audited by
retailers. Thus, manufacturers have gone throughraing process as they qualify as private
label suppliers. The constant audits made by estaijenerated the need to change the
business vision, as well as improvements on managetachniques and production process.

From these changes, it became possible to offetugte with superior quality and achieve a
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greater recognition and credibility in the markktoreover, manufacturers are willing to
deliver innovative products to private label maykethich allows retailers to achieve
consumer loyalty through product innovation and l@sigity. To achieve such stage,
manufacturers must develop innovation capabiliteexreate unique, top quality premium
products in collaboration with retailers. Furthermoretailers have recently brought new
demands for service at the point of sale, suchha¥f seposition and joint participation in
marketing campaigns. Manufacturers complained ribiailers were trying to commercialize
and negotiate private labels as a common manutachrend. Such behavior has generated
problems on strategic interactions, which may tesulisruptions in the supply of private
labels products.In short, we concluded that marnufacs stand in different stages of private
label evolution to meet retailers’ needs. Thereftine adoption of the private label strategy
improved suppliers’ manufacturing abilities and,camtly, has brought demands for
innovation and service.

Key-words: Private Label; Stage of Evolution; Manufacturerp&&upplier.

Resumo

A estratégia de marcas préprias tem sido adotadava@ejistas que buscam vantagem
competitiva por meio da comercializagéo de prodqgtasrecebem suas marcas. A adocédo de
tal estratégia tem criado novas demandas pararosckdores, que precisam reavaliar sua
estrutura de producéo para decidir se devem faliaaprodutos. No Brasil, podemos notar
uma evolucdo no conceito de marcas proprias, emoguearejistas buscam eliminar a
imagem de produtos baratos e colocar énfase naidgdel Mais recentemente, o0s
consumidores tém gradualmente aceitado a ideiaagleas propriapremium exclusivas e de
qualidade superior, que nao sejam necessariamaiteharatas. O principal objetivo deste
estudo qualitativo € explorar os beneficios pabaidantes brasileiros em fornecer produtos
de marcas proéprias. A finalidade é entender por ajgens fabricantes decidem se tornar
fornecedores de marca propria € como isso os loemefssim, a fim de explorar as
oportunidades e os desafios dos fornecedores deasproprias, seis fabricantes brasileiros
do setor de alimentos foram classificados de acoodo suas motivacdes estratégicas e outros
aspectos de fabricacdo. Como principais concluspede-se afirmar que a adogcao da
estratégia de marcas proprias tem melhorado aidead®l de fabricacdo dos fornecedores,
principalmente porque estes sdo auditados pel@jistas. Assim, os fabricantes passam por

um processo de aprendizagem conforme se qualiftcaino fornecedores de marcas proprias.
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As constantes auditorias feitas por varejistagicaanecessidade de mudar a visdo de negdcio,
bem como de melhorar as técnicas de gestdo e poscee producdo. A partir dessas
mudancas, tornou-se possivel oferecer produtosuddidgde superior e alcancar maior
reconhecimento e credibilidade no mercado. Alénsaji®s fabricantes estdo dispostos a
oferecer produtos inovadores ao mercado de margpri@s, permitindo aos varejistas
fidelizar seus consumidores através de inovacaxclstvidade. Para atingir tal estagio, os
fabricantes devem desenvolver habilidades de irdmvagara criar produtos unicos e de
qualidade. Além disso, os varejistas tém trazidemeemente novas demandas de servico no
ponto de venda, como a reposicédo de prateleirpatecipacdo conjunta em campanhas de
marketing. Os fabricantes tém se queixado que ogistas estdo tentando comercializar e
negociar as marcas proprias como uma marca dedabei comum. Tal comportamento tem
gerado problemas estratégicos, que podem resuttaugturas no fornecimento. Em suma,
concluimos que os fabricantes estdo em difererstagios de evolucdo de marcas proprias
para atender as necessidades dos varejistas. t®prearadocdo da estratégia de marcas
proprias tem melhorado as habilidades de fabricdg&dornecedores e, recentemente, criado
demandas por inovacao e servico.

Palavra-chave:Marca proépria; estagio de evolugéo, fabricanteydoedor de alimento.

Artigo recebido em: 24/01/2013
Artigo aprovado em: 06/12/2013

1. Introduction

Retailers have adopted the private label strategyonder to gain competitive
advantage through the commercialization of producsts their brand names. Private labels
were first adopted in the 70's in Europe and inUhéed States, following the consolidation
of the retail industry. At that time, retailers ré¢éal expanding internationally and changed
from mom-and-pop stores (small, independent, faianiyed business) to global players.

In Brazil, in the 70’s, the private label initiaéis comprised generic and low quality
products (commaodities “with no brand names”, solglain packages). They only began to
be treated as a strategy in the 90’s, after th@iogeof the economy and the stabilization of
the local currency. After that, we can notice aoletton on the concept of private labels,
whereby retailers worked to eliminate the imagelsfap products by placing an emphasis on
guality products and standardized packaging (AAKEB98; SHOCKER; SRIVASTAVA;
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RUEKERT, 1994; BURT, 2000; OLIVEIRA; MACHADO, 200BORGES; CUNHA, 2004,
STEINER, 2004; LEPSCH et al., 2005; OLIVEIRA, 200EETERS et al., 2006).

