A CRITICAL INVESTIGATION INTO MARKET RESPONSE AND CANNIBALIZATION OF PRODUCT IN A HIGHLY COMPETITIVE INDUSTRY

ABSTRACT

The aim of this study was to look at product cannibalization as a market response in a highly competitive industry. Specific objectives were established to tactically analyse this phenomenon, including determining whether product cannibalization is a strategic market response to competition, examining the efficacy of product cannibalism as a market response strategy, and examining the position of price in employing successful product cannibalization. In order to accomplish these goals, a survey research design was used. A total of 100 participants from Nestle Nig. PLC were enrolled in the survey. A detailed consent was obtained from the participants prior to their enrolment. On-spot questionnaire distribution strategy was adopted. The study's findings showed that in a highly competitive industry, product cannibalization is an efficient consumer response. Its effectiveness, however, is primarily determined by market research and strategic pricing mechanisms. Before launching a new product into the market, management should conduct in-depth market research, according to the survey. Furthermore, since purchasing is an emotional decision, this study suggests effective price setting, as research has shown that effective pricing promotes the effectiveness of product cannibalism.
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CHAPTER 1: INTRODUCTION

1.1 Background of study

Competition is an essential tool and a significant aspect of economic life. Its significance stems from the word "compete," which means "to search together," and thus it increases the level of human aspirations, allowing you to achieve the best results while also being the driving force of technological progress and productivity development (Lesniewski, 2014). 

Stankiewicz (2005) agrees that, "the competition can be called a phenomenon when participants compete against each other in the search for similar reasons, which means that the acts taken by others, to achieve certain goals, make it difficult (or even impossible) to achieve the same objectives by others". 

According to Grzebyk & Krynski (2011) competition is characterized as an action of individuals who aim to obtain the benefits that others want to gain at the same time and in the same conditions. Its core concept is the displacement of competitors in the same market and the acquisition of their customers. According to Jonas (2002), individual market competition may take one of four forms: perfect competition, oligopolistic competition, monopolistic competition, and pure monopoly. Competitors selling the same product and service make up the perfectly competitive branch. Since there is no product distinction, all competing firms have the same price. Several companies produce the same or partially differentiated commodity in an oligopolistic competition. This variety can have an impact on the level of quality, unique features, design, and service. Except in situation where a firm wishes to draw buyers; a business that manufactures the same commodity cannot set its prices higher than the market (Kotler, 1999). In the industry, monopolistic rivalry occurs, in which many rivals are able to distinguish their market offer completely or partially. A number of rivals concentrated on a specific segment of the market where they are best able to satisfy the needs of their customers, and charged a higher price as a result (Kotler, 1999). When one company produces all of the goods or services in a given country or area, this is known as a pure monopoly. 

This form of monopoly may arise as a result of legal restrictions, patents, licenses, economies of scale, or other factors. If a monopoly is subject to government controls, it is required to lower costs and increase production volume in the interest of the common good (Kotler, 1999). In terms of market structure and operating methods of competing entities, the market models differ significantly. In 1989, for example, Poland's economic and political system changed, resulting in a phenomenon known as competition, in which state control and strict regulation were replaced by private property and the free market. Because of the unique nature of product or service market competitiveness, it is important for participants to develop a competitive advantage over their competitors. As a result, in an open market, competition is a critical problem, and the formulation of a competitive strategy is critical for the survival and growth of organizations and businesses (Kisiel, 2005). 

The need to track competitors' behavior and anticipate their reactions to each move is the key consequence of such a character (Forlicz, 1996). The first step is to decide the competitive position, which is a critical component in developing a competitive strategy or market response since it helps you to assess the company's existing strengths as well as patterns and prospects for future growth (Jonas, 16). The company's competitive position is characterized as a multi-dimensional category determined by a combination of factors, such as market share, share of basic market segments, market effect, scale of action, applied technology and technical skills, skills and adaptability (Grzebyk & Krynski, 2011). The competitive advantage of an organization is a result of its competitive position. Based on the purpose, point of view, and evaluation, it is interpreted differently. Competitive advantage may be measured from the standpoint of the company or from the standpoint of the consumer. The company's competitive advantage is its unique place in the industry in comparison to rivals, which allows it to earn above-average profits and stay ahead of the competition (Grzebyk & Krynski, 2011). 

The competitive advantage of a company also depends on the value that the company can create for customers (Grzebyk, Krynski 2011). Competitors need to be characterized by the internal skills and flexibility to adapt to changing business conditions and gain specific benefits from the process. The modern concept of creating a competitive advantage underlines the particular needs of the efficient use of experienced knowledge and resources. For businesses to survive in a highly competitive industry they must be able to predict and evaluate its position. They must take effective action and have the capacity to evolve in an ever-changing environment, and to constantly make decisions about structural change. One of such change strategies is product cannibalization.

1.2 Statement of the problem 

Competition is an integral part of the business because it affects the company's effectiveness and company decisions. In fact, there are many examples of attacks affecting planned performance, for example, discounting or introducing a new product. An example of a product being destroyed by a competitor is Omo Power, self-proclaimed by Unilever, killed by Procter and gamble through strong negative advertising. Damages to Unilever amounted to millions of dollars (Riezebos and Waarts, 1994).

Understanding the fundamentals of competitive market response is obviously critical, both from a managerial and theoretical standpoint. To investigate competitors reaction to competitive industry, this study employs a product cannibalization framework. Any action or message by a competitor that offers a direct or indirect indication of its actions, motivations, objectives, or internal situation is referred to as a market response (Porter, 1980). They are an indirect means of communicating in the marketplace. It is known that firms can use market signals effectively for influencing the behaviour of competitors (Robertson, Eliashberg and Rymon, 1995). 

