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Abstract

This Master’s thesis deals with analysis of chocolate confectionery market in the United
Kingdom. The methodology used to bring a complex picture about the main trends is retail
scan data analysis accompanied by consumer panel and consumer research. As a result, this
work provides adetailed mapping of chocolate confectionery market environment and
elaborates a set of recommendations for marketing orientation.
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Introduction

Cocoa has played an important role in history. While in past it used to serve as currency,
nowadays it is used as a main ingredient of chocolate, one of the most desired food and source
of indulgence for both kids and adults. Despite of naturally appealing character of chocolate it
is still classified as a consumer good and is therefore the subject of marketing activities
pursued by its manufacturers.

The highly competitive environment present in the FMCG segment requires marketers to plan
their marketing activities wisely and effectively. Strategic decisions are key to success and
knowledge about competitors’ activities is crucial to gain competitive advantage over them.
There is no tool which would guarantee market and sales movements in the future, however,
marketers can lean on past evolution and build their marketing strategies assuming similar
behavior. Strategies are therefore direct implications of marketing research. Nevertheless,
marketing research does not only rely on historical data but with increasing importance of
consumer behavior manufacturers put increasingly more importance on consumer research.

The chocolate confectionery market in the United Kingdom is a very sophisticated market.
Many players present on the market make it a challenge for marketers to succeed with their
offerings while, on the other hand, thanks to a strong base of customers this market provides
continuous opportunities for further development. Thus, also market research has to be
complex and cover various dimensions.

Previously mentioned complexity of the chocolate confectionery market in the UK is one of
the reasons for choosing it as a subject of this thesis. Furthermore, it brings the author’s
interest and experience acquired in the marketing department of one the leading chocolate
confectionery manufacturers. This experience together with an academic background obtained
during the studies could serve as a good basis for this work.

The aim of this thesis is to analyze the complex chocolate confectionery market in the UK,
seize the size of the market, spot its main trends, map market share distribution of main
players and identify leading brands with use of retail data. The analysis will be executed with
regard to market product segmentation based on various criteria including product category,
manufacturer, brand, need state, festive occasion and seasonality, product variant, region and
selling channel.

Further to the main goal of the thesis, this work is intended to spot eventual gaps in actual
market product portfolios, identify opportunities and elaborate a set of recommendations for
marketers to appeal to the right target customer segments with the right product type. The
output of this work should sketch overall marketing opportunities in the UK chocolate market
instead of focusing on one single firm. In order to collect relevant data for this purpose and to
cover areas that retail data are not able to cover, retail data will be accompanied by a
consumer panel, which will serve as a source of information for consumer status, consumer
preferences, main drivers for purchasing behavior, consuming occasion, amount consumed
and frequency.

Additionally, the results of this analysis will be at disposal of one of the leading
manufacturers in chocolate confectionery industry for potential use in real business.

A great part of data was provided by the concrete real firm, chocolate manufacturer, which for
confidential reasons will be called XY in the entire scope of the thesis.
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The work is divided into 2 parts, first one (Chapters 1-3) having entirely theoretical character
and second part (Chapters 4-7) focusing on practical content of this work. The theoretical
section aims to present to the reader fundamental features related to market research. Starting
with the definition of main market components and broad characteristics of market and
marketing practices this section gets to the methodology used later on in practical part.

The second part has a purely practical character. To provide an overall picture and positioning
of chocolate confectionery, the analysis in chapter four starts with general classification of
chocolate confectionery worldwide. Subsequently the focus narrows to the UK, proceeds
through positioning of chocolate confectionery within retail and packaged food to the actual
situation in UK chocolate confectionery market. Euromonitor data and structure is used for the
purposes of this chapter.

The fifth chapter is intended to identify key growing segments in chocolate confectionery.
This chapter starts with deep analysis of Nielsen retail scan data (three databases were used:
Chocolate Confectionery, Everyday Chocolate and Bitesize) and is followed by consumer
panel based Europanel data. Consumer panel is then complemented by consumer research
about sharing bags.

Current trends in consumer preferences are discussed in chapter six. Besides general trends in
flavors this chapter touches on innovations in the chocolate industry, health impacts of
chocolate and the perception of palm oil use in chocolate by British customers.