More recently, Conn (2005) states that customeve gaadually accepted the idea of
retailers developing premium, exclusive and topligudrands that are not necessarily
cheaper than regular ones. According to this auttih@ continuity and success of private
labels depend on investment in innovation, and,trebsll, on the appeal of exclusivity.
Laaksonen (1994) suggests the existence of fouerggans of private labels, when taking
into consideration variables such as product cheariatics, brand, strategy, objectives,
production technology, price/quality and consumptschasing motivation.

As pointed out in the 17th ACNielsen Private LaB&ldy, a growing trend of this
market can be noticed in Brazil. It grew by 18%number of available products over a period
of two years, reaching 56,500 goods in 2011. Thasket achieved a participation of 4.9% in
terms of sales and 6.5% in terms of volume in 2Gidwever, private labels in Brazil are still
far from achieving the same level of integrationewltompared to countries like Switzerland,
the United Kingdom and Spain, where they had a etaskare of 48%, 42% and 38%
respectively (ACNIELSEN, 2011).

The evolution of the private label strategy hasataeé a new demand for suppliers,
meaning they need to reevaluate their productiarciire and decide whether to manufacture
and supply such products to retailers. Considetinig context, Herstein and Jaffe (2007)
argue that retailers worldwide are adopting markgéfforts and increasing competition with
local suppliers to ensure that private labels ardomger exclusive to developed countries.
According to these authors, the supply of privatieel products in countries like Germany,
Spain, France, Holland and Sweden is provided laditg companies or enterprises
specialized in this market. Conversely, in coustrikke Hungary, South Africa, Croatia,
Poland and Thailand, 75% to 80% of the productsapplied by local manufacturers who do
not possess recognizable brands. From this pergpeptivate labels are important for the
competitive survival of middle-sized and small mi@aturing companies, as they provide an
opportunity for such companies to thrive in markats which they were not active
(SPINELLI; GIRALDI, 2004; LEPSCH et al., 2005).

Given such background, we set out to address fl@viag question: “What are the
benefits for Brazilian manufacturers to providevpte label products?” Our objective is to
understand why some manufacturers decide to begoivate label suppliers and how it

aggregates benefits to them. Thus, in order toce&pthe opportunities and challenges for

Revista de Administracdo da UNIMEP —v.12, n.3, Seinbro/Dezembro — 2014. P4gina6



Becoming a private label supplier: opportunities ad challenges

Marcos Hideyuki Yokoyama, Andrea Lago da Silvaleson Luiz Piato

private label suppliers, we classified six Brazlifood manufacturers according to their
strategic motivations and other manufacturing aspec

The section that follows presents the literaturgeng of private label strategy and the
relationship with manufacturers. Then, we presbetresearch method. The results section
presents our findings from the case studies anldligigs the stage of evolution of Brazilian
private label suppliers. The conclusive section oemgasses managerial implications,

limitations and suggestions for future research.

2. Literature Review

The literature review is a critical step in builgia theoretical foundation to sustain the
various stages of the research. Therefore, weugeltes necessary to consider the relevant
literature with a systematic and reconstructiverapgh (DEMO, 2000). This section presents

the main studies so far, pointing out the theoa¢ti@sis that will guide the article.

2.1 Private Label: Strategic Issues and Stages of/&lution

A private label is a brand that is owned or comgablthrough contract rights by a
retailer or buyer organization and that is solelgidsat their own establishments
(COUGHLAN et al, 2002; KUMAR; STEENKAMP, 2008). Albugh the manufacturers are
responsible for producing private label items, tireduct property and right of use are
transferred to retailers, who are responsible foanaging the products’ life cycle
(BOWERSOX; COOPER, 1992).

As a historical overview, Kumar and Steenkamp &GQ0&kplain that although some
retailers were already selling private label pradum the beginning of the century, the
orientation to the relation quality/price was givenly with the consolidation of the retail
sector. Private labels were strategically usedurope and the United States just in the 70's
when retailers began to expand internationally.

Investing in private labels seemed to be an inteigsvay to offer variety with a
broader price range to customers. Thus, retaitarses to invest in elaborated private labels
which were similar to market leading brands, wittanslardized packaging, and in
collaboration with large manufacturers. In shoriygge labels started to focus on quality,
marketing support and substantial cost advanta§a&ER, 1998, LEPSCH et al., 2005).
Recent data from the United Kingdom and Austratiavs that currently private label market

presents low rates of rejection. On average, obbut8% of British and 20% of Australians
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actively reject private labels due to a perception low quality (NENYCZ-THIEL;
ROMANIUK, 2011).