When a company launches a new product, such as Omo Power, many actions and messages are sent to different audiences, including competitors. In order to choose an appropriate market response, the defending competitor must read and interpret these signals. As a result, the defending manager's expectations and interpretations of the competitive action are crucial in determining a perfect market response (Despandhe and Gatignon, 1994). according to Heil and Waters (1993), product cannibalization can be an effective market response. Empirical evidence suggests that product cannibalization strategies are heavily influenced by decision-makers' assessments of the expected consequences for their own firm's sales and profit (Heil and Walters, 1993). However, is product cannibalism a viable market response strategy? In a highly competitive market, how successful is it? Knowing this will enable the acting company to devise plans for dealing with the competition.

1.3 Research questions 

The following research question guided this study:

Is product cannibalization a strategic market response to competition?

How effective is product cannibalization strategy effective in a highly competitive industry?

What is the role of pricing in ensuring effective product cannibalization?

1.4 Objectives of the study 

The primary goal of this study is to examine product cannibalization as a market response in a highly competitive industry. Specifically, the study sought to:

Examine product cannibalization as a market response strategy.

Assess the effectiveness of product cannibalization in a highly competitive industry.

Determine the role of price in ensuring effective product cannibalization.

1.5 Hypothesis of the study

A null hypothesis was formulated for testing in this study:

H0: Product cannibalization is not effective market response in a highly competitive industry.

1.6 Significance of the study

This study is useful to business managers as they will find its results useful in adopting product cannibalization as a market response strategy. It will also be a source of reference for future researches.

1.7 Scope and limitations of the study

This study is focused on product cannibalization as a market response strategy for competitive industry. The Nestle Nig. PLC has been selected as the case study. Findings from this study is limited to the responses obtained from management staffs of Nestle Nig. Plc. However, time was a limiting factor to this research.

1.8 Operational definition of terms

Cannibalization: This means the introduction of a new product of by a company to reduce sales for an already existing product of the same company.

Market response: This is the way or approach an organization respond to marketing activities, in this study, it is the approach an organization adopts in reaction to competition.

CHAPTER TWO

LITERATURE REVIEW

2.1
Overview and Definition of cannibalization 

There is no one generally accepted definition of cannibalization. Kerin et al. (1978) use Heskett’s (1976) definition: “the process by which a new product gains sales by diverting them from an existing product”. Mason and Milne (1994) use Copulsky’s (1976) definition and are less concerned with process than with magnitude. They define cannibalization as “the extent to which one product’s customers are at the expense of other products offered by the same firm.” But it is difficult for any manager to determine this – managers tend to take a more aggregate approach and look at sales volumes and shares, not at an individual’s buying patterns. It also oversimplifies the construct which can be viewed on a number of levels. 

Cannibalization is defined as the extent to which one product’s customers are gained at the expense of customers of other products offered by the same firm (Copulsky, 1976). The theoretical roots of product cannibalization can be traced to the cross-elasticity of demand theory (Kerin, Harvey,&Rothe, 1978). Product-line extensions, with the possible resulting market cannibalization, have been studied extensively in the marketing literature. Two forms of product-line extensions are distinguished in the literature: brand extension and line extension. 

A brand extension refers to the case where a current brand name is used to enter a completely different product class (e.g., HP expanding into the photocopier market). A line extension is where a current brand name is used to enter a new market segment in its product class (e.g., HP inkjet and LaserJet printers) (Aaker & Keller, 1990).

Remanufactured products may be considered as a line extension to their new counterparts because both belong to the same product class. Buday (1989) suggests that, as the similarity between the attributes of products increases, the probability of the new product cannibalizing the existing products in the portfolio increases. Thus, cannibalization is more of a concern to line extensions than brand extensions. Line extensions of mature products gain revenue from two major sources: customers of competing brands and customers of existing products of its own firm. The ideal situation is where a line extension draws all its customers from products offered by competing firms. The other extreme is that all its customers are customers of existing products of the firm, where 100% (complete) cannibalization occurs.

In practice, most cannibalization falls somewhere in between (Mason & Milne, 1994). Remanufactured products have the same functionality as new products. Therefore, as suggested by this stream of literature, they should incur a significant risk of cannibalization of new products sales. The other research stream focuses on developing measures of cannibalization and empirically applying them. Conjoint analysis and a number of pretest market new product forecasting models have been used to estimate cannibalization (Silk & Urban, 1978). Mason and Milne (1994) propose an approach for measuring cannibalization based on the concept of “niche” in ecology. The niche of each brand describes the customers the brand is competing for and cannibalization may occur when two or more brands have overlapping niches. Unfortunately, the input of all the models mentioned above is consumer survey data. To avoid the potential drawbacks from using consumer surveys, Kerin, Harvey, and Rothe (1978) posit that the most accurate method to assess the actual degree of cannibalization is via a market test, where goods or services are exposed to a small, representative sample of consumers to test various marketing strategies. There are a limited number of studies that use real market data to measure cannibalization. Reddy, Holak, and Bhat (1994) develop an econometric model to capture the extent of cannibalization using data on 75 line extensions of 34 cigarette brands over a 20-year period.

Lomax, Hammond, East, and Clemente (1997) examine three methods, gains loss analysis, duplication of purchase tables, and a method based on deviations from the expected share movements, for measuring cannibalization based on actual consumer purchase data of three detergent line extensions in the United Kingdom and Germany.