The entire market analysis is summed up and evaluated in chapter seven in the form of
suggestions for current and potential marketers. At this point the analysis narrows down to the
category of sharing bags as a consequence of previous results. Starting with a definition of
key customer segments and target groups the chapter ends with suggested positioning and
possible recommendations of marketing mix for selected target segments.

11



THEORETICAL PART

1 Basic concepts

This chapter intends to introduce basic principles which one has to keep in mind when
referring to market, marketing and marketing research in general.

1.1 Market and marketing

Historically, a market was described as a physical place where buyers and sellers gathered to
exchange goods. Over the time, the term market has acquired broader, more abstract meaning.
The definition of market by economists differs from the one of marketers. According to
marketers, market is ,,a set of all current and potential buyers, who buy certain product or
service in certain situation and thus satisfy one or more needs“l. On one hand, market is a
collection of companies that offer goods and services for consumption and create industry. On
the other hand, market can be understood as a collection of consumers who demand these
goods and services. Diagram 1 shows the relationship between buyers (market) and sellers
(industry). The sellers supply the market with goods and services and communicate with
market in form of ads, direct mail and other marketing activities. On exchange, buyers pay for
goods and services in form of money and provide sellers with valuable sales data, customer
preferences, needs and believes. The inner loop demonstrates exchange of goods/services for
money, outer loop demonstrates exchange of data and information.

Diagram 1: Simple Marketing System

Communicziion
Gonds'sanices
ndustry Markzt
{a cobaction of siar) {a cobaction of buyers)
Maney

Information

Source: KOTLER, Philip a Kevin Lane KELLER. Marketing management. 14th ed., Pearson Education, 2012, 9.

The above set of relationships forms a simple marketing system. Marketing means ,, managing
markets to bring about profitable customer relationships‘?. Creating these relationships
requires work and sellers have to search for buyers, understand their needs, design right
offerings and promote them, set prices and deliver. However, marketing is no longer exclusive
for sellers and companies have to ask themselves how the buyers can reach them and even
how buyers can reach each other.

1 JAKUBIKOVA, Dagmar. Strategicky marketing: strategie a trendy. 2., rozs. vyd. Praha: Grada, 2013,
52.

2 KOTLER, Philip, ARMSTRONG, Gary . Principles of marketing. 15th ed., global ed. Boston:
Pearson, 2014, 30.
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1.2 Competition

The nature of marketing assumes that the company should provide customers with bigger
satisfaction that its competitors. No single strategy is suitable for every company, therefore
each company should take into account its size and capabilities to acquire the appropriate
marketing strategy to attract customers. This might be done by placing counter offerings to
those of company’s competitors.

Besides direct competitors operating in the same segment, the company has to consider also
potential competitors and substitutes, especially in consumer goods segment.

1.3 Customer

The key of successful usage of marketing strategies is the knowledge of current and potential
customers. For marketers it is very important to know how is the customer thinking, when and
how is he deciding, which are the factors that influence final decision to purchase a product
and what motivates him to buy and consume the product. All these elements together with
everything related to final product purchase (and actual product consumption) is a consumer
behavior and marketers must fully understand it.> There are several ways to acquire
information about customers. The companies can collect data on their own (by creating
customer databases, own research) or they can buy data from specialized agencies (e.g.
Nielsen).

1.3.1 Buying decision process

The consumer is exposed to constant influence of several internal and external stimuli. At the
same time, each consumer is exceptional and possesses different individual predispositions.
When talking about consumer buying decision process from marketing point of view, we need
to analyze relations between stimuli, both external and internal, individual predispositions of
each customer, marketing stimuli and consumer’s response. These relations are well explained
in a Black Box Model which is portrayed as a Diagram 2.

Diagram 2: The Black Box Model

* Marketing Stimuli (Product,Price, Place, Promotion)
¢ Other Stimuli (Political, Environmental, Social, Technological, Economic, Legal, Natural)

(&

¢ Consumer's Predispositions (Cultural, Social, Individual) \
*Buying Decision Process
1. Problem recognition
2. Infromation search
Black Box 3. Evaluation of alternatives
4. Purchase decision

5. Post purchase behavior /
~
*Buyer Response (product choice, type, brand, price, retail channel, time, frequency, amount,
Response satisfaction...)
J

Source: Author, from KOUDELKA, Jan. Spotfebni chovani. Vyd. 1. Praha: Oeconomica, 2010, 11.