According to Laaksonen (1994), private labels cendivided in four generations.
Although the considered aspects can overlap andpapies and/or countries have not
developed all the generations in the same sequehie,classification can bring great
contributions to the study of private label straeg

Chart 1 was based on the research of Laaksoned)(H9@ complemented with the
work of Senhoras (2003) and Kumar and Steenkam@8(20n the first generation, private
labels are characterized as generic products wthprices, lower quality, inferior image and
no specialized suppliers. These features werepats®ent in Brazil at the beginning of private
label supply in the 70’s. Starting from the secgederation, concern about quality levels and
retailer's brand starts to appear. However, theiso@mains on products with lower prices
when compared to leading brands.

In the third generation, both quality and price elese to the leading brands. In this
stage, they adopt the strategy of following the ketateaders (the so called ‘me-too’). The
competition takes place in terms of value, pricd goality. As explained by Peeters et al.
(2006), private label strategies adopted by Brazdiretailers are in a transition period,
because they are seeking to get rid of the imagdedp products without quality. Batra and
Sinha (2000) emphasize that information about proohgredients and manufacturing quality,
as well as seals of approval and third-party eretoents helps to reduce consumers’
hesitation about the product they will experience.

Still on this issue, Lepsch et al. (2005) argué #itnough Brazilian consumers reject
private labels for quality issues, companies ingdlin production, distribution and marketing
of private label products are devoting themseleeshiange such image. These companies are
working on the implementation of control criteriach evaluation of suppliers’ manufacturing

and commercial conditions, samples testing andnatejuality control.

1st generation 2nd generation 3rd generation 4themeration
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ncrease margins, , margins, expand
— . 90 manufacturers enhance category
Objective provide choice in . | product assortment, .
- power, provide bette . oo margins, improve
pricing build retailer's image S
value product AMONa CONSUMErs retailer’s image,
(quality/price) 9 differentiation
Image-forming
Basic and functional| One-off staple lines Big category product groups, largq
Product . products, with strong number of products
products with a large volume :
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new products
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ay technology lagging 99ing leader technology
. market leaders
behind market leader
Lower quality and | Medium quality but Same or better than
. . A . . brand leader,
Quality / inferior image still perceived as Comparable to the . :
: ; innovative and
image compared to the lower than leading brand leaders ;
) ; different products
manufacturers’ brand manufacturers’ brang
from brand leaders
. 0 )
Price 20% or more below 10 to 20% below 5 to 10% below Equal or higher than
Levels the brand leader known brand
%(z)r:s/l;?;zs Price is the main Price is still B?itgeqld::ﬁ)é?g? Better and unique
criterion for buying important price, products
to buy money
National, partly National, mostly .
. LT o International,
. National, not specializing to specializing for ;
Supplier o . . manufacturing
specialized private label private label )
) : mostly private labels
manufacturing manufacturing
) . Reverse engineering, )
New Little effo.rt, consider| \,ih manufacturers | Considerable effort
Product None the relation of cost- . . to develop better
) adopting techniques
Develop benefit products
close to brand leader
Packaging | Cheap and minimal Cost-efficiency Close as possible tg Exclusive; source of

the leading brand

differentiation

Chart 1. The evolution of private labels.
Source: adapted from Laaksonen (1994); Senhor&8)2Bumar and Steenkamp (2008).

In the fourth generation, the objective is to imgraetailer's image through product
differentiation. The strategy is to offer value-addoroducts with innovative technology and
specialized suppliers - all to develop a sense xalusivity to consumers. Huang and
Huddleston (2009) argue that the development ahjpne brands enables retailers to achieve
consumer loyalty and superior financial resultsr Fois, they must develop customer

participation, innovation skills and brand equity. this sense, Diallo (2012) states that
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Brazilian retailers should make efforts on storeage, price-image and perceived risk to
increase consumers’ buying intention.

Brazilian retailers are targeting their brands adicmy to the value they intend to
generate. They can pursue low-cost strategy, pfi@ilucts at affordable price with perceived
quality or include product innovation and exclugiv(SHONO et al., 2007). As retailers
evolve in the adoption of private label, it is netethy that such changes cannot be made
independently. The private label strategy depentisely on the retailers’ relationship with
their source of supply (ROSENBROIJER, 2001). Thdlaboration from suppliers is
fundamental to provide products with the expectedlity, price and image. Thus, the next
section presents the strategic options that maturlxs can implement in response to such

initiatives.

2.2 Manufacturers and Private Label Strategy

The adoption of private labels has brought serahadlenges for the industrial sector
because retailers have the option to change pnevifliehey do not reach an agreement on
price and specifications. Thus, some manufactunaex®e learned to coexist as suppliers of
major retailers and become strongly dependent em {fMcGOLDRICK, 2005).

When private labels compete in the same categompafufacturer brand products,
companies that have powerful brands can refusegplg such items. These are the cases in
which the company prefers to maintain the strengtheir brands in order not to produce any
product that might dilute their brand image andgadize their market positions (SPINELLI;
GIRALDI, 2004). Toillier (2003) explains that sonleading manufacturers are taking
commercial and marketing actions in order to reglagnmarket share that private labels have
taken. In this context, Boyle and Lathrop (2013testthat suppliers should continue to
accentuate the quality aspect of manufacturer lsrandtheir marketing communications
because there is still a predominant perceptionghee premiums for manufacturer brand are
justified.

