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Retailer's Store Brand Product Line Design and Product
Assortment Decision in the Vertically Differentiated
Product Category

Hwan Chung**

m Abstract m

The increased availability of store brand suppliers now provides retailers with opportunities to create their own
lines of vertically differentiated multiple store brands within a product category. As the number of store brands in-
crease, the retailer’s shelf space becomes more crowded, which may force the retailer to consider dropping some
national brands from its assortment. Despite these trends, the problem of product line design in a vertically differ-
entiated product category has been analyzed mainly from a manufacturer's perspective in the marketing literature
and it is not known to what extent the findings of the existing product line design literature provide applicable strategic
guidelines for the new problem faced by retailers. In this study, we address this deficiency in the literature and conduct
an in-depth study of the retailer's strategic design of a line of store brands and its assortment decision within the
context of retail category management. We analyze the retailer's decision about not only how to design a line of store
brands but also which national brand to drop from its assortment. The results of our analysis are as follows. First,
if the retailer has to drop one of national brands from its assortment, it is the best for the retailer to drop the low-qual-
ity national brand rather than the high-quality national brand. Second, the retailer has to position the high-quality
store brand relatively close to the high-quality national brand, remained on its shelf, in terms of quality so as to
maximize the size of retail margin from the national brand. On the other hand, the retailer should set the quality
of the low-quality store brand at a lower level than that of the low-quality national brand to increase the total category
demand by attracting more price sensitive consumers. By doing so, the retailer can also minimize cannibalization be-
tween two store brands. Lastly, our analysis shows that the introduction of a line of store brands improves consumer
welfare by increasing real values of all products on the shelf.

Keyword : Game Theory, Store Brand, Distribution Channels, Product Line Design, Product
Assortment
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