Measures of cannibalization 

Since there is no agreed definition of cannibalization there can be no one standard measure of the concept. Reddy et al. (1994) define it as a percentage of total category sales. A working measure might be that percentage of the new product’s sales which derives from the sales of an existing product within the company’s portfolio (i.e. both first and second order cannibalization at both the expected and excessive levels). A tighter definition might examine only the sales loss experienced by the parent (i.e. only first order). Both allow for a range of 0 percent to 100 percent. We would expect the figure to be higher the closer the line extension is to the parent/other brands in the portfolio. That similarity might be in terms of price, brand name, usage occasion or other attributes such as flavor or pack format. Buday (1989, p. 29) suggests that: Excessive cannibalization is one of the common arguments against brandextending.... Common branding implies a similarity: similarity invites replacement. The problem of the extension merely becoming a replacement purchase for the parent is only likely to occur where the products are substitutes, as was noted by Sullivan (1990). This is often assumed to be the case with line extensions – Bunten and Simmons (1993) cite the example of Alka Seltzer Plus whose sales volume was derived largely at the expense of the core brand. This effect can also be seen operating in the reverse direction. Birds Eye Walls’ rationalization of their Arctic Roll range, from two red berry flavors with strawberry and raspberry to one only, had a negligible impact on sales. Previous purchases of raspberry were replaced with strawberry.

Types of cannibalization

Four different scenarios resulting in product cannibalization (in consumer industry) are discussed in this section.

(1) Multi-product pack cannibalization. This type of cannibalization occurs when companies market multiple products as one product. For example, a combination of closely related products (such as a tube of toothpaste, toothbrush, dental floss, and mouthwash as one product) or a set related by

their use rather than their nature (such as a camping kit that includes insect repellent, torch light, knife, and sleeping bag). Typically, the price of this multi-product pack would be less than if the products in the pack are purchased individually, and if a consumer finds the cost of the multi-product pack to be only minimally higher than the sum of the individual items they intended to purchase, the multi-product pack will be purchased and cannibalization of the individual items will occur. In such cases, it may be difficult to determine which product is being cannibalized.

Combo-product cannibalization. An example of a combo product is a television monitor, plus VCR, plus a DVD player. The main difference between multi-product pack products and the combo products is the fact that the products in the multi-product pack can be separated into individual products, while the combo product cannot be separated. The difficulty of identifying which product is being cannibalized still exists. 

(3) Intra-product cannibalization. Different products in the market could compete for the same market share. Intra-product cannibalization is observed between two that are different but offer similar functionalities. Although these products are different, their functional commonality is higher than the differences and hence results in cannibalization; hence they compete with each other for a common market share. Depending on their functionalities and the needs, one product might be cannibalized in preference to the other. An example of intra-product cannibalization is the competition between microwave and ovens. Although these products are different in the fact that they offer minor functional differences from the other, they compete for a common market share.

(4) Inter-product cannibalization. This occurs when products within the same product group from a company compete with each other for market share. It could affect, for example, mint-flavored and cinnamon-flavored toothpastes. Both these products have very similar features and are competing for the same market share. Depending on factors such as price, consumer preference and marketing strategies, one product might be cannibalized in preference to the other.

Sources of cannibalization

Srinivasan et al. (2003) identified the sources of inter- and intra-product cannibalization. Introduction of new products refers to the introduction of a new package, line-extension, or brand new product. Price elasticity is concerned with price changes due to introduction of a new product or price changes for an existing product due to changes in the process/logistics or a change in the marketing strategy. The marketing field relates to changes in the marketing policies, such as introduction of a product into a completely new market, or a market in which another product of the company is already well established. Competition straightforwardly describes the introduction of new products or price changes by the competition. Market trend sums up changes in the economic conditions or consumer preferences.

Market share boundary conditions for product cannibalization Before creating a procedure for studying the impact of cannibalization, it is important to first identify the realms of product cannibalization in order to make decisions on the introduction of the new product and quantify the impact of cannibalization.

Consider an example with two products, A and B, offered by companies X and Y, respectively. If company X wants to introduce a new product C, which has functionalities very similar to product A, then according to Ulrich and Tung (1991), product A will be cannibalized. But studies should also be performed to check if the new product C increases the overall market share of the company. Considerations should also be made related to the cost of manufacturing the product and other expenses in order to find out if the new product would increase the total profit, since increase in market share may not necessarily lead to more profit. Four different scenarios are observed when a new product is introduced in a product portfolio. Traylor (1986) reported similar scenarios of cannibalization, but does not explain the reasons.

Scenario 1. The new product draws all of its sales from products in the company portfolio and does not increase the overall market share. Reasons for the new product drawing all of its sales from the existing products in the portfolio include:

. functional similarity with the already established products;

. marketing in the same areas as the existing products; or

. customer preference of the new product over the existing product.

Scenario 2. The new product increases the overall market share, while cannibalizing the company portfolio, but not the competition. Possible reasons that the new product has increased the market share are that functionalities distinguishing it from the established product result in increased market share, and that functionalities similar to the existing product result in cannibalization of some market share of the existing product.

Scenario 3. The new product increases the overall market share and cannibalizes both the product portfolio and the competition. In this scenario, the new product has functionalities that can be used to distinguish it and create its own niche, and are common to the products in the market, thus cannibalizing market share.

Scenario 4a. The new product increases the overall market share and cannibalizes only the competitor products. The new product has attributes to distinguish it and create its own niche, which are common to the competition’s products, hence cannibalizing their market share.