In response to retailers, Hoch (1996) presents satmategic options that
manufacturers can take to improve their competipesition. In some cases, manufacturer
can maintain the current prices and offer sometadail value to the customer, such as
environmental packaging or compact bottles. Martufacs can also improve quality in
existing categories or create entirely new groopsoimpete with private labels. Olson (2012)

states that manufacturers need to ensure thatncestoreceive superior taste, durability,
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convenience and variety from the manufacturer bsmthat they can easily experience the
difference if they buy a private label producttHé manufacturer brand is clearly superior to
the competing private label, the less satisfactonyerience will lead consumers back to the
manufacturer brand for subsequent purchases.

Companies that follow these strategies must invastquality and innovation
capabilities (VERHOEF et al., 2002). Firms from tbed market have to make greater effort
to respond to a dynamic environment with constaakignging demands, with necessity of
periodically reviewing the strategy of new proddevelopment (GEHLHAR et al., 2009).

As another option, manufacturers can decide toym®grivate labels and pursue two
options: (1) produce both the manufacturer brardlthe private label product; or (2) focus
exclusively on producing private labels (BAILY dét, 2000; KUMAR; STEENKAMP, 2008).
Thus, they can manufacture private label at a anhatly lower cost, since it becomes
possible to dilute cost of marketing, distributioadvertising, and sales promotion. Or,
alternatively, manufacturers may produce premiunvape label, with the objective of
bringing new alternatives to consumers who seek giglity products (HOCH, 1996).

Recent quantitative studies are using mathematiwadlels to demonstrate what
conditions make the manufacturing of private |lgireducts feasible (GOMEZ; RUBIO, 2008,
GOMEZ-ARIAS; BELLO-ACEBRON, 2008, TARZIJAN, 2007Among the variables used
in such studies, we can point out the perceptiomqudlity by consumers; costs for a
manufacturer to start producing private labelsaitetoncentration level; market share of
manufacturer brand; industry degree of innovatiamg production capacity. Besides such
factors, Gomez-Arias and Bello-Acebron (2008) sggtfeat the strategic interaction between
manufacturers and retailers should be consideredntbst important item to take into
consideration when deciding for the production i¥ate labels.

Within this context, Oubifia et al. (2006) claim ttHaading companies enter the
private label market to improve the bargaining posiand to control the private label, while
non-leader manufacturers enter the market to remaine distribution channel and increase
their market share. Thus, these authors suggdsthig@roduction of private label by leading
manufacturers is related to strategic reasons,ewpribduction by non-leaders is related to

survival need.

3. Research Method
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In the context of manufacturing management, theofisgiantitative methods presents
difficulties regarding the development of a reskadesign capable of accommodating the
complexities evident at the strategic making le(REACH, et al., 2001). Manufacturing
management is an applied discipline that requinesdirect observation of the phenomenon
being studied in order to fully capture the compiexof phenomena (CRAIGHEAD;
MEREDITH, 2008).

By exploring qualitative studies in Brazilian acade journals, Roman, Marchi and
Erdmann (2013) concluded that Brazilian researcivere frequently adopting the case study
method when addressing manufacturing strategicesssAccording to these authors, case
studies allow researchers to deeply understangtieaomena, explore underdeveloped areas
or themes and build theory from empirical realiijius, we performed a case-based research
to explore the manufacturing side of private lalmrket through a direct contact with the
phenomena under study.

A semi-structured questionnaire was developed basdderature review. Applying
such questionnaire, we collected data from 6 (&gd manufacturers through personal
interviews. We choose to interview people who weirectly involved with private label
products, in an attempt to collect the companytmysiabout this market. Respondents were
asked to describe their experiences, attitudes ggidions about the manufacturing and
commercialization of such products. The interviemere conducted in Portuguese between
September 2009 and February 2010. These in-defatviews were conducted face-to-face
lasting 1.5 to 2.5 hours, digitally recorded arahgcribed.

According to Yin (2005), the logic of sampling domet apply to the case study
method because it does not have to evaluate thdeimme of phenomena. Companies were
selected based on secondary data, that is, infmmetllected from private label associations,
newspapers and specialized magazines. This helptxlalnoose organizations that best fit the
aims of this article.

Goméz and Benito (2008) state that private labppkers make decisions according
to the product, market share and positioning sisate order to define the research target, we
considered the results from the 14th Annual Priviaabel Study (ACNIELSEN, 2008).
According to this study, the 10 private label prodcategories with the highest revenues in
Brazil comprise 30% of the total amount of salest &f these ten categories, nine are made

up of food products, which attest the importancéhf category to the study of private labels.
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The companies were selected based on the followiibgyia: suppliers that dedicate
exclusively to private label; suppliers that proglymrivate labels and have a manufacturer
brand; and suppliers of private labels with a repn¢ative manufacturer brand. To define the
representativeness of manufacturer's brands, wadered the size of the market share to be
the best criteria. We contacted companies by eamailtelephone to schedule interviews with
2 manufacturers of each group. In total, we hadawtact 13 food companies until six case
studies were fully achieved. As requested by theriewees, the names of the companies
were kept anonymous and will not be disclosed (&dl).

:.llllI.llllll.llllll.lllllls. " "
Exclusive dedication t : Simultaneous production : Sunt? e etm;:t;:rlo ducgon
XC u51.\:/et Cl i;?al 10n 1o E ofprivate labels and E OI private t:ﬁs an
private fabeis :  manufacturer brand 1 FESCHIGHYS
. . manufacturer brand.
SsssssssssEmns EEEEEEEEEEEE.

Supplier Supplier Supplier i Supplier Supplier Supplier
A B C by D E F

Figure 1. Scheme of Cases Selection

Data analysis was performed qualitatively, in whigtocedures adopted by the
companies were compared with the literature. Thesttaction of an explanation is the result
of an iterative process, in which the interpretaind previous theories may be reviewed (YIN,
2005).

Lewis and Ritchie (2003) state that reliabilitydnalitative studies may be achieved
by internal checks on the quality of the data amdrpretations. The triangulation method is a
means of testing out arguments from different aadBeing open to different ways of seeing,
constructing meanings and acknowledging divergeeoables researchers to pursue
interpretations further and deepen understandiag d¢an portray a valid picture (SIMONS,
2009). Whenever possible, we interviewed more thaperson from the same organization,
so that we could confirm the obtained informatiard aadd new findings. We also used
multiple sources of evidence, which include visdsthe factory, materials provided by the
companies (folders, information published in press)obtained from secondary sources
(corporate websites, newspapers, magazines, piafagt association). The objective was to
explore different views and representations ofsthigiect in order to identify perspectives that
revealed the dynamics of the problem under coraiier ( BAUER; GASKELL, 2002).
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3.1 Research Context

The case studies were performed in six compan@® fihe food industry which
produce potato chips, homemade-like pasta, yofazen food,panettone(a sweet bread
loaf enjoyed for Christmas), chocolate Easter eggdacai berry in the bowl (a typical
Brazilian dish made of mashed frozagai berries from the Amazonian region). Chart 2

presents the main characteristics of the studietbemies.

A B C D E F
. : homemade- panettone% | acaiberries
Product Line potato chips like pasta yogurt frozen food Easter eggs, in the bow
N. of employees 100 80 50 200 200 180
Foundation 1978 1985 1984 1991 1983 1994
Commercial . Commercial
Owner & Private .
. . . Manager & Commercial| Manager &
Interview with Production g Owner Label ;
Quality Manager Operations
Manager Manager
Manager Manager
First supply of 2000 1990 2000 2000 1990 1999
private label
% volume of 0 o o 0 Less than o
orivate label 98% 90% 60% 60% 50% 3%

Chart 2. Suppliers presentation

The interview at company A was conducted with tivener and the production
manager, both of whom allowed us to visit the maouifring facilities. Company B was
represented by the sales manager and the qualitgges who also showed us the production
line. The owner of company C showed us the newallasions of the company and the
packaging process. Company D was the only compahgye a specific manager for private
label products, whereas company E was represegtdtelcommercial manager. In company
F, we succeeded to interview the commercial manageithe operations manager.

The volume of private label products commercialiZieg suppliers A and B,
correspond to 98% and 90% of their total productiolume, respectively. This accounts for
their classification as companies that are excklgidedicated to the private label market.
Suppliers C and D commercialize 60% of their praiducto private label market, which led
us to consider them as manufacturers with simuttasmeproduction of private label and
manufacturer's brand.

Suppliers E and F commercialize, respectively, l#en 50% and 3% of their
production volume in the private label market. SigoE's manufacturer's brand is the second
bestseller in the domestic marketpainettoneand fifth in the market of Easter eggs. Supplier
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E is considered the leading provider of privateslgtroducts in these segments. Supplier F
producesacaiberries for the private label market and its mactuiieer's brand is the leader in
sales in the Brazilian market. These charactesistiassified them as companies that present

simultaneous production of private labels and regm&ative manufacturer's brands.

4. Results

4.1 Strategic Motivation

To analyze the strategic aspects, we first askesl rtfanufacturers about the
motivations to supply private label products. Timegntioned lack of commercial orientation
to develop a manufacturer brand, low entry barriexsstence of idle capacity, reduction of
fixed costs, gain of scale, cash flow incremenpassion, profitability growth, and the desire
to diversify the businesses and improve tradingddmms for the manufacturer brand.
Therefore, suppliers A, B, C and D found, througivaie label, the chance to enter the
market and expand their businesses, as we canasedlfe comments from supplier A and C,

respectively:

“Before entering the private label market, we tritdl develop a
manufacturer brand, but we faced difficulties cotimge with the

established ones.”, “When we started to supplygteivabels, we had
only 1 fermentation tank with idle capacity. Nowgslawe increased
our capacity by 8 times and sometimes we have t& ®ashifts in a

day”.