Scenario 4b. The new product increases the market share by the same quantity as in the previous scenario, but does not cannibalize either the product portfolio or the competition . It may be deduced that the new product has been introduced in the new market with no competitors, or that the new product has unique features.

Scenario 1 could be termed the “worst case” situation, because all the resources spent in developing the new product did not generate any additional market share. Since the new product has drawn all of its sales from product A, the new product will not generate an increase in the profitability of the company unless it has a higher profit margin. In the case of scenario 2, although the new product has cannibalized some market share of product A, it has increased the overall market share of the company.

2.2
CONCEPTUAL FRAMEWORK

We focus on competitive response to radical product innovations: specifically, on the likelihood that competitors will respond to an innovation by introducing products of their own. A radical product innovation is a new product that uses significantly different technology and offers significantly greater customer benefits per dollar than existing products (Chandy and Tellis 1998). In many ways, radical product innovations are the “home runs” of product innovation and have the potential to be extremely lucrative. For example, in the pharmaceutical industry, Sorescu, Chandy, and Prabhu (2003) show that stock market returns to the introduction of radical product innovations can be in the billions of dollars. This said, the effects of radical product innovations are not uniformly positive or straightforward. Such innovations have the potential for three important effects as they relate to existing markets (e.g., Chandy and Tellis 1998; Chen and Miller 1994; Christensen 1997):

market expansion, (2) cannibalization, and (3) destabilization.

From the perspective of the market as a whole, radical product innovations imply a high potential for market expansion. This is perhaps the most striking difference in outcomes between radical and incremental innovations (Montaguti, Kuester, and Robertson 2002; see also Mahajan, Sharma, and Buzzell 1993). In general, the impact of incremental innovations is to redistribute shares within an existing market. Conversely, radical product innovations provide significantly greater benefits than were previously available and thus may substantially increase the size of the market (Golder and Tellis 1997; Sorescu, Chandy, and Prabhu 2003).

From the perspective of innovating firms, radical product innovations can result in substantial cannibalization of existing business (Chandy and Tellis 1998; Govindarajan and Kopalle 2004). An element of cannibalization is sales cannibalization, whereby innovations take away sales from the firm’s existing products in the category. Another element is the cannibalization of specialized investments, whereby innovations reduce the value of investments that are tied to existing products (Nijssen, Hillebrand, and Vermeulen 2005). Innovating firms must incorporate the potential for cannibalization in their decision making leading up to the introduction of an innovation (Kerin, Harvey, and Rothe 1978).

From the perspective of incumbent competitors that already have products within the category of an innovation, radical product innovations imply a high potential for market destabilization (Schumpeter 1942). By redefining the product category’s benefit space, a radical product innovation may not only seize business from existing competitors but also reposition existing products relative to each other (Van Heerde, Mela, and Manchanda 2004). For example, a product that previously held a distinctive performance position may collapse into a generic “old generation” position, placing it closer to products from which it was previously well differentiated, and may require a “new-and-improved” model to regain its previous position. The potential for destabilization makes competitive response much more likely for radical product innovations than for many other competitive actions (Chen and Miller 1994).

2.3
MARKET EXPANSION, ENTRY THRESHOLDS, AND COMPETITIVE RESPONSE

What factors influence the likelihood of competitors’ response to a radical product innovation? 

Various factors might be argued on the basis of the general literature on competitive response (see Bowman and Gatignon 1995; Chen and Miller 1994; Kuester, Homburg, and Robertson 1999; Montaguti, Kuester, and Robertson 2002; Robertson, Eliashberg, and Rymon 1995; Robinson 1988). However, with specific respect to radical product innovations, some researches focus on the potential for market expansion and the role of entry thresholds in signaling the extent of market expansion expected. Whatever the other effects of a radical product innovation may be, we argue that competitors are more likely to respond by introducing their own products when some aspect of the radical product innovation provides them with signals that it will increase the size of the market

What factors have these effects? 

Some of the most credible signals in this context are related to the nature of firms that introduce innovations (Prabhu and Stewart 2001). The very act of product introduction reveals information about the introducer’s expectations about the potential of the market it is entering. The introducer reveals this information by virtue of (1) who it is and (2) which market it enters. Incumbent competitors incorporate this information into their own decision calculus as they determine when, whether, and how to respond. We argue that the likelihood of response is greater when potential respondents observe product introduction by firms that have higher entry thresholds (i.e., firms that would only introduce a product if the market has high potential). Moreover, the impact of this signal is the greatest when such firms introduce products in markets that were previously viewed as having low potential. 

What is the profile of a firm with high entry thresholds?

Although factors unique to each firm are likely to play a role, we argue that two factors systematically signal a firm’s entry threshold: (1) the firm’s size and (2) its dependence on the market it is entering. Our focus on firm size and market dependence in the context of radical product innovation is consistent with the literature on radical product innovation, which also emphasizes the importance of these two factors (see Chandy, Prabhu, and Antia 2003; Chandy and Tellis 2000).

First, in terms of firm size, larger firms tend to have higher entry thresholds. This is in part because small markets do not meet the growth needs of large firms (Christensen 1997). As firms become larger, their reference points for what constitutes attractive markets also become larger.

The prospect of a $10 million business might cause great excitement in a small firm, but this might be met with a shrug in many large firms. As such, the introduction of a radical product innovation by a larger firm is more likely to convey an expectation of market expansion, especially if the current market is relatively small. When confronted with a large firm entering a small market, potential responders are likely to ascribe this otherwise atypical behavior to an expectation of market expansion; that is, the large firm expects that the market will expand substantially as a result of the introduction of the radical product innovation.