Besides, suppliers A and C recognize that privetels may bring significant gains on
management techniques, production process andtygasburance. Supplier A explains that
retailers’ audits require them to be continuousipiioving the production techniques. Below,

we present a comment from supplier C:

“To become a private label supplier, we had torlearlot about
quality systems. From the moment we were auditesl,started to
understand, document and trace all the productiongss. This also
brought gains for our manufacturer brand.”

Suppliers E and F, on the other hand, use privabellto enhance commercial
conditions for manufacturer brands and achieve faatwring gains, as supplier E’'s

commercial manager states:

“The main reason to supply private label is to maettomer needs
and develop better commercial conditions for thenufacturer
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brand.”, “Sometimes, the volume of private labealdgurcts required by
retailers justifies new investments on the produrtine”.

Regarding the criteria used to decide whether artmsupply private label, all the
manufacturers cited the volume of sales as an itapbissue, mainly due to the scale of
production and minimum batch to print the packaldee excerpt below belongs to Supplier

C’s owner:

“Volume of sales is the first thing to be evaluatedpecially because
of the costs to print and stock the products’ pgeka¥ou have to
think that each customer has different packagesdoh size and each
flavor. If you don’t have a satisfying volume oflesayou may keep
the package stocked for years”.

Moreover, managers cited aspects such as the gimtify ratios, customers’
commercial situation and private label recogniti@m this aspect, supplier F was the only to
have a process to evaluate customers in termsdfipt image and price. This evaluation has
the objective of correctly associating the manufaat brand with the retailer positioning
strategy. Supplier B and C analyze the retailerstagstructure so that deliveries are made
only to distribution centers. Thus, manufactureesyrase retailers’ logistic structure without

making great investments, as we can see from i@k commercial manager:

“We check the retailer's logistic structure becawse don't have
capacity to deliver the product to each store”, hrough private
labels, retailer became a distributor center wigiehmit us to reach a
large number of stores with a great volume of sale”

Some companies reported that retailers are askimgiht marketing activities and are
trying to negotiate private label as a common mactufer brand. This change of view was
cited as a disadvantage because the factors that tha commercialization of private labels
feasible diminish from the moment that same cood#iare required for both markets. Thus,
managers reported that, in some retailers, thecobgs of private label department are
misaligned with those of the commercial departmexst, we can see from supplier A's

observation:

“...they are treating us like a common supplier arzited to ask for
commercial discounts and make comparison withaitiiés from the
leading brands ...”

4.2 Manufacturing Aspects
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To address their manufacturing aspects, we invagstigthe differences between the
product specifications, costs for package developmeew products development, and

exclusivity, as shown in chart 3.

A B C D E F
Main Main
Qgrr:%ﬂvt/ri]ti productis | Identical for Exclusive productis | Identical for
Product ossibilit to the same, but manufacturer, specification| the same, but manufacturer,
Specification %iﬁerenti};\te can develop| brand and for each can develop| brand and
the aroma new private label | customer new private label
products products
Cost of
package Supplier Supplier Supplier Supplier Customer Custom
development
Possibility to
develop new Just for new Yes Just for new Yes Yes No
products aroma flavor
Developed
goods can be No No No Yes Yes No
exclusive to
retailers?

Chart 3. Manufacturing characteristics.

On the differences in product specification, suggliC and F offer the exact same
product for private label and manufacturer brantilevsuppliers B and E seek to offer the
same specification for major retailers but areifiexto develop new ones. Supplier A offers
the option to differentiate the aroma, since ithe final stage of its industrial processing.
Supplier D is the only one that offers recipe egulity for each customer.

Companies seek to maintain the same product sp&din in order to achieve
economy of scale and better use of production leatchlanufacturers seek to maintain the
similarity along the production processes in aarafit to ensure greater efficiency. Thus, they
may supply similar products or change the procedg ia its final phase. It is worth noting
that product flexibility may result in extra machimdjustments and smaller batches size,
which precludes either dilution of costs or scaag.

Regarding the packaging, retailers usually requoepliers to pay the cost of
advertising agencies, with the exception of thog#h vepresentative manufacturer brands. In
addition, Suppliers A and D have contractual clause protect themselves from risk of
supplying disruption. Supplier A forces its custortee purchase the average consumption of
the last three months, while supplier D obligatesustomers to pay for the printed packages

or continue purchasing the product until the stdegletes, as confirmed by the manager:
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“There is a contractual clause that obligates custs to keep buying
the products until the end of package stock or tiese to compensate
us for the loss”.

Regarding the development of new products, sugpkeand C contact their aroma
and fruit flavor providers for new type developmeriten requested by customers. Suppliers
B and D may perform minor adjustments accordinthe®economic and industrial viability.
Supplier E may offer full development of new protduwith the possibility of adopting new
technologies and manufacturing facilities. In gahesuppliers are responsible for the costs of
development, while the client just makes sensdeasals and approves the final product, as

stated by supplier B:

“The development of new products involves the deafmr raw
material, development of samples and tests withcilomer. All
costs are paid by us...”

Supplier F is the only to not perform new produevelopment for private label
market. According to the commercial manager, thadaing should be made first for the
manufacturer brand, so that the exclusivity of pnheduct and sales growth are linked to its

brand from the start:

“The innovations should be launched first for maatfirer brand and
then for private labels. | don’'t want consumersthimk that | am
copying from private labels.”

All companies, except for supplier F, have the iidity to develop new products,
either by creating an innovative item, or by chaggrecipes or flavors. Regarding newly
developed products, supplier D offers exclusivity €ach recipe, while supplier E offers
product exclusivity through contract rights, in waiithe product cannot be negotiated with

other companies, as mentioned by its commerciabigem

“We use contracts of exclusivity for a specific ipdrin which we
cannot sell the product to other customers or ®® rimnufacturer
brand. In general, these contracts persist for2 y@ars.”

One can notice that, independently of the initidteca used to select the cases,
suppliers possess distinct motives that led thersugaply private labels, besides different

manufacturing characteristics.
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5. Conclusions

The present paper aims to discuss the benefitBramilian manufacturers to provide
private label products. Therefore, we classifie@ thanufactures in different stages of
evolution so that we could explore the opportusited challenges of each group. We used
the proposition of Laaksonen (1994), Senhoras (&A@ Kumar and Steenkamp (2008) on
the development of private label to assess thelguppstage of evolution. Although such
proposal was not geared specifically for suppliers, believe that such classification may
contribute to the study of private label stratefygcording to the strategic motivations and the
manufacturing aspects, we classified the six peivabel suppliers between the second and
the fourth generation.

Suppliers A and C were classified in the seconcegion of private label, since they
offer products with medium quality and follow theasegy of lower prices (LAAKSONEN,
1994, SENHORAS, 2003, KUMAR; STEENKAMP, 2008). Adtigh supplier C offers the
exact same product for the manufacturer brand lamgtivate label market, it is important to
note that the manufacturer brand targets low-c@sket. Since both companies offer just the
option of developing new aroma or flavor, we caguarthat they make little effort for new
product development (KUMAR; STEENKAMP, 2008).

Companies of the second generation have the clhyallehachieving economy of scale
and better use production batches to ensure tmease of productivity, reduction of losses
and better absorption of capacity. Although thesaufacturers have concerns about product
cost, they are not introducing a value flanker toaa out the private label or preemptively
limit the private label’s viability to move-up sea(HOCH, 1996). Thus, they entered in the
private label market with a lucrative businesseimts of plant operations.

Suppliers B and D were classified in the third gatien, because they have
technology and quality close to the leading braadd help to expand retailers’ product
assortment (LAAKSONEN, 1994, SENHORAS, 2003, KUMARTEENKAMP, 2008). In
this case, Supplier B offer flexibility to develagew products because it does not use
automated equipment and depends on intensive ladoch simplifies adjustments in the
production process. On the other hand, Supplieff@wexclusivity of specification, with the
possibility of developing new recipes in accordanggh the customer's need. Such
characteristics help them to use reverse engirge@ma get products with similar quality of
leading brands (KUMAR; STEENKAMP, 2008).
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Their challenge is to manage the increasing nuraberoduct mix, as they can offer
many possibilities of product development. This ngethat manufacturers have to control a
larger number of raw material, packages and fimisfp@ods, by using better techniques for
production and planning control.

Supplier E was classified as fourth generation beeat makes considerable effort to
develop new items and offers exclusive productsutin contract clauses (LAAKSONEN,
1994, SENHORAS, 2003, KUMAR; STEENKAMP, 2008). Thiallows retails’
differentiation through innovative products by asating the private label with the retailer
image (VERHOEF et al., 2002, CONN, 2005, GEHLHARaket2009). Moreover, Supplier E
operates in the foreign market and is consideredarasexpert in private label market
(LAAKSONEN, 1994).

Supplier F was classified in a transition stageveen the second and third generation
because it makes no effort to develop new prodisetsond generation) but offers an identical
product for private label through the same quahtya lower price (third generation)
(LAAKSONEN, 1994, SENHORAS, 2003, KUMAR; STEENKAMRQO08).

Figure 2 shows the classification of each compagpring to the stage of private
label evolution. As we can see, there is no spepdittern of classification despite the initial
proposal to divide suppliers according to the degoé dedication to private label and
manufacturer brands’ representativeness. We cantddifferences and similarities on their
strategic motivation and production characteristiegardless of the group they were

previously allocated.
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Figure 2. Evolution of Private Label Suppliers.

5.1 Managerial Implications

Results of our investigation have implications feanagement practice. First, it was
possible to verify the stage of evolution of somraAlian private label suppliers. None of the
companies were classified in the first generatiamch confirms the improvement on product
guality, manufacturing process and image withinfthal consumers (LEPSCH et al., 2005,
PEETERS et al., 2006). Companies are constantiitealitdy retailers to ensure consumer
food safety, work safety and social and environmlemsponsibility (BATRA; SINHA, 2000).
This requirement is related to retailers' image @gnconsumers, which cannot be harmed by
the sale of low quality products (COUGHLAN, 2002;I@EIRA, 2005).