Second, in terms of market dependence, a market dependent firm derives large parts of its revenue from that particular market. Firms that are highly dependent on a market also tend to have high entry thresholds. This is because by introducing a radical product innovation in the market, the firm is likely to cannibalize the sales of its existing products (Chandy and Tellis 1998). Therefore, the radical product innovation faces a greater burden of expectations in a market-dependent firm than in other firms (Kerin, Harvey, and Rothe 1978). Firms with higher levels of market dependence are most likely to introduce a radical product innovation if they expect enough market expansion to compensate for the cannibalization of existing products.

Effect of Introducer Size

The existing literature on competitive response to product introductions argues that incumbent competitors are less likely to respond to the introduction of new products by larger than by smaller firms because of the deterrent effect of larger resources (Bowman and Gatignon 1995; Shankar

1999). For example, Shankar (1999) notes that it may be unwise to respond to large-scale entrants because of the fear of a war of attrition. Similarly, Bowman and Gatignon (1995) argue that competitors are less likely to respond to a new product introduced by a strong firm with large resources because of fear of retaliation. However, in the context of radical product innovation, we argue the opposite. Because radical product innovations are inherently destabilizing (Schumpeter 1942), incumbent firms are much less likely to hold back in an effort to limit competition.

Instead, a primary factor in response will be incumbents’ assessments of the extent to which the innovation will be successful and the extent to which it will expand the market, as we discussed previously. Incumbents will surmise that a larger firm, given its high entry threshold, will introduce

an innovation only if it expects the market potential for the innovation to be large.

2.4
DERIVING A CANNIBALIZATION MODEL

It is important to be able to identify the new product to be analyzed and to distinguish between a new product introduction and a new product group introduction. Therefore, available data must be analyzed to verify if multiple new products were introduced during the same time period. Once the new product has been isolated, model formulation can begin. The first step is to identify the attributes of the possible victims in the portfolio using both qualitative and quantitative analysis. Qualitative analysis may involve discussions with the executive management of the company and are often based on experience with the previous products. Quantitative analysis is performed based on product attributes; if the existing products in the portfolio have one or more of the product attributes of the new product, then they are potential cannibalization victims.

Sales data trends (volume of sales vs time) are compared to help identify potential attributes. Performance measures such as absolute volume, market share and market volume for the possible victims are utilized to identify the victims in the entire portfolio: 

absolute volume – percent volume of victim product group(s) to the total volume of family was studied for the entire sales data period;

. market share – percent volume of a family of the total volume sales of the brand was studied for the entire sales data period; and

. market size – percent volume of company’s total sales of the total market share was studied for the entire sales data period.

Lomax et al. (1997) used the ratio of loss of sales of the existing product to the sales of new product to measure cannibalization, but do not account for losses across product families. A detailed analysis of these performance measures, with case studies examples, is provided in Srinivasan et al. (2003). Analysis of the performance measures identifies which products have been cannibalized and their levels of cannibalization.

The parametric measures help identify the sources of cannibalization, i.e. from within the portfolio or the competition. Thus it could help identify the level of cannibalization among the boundary conditions established earlier. Once attributes of the cannibalized product are identified, including identification of the percentage contribution of each of those attributes towards cannibalization,

existing forecasting models are used to predict sales of the victims and loss in sales of the victims resulting from the introduction of the new product. Based on the results from the cannibalization model, management will be able to assess the impact of the introduction of the new product, resulting in better new product introduction decisions including changes in marketing, e.g. pricing of the new product, pricing of other products in the portfolio, and promotions.

2.5
CANNIBALIZATION STRATEGIES 

The  cannibalization  on  company  level  is  usually  analyzed  in  relation  with  product  or  technology  innovations which  make  existing  products  or  technologies  uncompetitive  and  obsolete.  Companies  can  adopt  offensive  or  defensive cannibalization strategies which they can use in different stages of product’s life cycle.

Cannibalize the Market to Attack the Market Leader 

Cannibalizing   an   existing   market   is   a   successful   strategy   for   attacking   an   entrenched   market   leader. The  attacker  erodes  the  position  of  the  dominant  company,  although  the  attacker  cannibalizes  its  own  products  in  the process. The attacker hopes to compensate for its loss with increased market share in the redefined market. 

Case of Sega Enterprises-Nintendo

Sega  enterprises’  attack  on  Nintendo’s  dominance  of  the  $3.5  billion  American  video  game  market  included  a strategy to cannibalize its own video game software  with a new form of software distribution. In ’93 Sega formed a joint venture with Time  Warner entertainment to offer Sega’s video games through cable TV networks.  The JV’s Sega channel provided  Sega’s  video  games  for  a  monthly  fee  of  $20.  This  strategy  could  have  significantly  cannibalized  Sega’s  own game  software  revenue,  since  Sega  would  receive  a  much  lower  license  fee  for  software  distributed  through  cable. 

However as a the market attacker Sega sought to increase its overall market share in both game players and software by redefining the market To be successful, it would need higher volume to offset lower profit per unit. 

2.6
EMPIRICAL FRAMEWORK (DEFENSIVE CANNIBALIZATION STRATEGY)

For  market  leaders/  defenders,  controlled  cannibalization  may  be  a  necessary  strategy  to  repel  attackers. ‘Cannibalize  yourself  before  competitors  do’.  Self cannibalization  may  be  necessary  as  a  defensive  strategy  to  keep  an attacking  competitor  from  being  successful.  With  this  strategy  a  company  chooses  to  cannibalize  its  own  products  rather than  let  a  competitor  do  so.  Cannibalize  your  own  business  before  someone  else  does.  Changes  and  innovations  are happening so fast and globally that they're striking, not at the  margins of the profits and the outputs of the existing firms, but at their foundations and their very lives. 