Besides, we observed that manufacturers have ¢ooegh a learning process as they
were qualified as private label suppliers. The tamsaudits made by retailers generated the
need to change the business vision, as well asoweprents on management techniques and
production process. From these changes, it becasslgpe to offer products with superior
guality and achieve a greater recognition and bikyiin the market.

In other words, companies that invest in privateelaget incentives to improve their
manufacturing abilities in terms of process andtit@togy and thus can transfer these abilities
to other customers or to the manufacturer brands $eems to be an important benefit for
small and medium manufactures, because it enabéra to enter in a highly competitive
market that they would probably not enter only withir manufacturer brand.

The literature presents studies exploring theeggiatoptions that manufacturer brands

may adopt to protect from private labels (HOCH, 8 99ERHOEF et al., 2002, TOILLIER,
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2003, GEHLHAR, 2009, OLSON, 2012, BOYLE; LATHROPQ1B). As a result of the
private labels’ evolution in the Brazilian markébe majority of the interviewed suppliers
does not take any action against private labell@sda positive image of it. Most suppliers,
excluding supplier F, asserted that the manufadtym@ducts can be commercialized as
private labels without any kind of prior restrictio One justification would be that
manufacturers want to supply to as many retailergp@ssible. Dawes and Nenycz-Thiel
(2013) showed that private label products are coimgenore intensely with other private
labels than with manufacturer brands, as consunaees likely to buy private labels
independently of the retailer. The case of supgties in accordance with Olson (2012), in
which the manufacturer wants to ensure that cus®mereive superior variety from the
manufacturer brand so that they can easily expezi¢ine difference if they buy the private
label.

Some manufacturers indicated that retailers wewyngr to commercialize and
negotiate private labels as a common manufactuegrdb This change has increased demands
for service at the point of sale, which includeglsheposition and joint participation in
marketing campaigns. According to the manufacturnis new dynamic goes against the
private label market specificities, which allows tbe commercialization of products of good
quality with prices lower than leading brand. Tbeange of behavior has generated problems
on strategic interactions, which may result in @ions in the supply of private labels
products (GOMEZ-ARIAS; BELLO-ACEBRON, 2008).

As a general conclusion, we can state that foodufaaturers adopt specific strategies
to attend the diversity of demands that come fremailers. This variety of demands is in
accordance with Shono et al. (2007), who arguetlBhazilian retailers are using different
positioning strategies to differentiate their ptevéabels.

Conn (2005) and Huang and Huddleston (2009) stzé retailers are trying to
achieve consumer loyalty through private label wratmn and exclusivity. Accordingly, we
could observe manufacturers inclined to deliveoirative products to private label market,
with possibility of establishing contract of exdliy. Thus, we can assert that, in some cases,
Brazilian manufacturers are adjusting their stratem help retailers to approach the fourth
stage of evolution and increase consumers’ intartbobuy private labels (DIALLO, 2012).
To achieve such stage, manufacturers must devetogpvation capabilities to create unique,
top quality and premium products in collaboratioithwetailers. In the food industry, we can

assert that strategy of new products must be peslthgreviewed through the development of
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new recipes, flavors or aromas (GEHLHAR et al.,208lowever, if retailers intend to create
entirely new categories or subcategories of prajuatanufacturers should invest on
innovative technology.

Even without statistical evidence or generalizgtighis study provided some
indications on the characteristics of Braziliarvate label suppliers. We faced difficulties in
finding companies with a recognized manufacturantreven with data from the Brazilian
Association of Private Labels and Outsourcing (ABRRRO) and consulting the package of
products sold in the retail stores. Moreover, adicwy to the gathered information, the supply
for private label market is still restricted by dhend medium enterprises that generally do
not have leading brands with national recognitidhis feature supports the research of
Herstein and Jaffe (2007), that argue that the Ilguppemerging countries are made by local

suppliers that do not have strong or recognizeddsa

5.2 Limitations and Suggestions for Future Research

Some difficulties were encountered, resulting mitations that should be considered.
First, the case study method has some limitationerent in its very nature. The utilization of
personal interview as an information source hadbtae of the interviewee and the researcher.
This bias involves the fact that managers may rattwo disclose some information in order
to not compromise the company’s interest. Besithes investigator may not understand the
answers, which can cause distortion in the analysis

For future research, we recommend conducting a acatige study with suppliers
from other countries with greater participationpoivate label. Such study may lead to better
understanding of Brazilian companies and can pev&tommendations through the best
practices adopted overseas. Another suggestiondwoellthe development of studies with
firms that are not from the food industry to congdineir stage of evolution. Donmoyer
(1990) affirms that case study research may be tsexkpand and enrich the repertoire of
constructions available to practitioners and oth&tais, the results presented in this study
may be used as hypotheses to be tested in furdselarches (SCAPENS, 1990, LEWIS;
RITCHIE, 2003). Quantitative studies with represgine samples may be needed to reach the
correct degree of generalization.
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