Case of Borders

In 1997, Borders, the dominant bookseller in the United States, refused to sell books online because its leadership feared  cannibalizing  store  sales  for  cheaper,  online  sales.  Eleven  years  later,  Borders  was  cannibalized,  but  not  by  its online sales; Borders market share was swallowed by Amazon.com

Case of Le-Sancy 

Lux’s  market  standing  was  being  threatened  by  the  soon  to  be  launched  Camay  from  the  house  of  Godrej  to  be marketed by P&G. HUL then launched Le-Sancy to counter Camay’s attack. 

2.7
EFFECT OF CANNIBALIZATION ON CONSUMER PURCHASING BEHAVIOR

Usually  consumers  are  emotionally  attached  towards  purchasing  a  product.  If  they  have  chosen  one product they always require the same concerned product for usage. But due to cannibalization in the product portfolio the consumer is unable to find the concerned product because of the dilution of the product. It’s very difficult for the consumer to  get  the  same  desired  satisfaction  level  from  the  new  product.  So  it  leads  an  attitudinal  conflict  in  the  minds  of  the consumer  towards  the  concerned  product  and  brand,  which  automatically  redirects  the  customer  to  shift to  other  product portfolio or brand.

Attitudinal Conflict- a Case of Coca-Cola 

This is best illustrated by the "Cola Wars" - the marketing fight between Pepsi and Coca-Cola, which lasted most of the 1970s and 1980s. The soft drink rivalry pushed Coca-Cola Co. to make one of the most famous marketing blunders in financial history. In the process of creating Diet Coke, the company's chemists discovered a new formulation for Coke. The  new  concoction  was  sweeter  and  smoother  than  the  century-old  formula  upon  which  Coke  had  been  built. In fact, it was similar to Pepsi - the drink that was eating away at Coke's domestic market share. 

On April 23, 1985, Coca-Cola Co. announced that New Coke was on its way. Because of a strong preference for New  Coke  in  consumer  taste  tests,  Coca-Cola  decided  to  pull  the  old  Coke  formula  from  the  shelves.  Essentially, the company was throwing away a century of branding by favoring the new, relatively unknown formula over the one that consumers  had  grown  up  with.  For  Coca-Cola  executives,  this  made  sense.  

Much  like  with  software  companies  that  pull old  versions  from  the  shelf  when  a  new  one  is  released,  they  didn't  want  their  old  product  line  to  keep  consumers  from buying their new one. Unfortunately, this bold move backfired horribly. Consumers  rebelled  and  flooded  Coca-Cola  with  angry  letters  and  phone  calls.  Coke's  stock  and  market  share took  multiple  hits  and  Pepsi  even  proclaimed  victory  in  the  Cola  Wars  now  that  Coca-Cola  had  copied  its  taste. The  influx  of  complaints  led  to  a  "We've  heard  you"  marketing  reverse.  On  July  11,  1985,  mere  months  after  its  sudden exit,  the  old  formula  was  re-introduced  with  "Classic"  added  to  the  title  -  probably  better  than  "Old Coke".  Coca-Cola Classic quickly ate up the sales of New Coke in a textbook case of market cannibalization.

Companies   shrink   in   righteous   horror   from   the   very concept   of   devouring   others   of   their   own   kind. Product development, leads to drop in sales of one product, resulting from a competition of a substitute product, offered by the same company. Furthermore, these same products will compete not only for customers’ money, but also for managers’ and agents’ attention, sales force time, company’s resources, shelf space, customers’ attention and memory. The replacement product kills the original product before its time. Companies make their strategic mistakes in not understanding when cannibalization should be avoided and when it’s appropriate. Cannibalization can reduce profits when the  original  product  is  still  successful  at  the  time  the  replacement  product  is  launched  and  hence  sales  and  profits  start declining as sales are transferred to the replacement product.

CHAPTER 3:

METHODOLOGY

3.1
Introduction

In this chapter, we would describe how the study was carried out.

3.2
Research design

The study employed the survey descriptive research design to examine product cannibalization as a market response in a highly competitive industry.

3.3
Research settings

Nestlé Nigeria PLC is one of the largest food and beverage companies in Africa. For over 57 years, Nestlé has been delighting consumers in Nigeria with high quality nutritious food products. With a staff strength of over 2,300 direct employees, 3 manufacturing sites, 8 branch offices and a head office located in Lagos, the company produces and markets several iconic brands including Maggi, Milo, Golden Morn, Nescafé and Nestlé Pure Life. Nestle's purpose is enhancing quality of life and contributing to a healthier future. The company contributes to society while ensuring the long-term success of its business

3.4
Sources of Data
The data for this study were generated from two main sources; Primary sources and secondary sources. The primary sources include questionnaire, interviews and observation. The secondary sources include journals, bulletins, textbooks and the internet.
3.5
Population of the study

A study population is a group of elements or individuals as the case may be, who share similar characteristics. These similar features can include location, gender, age, sex or specific interest. The emphasis on study population is that it constitute of individuals or elements that are homogeneous in description (Udoyen, 2019). In this study the study population constitute of estimated 200 staff members (including sales representatives) of Nestle Nig. Plc operating in Lagos state.

3.6
Sample size determination

A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher used the TARO YAMANE FORMULA to determine the sample size. 

3.7
Sample size technique

Yamane (1967:886) provides a simplified formula to calculate sample sizes.

ASSUMPTION: 

  95% confidence level 

 P = .5
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n= 200/1+200(0.05)2

n= 200/1+200(0.0025)

n= 200/1+0.5

n=133

3.8
Instrumentation 

This is a tool or method used in getting data from respondents. In this study, questionnaires and interview are research instruments used. Questionnaire is the main research instrument used for the study to gather necessary data from the sample respondents. The questionnaire is structured type and provides answers to the research questions and hypotheses therein.

This instrument is divided and limited into two sections; Section A and B. Section A deals with the personal data of the respondents while Section B contains research statement postulated in line with the research question and hypothesis in chapter one. Options or alternatives are provided for each respondent to pick or tick one of the options.

3.9
Reliability

The researcher initially used peers to check for consistence of results. The researcher also approached senior researchers in the field. The research supervisor played a pivotal role in ensuring that consistency of the results was enhanced. The instrument was also pilot tested.

3.10
Validity

Validity here refers to the degree of measurement to which an adopted research instrument or method represents in a reasonable and logical manner the reality of the study (Udoyen, 2019). Questionnaire items were developed from the reviewed literature. The researcher designed a questionnaire with items that were clear and used the language that was understood by all the participants. The questionnaires were given to the supervisor to check for errors and vagueness.

3.11
Method of Data Collection 

The data for this study was obtained through the use of questionnaires administered to the study participants. Observation was another method through which data was also collected as well as interview. Oral questioning and clarification was made.

3.12
Method of Data Analysis

The study employed the simple percentage model in analysing and interpreting the responses from the study participants while the hypothesis was tested using simple regression.

3.13
Ethical consideration

The study was approved by the Project Committee of the Department. Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.

CHAPTER 4

DATA ANALYSIS, PRESENTATION AND INTERPRETATION

4.1
DEMOGRAPHIC INFORMATION 

The information presented in table 1 below highlights the basic personal information of the sampled respondents in Nestle Nig Plc. A total of 15% were aged between 25-30 while the highest age category had a frequency of 34%. A total of 43% were single while 57% were married. The participants were selected from different units of the organization. A total of 29% were selected from production unit, 49% were sales unit while 22% were from Accounts and records. Responses from the participants revealed that all the participants had acquired tertiary for of education. Finally, the sampled participants have worked with Nestle Nig. Plc  for a minimum of 0-5 years and a maximum of above 15 years.

Table 1

	Variable
	Percent

	Age
	

	25-30
	15

	31-35
	18

	36-40
	34

	Above 40
	33

	Marital Status
	

	Single
	43

	Married
	57

	Prefer not to say
	00

	Department
	

	Production
	29

	Sales
	49

	Accounts and Records
	22

	Educational level
	

	None
	00

	Primary
	00

	Secondary
	00

	Tertiary
	100

	Duration of service
	

	0-5 years
	10

	6-10 years
	31

	11-15 years
	44

	Above 15 years
	15


4.2
RESEARCH QUESTIONS

In this section, efforts were made to present the responses from the participants in a bid to provide answers to the research questions.

Is product cannibalization a strategic market response to competition?

In table 4.2 below, the responses received from the participants indicates that product cannibalization serves as a strategic response to market competition. A total of 67% strongly agreed that Nestle Nig. Plc had sometime introduced a new product which has already existing product serving the same purpose. We take this to mean product cannibalization, a further 20% agreed to this statement. A total of 84% (55 +29) agreed with the statement that the introduction of the new product was sudden. This goes further to explain that product cannibalization for Nestle Nig. Plc was a response to market situations. However, 16% disagreed to this statement. Additionally, 81% agreed that the new product introduced by Nestle Nig. Plc certain time ago was retracted after sometime. Although this study cannot provide reasons behind this action, but it is assumed that the management responded to feedbacks from customers. Statistical details of this survey of product cannibalization as a market responses is provided in table 4.2 below.

Table 4.2: Product cannibalization as a market response

	STATEMENT
	SA
	A
	SD
	D
	U

	Nestle Nig. Plc had sometime introduced a new product that serve the same purpose as the old product.
	67
	20
	10
	3
	0

	The introduction of the new product was sudden.
	55
	29
	16
	0
	0

	The product was retracted after sometime.
	14
	67
	15
	4
	0


How effective is product cannibalization strategy effective in a highly competitive industry?

In understanding the effectiveness of product cannibalization, 87% of the participants agreed that the new product introduced by Nestle Nig. Plc had a positive turnover during its sales. Further 100% agreed that there was a high demand for the product shortly after its introduction. However, 69% disagreed on having negative feedbacks on the new product while 73% maintained poor market acceptance was not one of the challenges of the product as the new product enjoyed large market acceptance. Statistical details of this interpretation is provided in table 4.3 below.

Table 4.3: Effectiveness of Product cannibalization

	STATEMENT
	SA
	A
	SD
	D
	U

	The New product introduced by Nestle Nig. Plc had a positive sales turnover.
	71
	16
	13
	0
	0

	There was a high demand for the new product shortly after introduction.
	45
	55
	0
	0
	0

	The new product had negative feedbacks.
	12
	19
	35
	34
	0

	The new product did not enjoy market acceptance.
	19
	08
	49
	24
	0


What is the role of pricing in ensuring effective product cannibalization?

Pricing is a major factor when considering product cannibalization. This is because price creates a psychological decision process for the buyer. Buying is an emotional decision and buyers will continually buy because they perceive the price affordable. 100% of the responses obtained agreed that the price of the new product was cheaper than the existing product or the intended replaced product. They further agreed (100%) that customers bought more because of the price not really because of the value. Hence, we cam conclude that price is a factor to consider when deciding product cannibalization.  Statistical details of this discussion is presented in table 4.4 below.

Table 4.4: Pricing and product cannibalization

	STATEMENT
	SA
	A
	SD
	D
	U

	The price of the new product was cheaper than the old product.
	100
	0
	0
	0
	0

	Customers bought more of the new product because of price and not because of value.
	73
	27
	0
	0
	0

	Price is a deciding factor for consumer purchase of new product.
	59
	41
	0
	0
	0


4.3
TEST OF HYPOTHESIS

For the purpose of this study our significance (alpha) level is set at .05. The Sig. column displays the p-value for the test. The null hypothesis can only be rejected if the results show that the p-value is less than .05.

H0: Product cannibalization is not an effective market response in a highly competitive industry.

	One-Sample Statistics

	
	N
	Mean
	Std. Deviation
	Std. Error Mean

	B1X1
	100
	1.6777
	.46931
	.04266


	One-Sample Test

	
	Test Value = 6.0

	
	t
	df
	Sig. (2-tailed)
	Mean Difference
	95% Confidence Interval of the Difference

	
	
	
	
	
	Lower
	Upper

	B1X1
	101.310
	120
	.000
	4.32231
	4.4068
	4.2378


A one-sample t-test was conducted to determine whether the score in Product cannibalization (B1X1) was different to the observed score, defined as a average response score of 6.0. Scores from Product cannibalization were normally distributed with a statistically significant difference of 4.32 (95% CI, 0.42 to 0.46), t(120) = -101.3, p = .000.. The positive t value in this example indicates that the mean benefit of the sample is greater than the hypothesized value (6.0) Since p < 0.05, we reject the null hypothesis that the sample mean is equal to the hypothesized population mean and conclude that product cannibalization is an effective market response in a highly competitive industry.

CHAPTER 5

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1
Summary

This study was carried out to assess product cannibalization as an effective market response strategy in a highly competitive industry. This study was reported in five distinct but interrelated chapters. In the first chapter, the study defined the subject of discussion as the statement of the problem, the study objectives, research questions were raised as well as research hypothesis. Related and relevant literature were reviewed in the second chapter. A theory was adopted to enhance the understanding behind the project research as well as empirical works. In the third chapter, a detailed explanation was given to the approach and methodology adopted for this study.

 The survey research design was adopted and a total of 50 respondents including staff members of Nestle Nig. Plc. An informed consent was obtained from the relevant authorities before enrolling participants into the study. Their responses were analysed using the frequency tables and percentages, while the research hypothesis was tested using the t-test statistical tool. Results from the study agrees with previous researches that holds that product cannibalization is an effective market response for a highly competitive industry. However, it should be noted that the effectiveness of product cannibalization as a market response strategy is dependent on some internal and external factors. Some recommendations are given in the next section of this chapter below. 

5.2
Conclusion 
Product cannibalization happens when a business chooses to substitute an existing product with a new one, regardless of its market position (i.e., the product's life cycle phase is ignored). According to reports, branded producers have used a range of delaying tactics to stop the branded segment's "cannibalization" of their income. One common method is for a marketed company to launch and market a new version of the concerned product with strategic or tactic results. Cannibalization is an important factor to consider when analysing a product portfolio. As manufacturers struggle to optimize the leverage of their brand equity, cannibalism is a serious challenge for the vast majority of them, as is the prevalence of line extensions. Any new product that enters a market will eat into the market share of all existing players, and predicting this cannibalization is a difficult job.

5.3
Recommendations

Based on the findings obtained from this study, the researcher recommends the following:

An in-depth market research should always be carried out by organizations to determine the effectiveness of product cannibalization as a market response strategy. Further more, market research will help the management understand the perfect time for product cannibalization. This is to ensure that consumers are not confused as a result of the attempt to redirect sales to the new product, allowing for a successful takeover by a rival.

Product cannibalization necessitates the development of an efficient pricing mechanism by management. Product cannibalism is supported by a well-designed pricing scheme.
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QUESTIONNAIRE

Please tick the option that best describe your opinion on a question or statement.

Section A

Age

25-30 {   }

31-35
 {   }

36-40
 {   }

Above 40
 {   }

Marital Status

Single

Married

Prefer not to say

Department

Production

Sales

Accounts and Records

Educational level

None

Primary

Secondary

Tertiary

Years of business

0-5 years

6-10 years

11-15 years

Above 15 years

SECTION B

Please tick the option that best describes your opinion.

	Statement
	SA
	A
	SD
	D
	U

	Nestle Nig. Plc had sometime introduced a new product that serve the same purpose as the old product.
	
	
	
	
	

	The introduction of the new product was sudden.
	
	
	
	
	

	The product was retracted after sometime.
	
	
	
	
	


	Statement
	SA
	A
	SD
	D
	U

	The New product introduced by Nestle Nig. Plc had a positive sales turnover.
	
	
	
	
	

	There was a high demand for the new product shortly after introduction.
	
	
	
	
	

	The new product had negative feedbacks.
	
	
	
	
	

	The new product did not enjoy market acceptance.
	
	
	
	
	


	Statement
	SA
	A
	SD
	D
	U

	The price of the new product was cheaper than the old product.
	
	
	
	
	

	Customers bought more of the new product because of price and not because of value.
	
	
	
	
	

	Price is a deciding factor for consumer purchase of new product.
	
	
	
	
	