3 BOUCKOVA, Jana. Marketing. 1. vyd. Praha: C.H. Beck, 2003,432 s. Beckovy ekonomické
ucebnice, 92.
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We can see that consumer behavior starts with his stimulation by marketing stimuli (which
include marketing mix) and other stimuli characteristic for given environment. The reaction to
these stimuli then differs depending on consumer’s predispositions (further analyzed in next
chapter) and results in a certain form of buying decision process. Consumer’s predispositions
influence each phase of buying decision process. Final form of buying decision process then
enters to our predispositions and is reflected in our future decision process.*

1.3.2 Factors influencing consumer behavior (Consumer’s predispositions)

As it was already mentioned previously, factors influencing consumer behavior differ from
product to product. Among the most important factors belong brand/company and its image,
product packaging, product price or product characteristics. At the same time, factors may
derive from customer himself and in this case we distinguish 3 types of factors influencing
consumer behavior: cultural, social and individual >

Cultural factors

The environment in which customer grows up and is educated is particularly important to
form his buying behavior. Culture is a fundamental element forming individual’s wants and
needs. Each culture is then divided into smaller subcultures and social classes and members of
each one of them require distinct product and show different preferences. The term cultural
anthropology is plays an important role when it comes to multinational corporations since
these are, by their nature, obliged to take into consideration elements of various cultures when
performing their marketing activities. Not only product itself (package, functionality, design),
but also communication and distribution have to be adapted.®

Social factors

Social predispositions are narrowly correlated with cultural predispositions as an individual
gets to know his culture by process of socialization. Inside given cultural area, the consumer is
impacted by diverse social groups and relationships to these groups, the most important being
family. We can classify social groups by intensity with which an individual interacts with
them to primary groups and secondary groups. Primary groups are usually smaller and
individual maintains close relationships with members. Family is a basic example of primary
group. There are two important families in consumer’s life: family of orientation includes
parents and sibling and determines individual’s orientation towards religion, politics, self-
awareness, love and others. Second is family of procreation - individual’s spouse and
children. The family of procreation has more impact on everyday purchasing behavior and we
can observe gender differentiation of roles within the family. In past, wife was usually in
charge of purchase of basic goods like food and staple clothing items. Husband, on the other
hand used to take care of technical goods. Modern family order does not follow these roles
distribution anymore, therefore marketers should aim both men and women as possible targets
for every kind of product.

Another social group type which significantly affects individual’s purchasing behavior is
reference group. Some of these reference groups are primary groups which include friends,

4 KOUDELKA, Jan. Spotiebni chovani. Vyd. 1. Praha: Oeconomica, 2010, 12.

> KOTLER, Philip a Kevin Lane KELLER. Marketing management. 14th ed., Pearson Education, 2012,
151.

8 BARTOVA, Hilda, Vladimir BARTA a Jan KOUDELKA. Chovani spotiebitele a vyzkum trhu. Vyd.
2., preprac. Praha: Oeconomica, 2004, 27.
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neighbors and co-workers (here we can also include family), others are secondary such as
religion and profession. However, the behavior of individual is not only influenced by social
groups to which he/she belongs, but also by groups to which he would like to belong
(aspirational groups) or which he/she rejects (dissociative groups).

Each individual has a specific role in a group which consist of activities that he/she is
expected to perform. The role then connotes to a status. People tend to choose
products/services that would represent their status and marketers must be aware of that.

From what was said it is clear that marketers, in order to appeal to as large group of potential
buyers as possible, have to target their activities to individual, which forms a reference group
and thus create a multiplied response.

Individual factors

Last, but not least, consumer purchasing behavior is strongly influenced by his/her own
individuality. The uniqueness includes age, stage in life cycle, occupation, economic
circumstances, personality, self-concept, lifestyle and values. ’

1.4 Product

Kotler defines a product as “anmything that can be offered to a market for attention,
acquisition, use or consumption that might satisfy a want or need”.® The product does not
necessarily mean something physical. Depending on tangibility, products are typically
classified as services (intangible) and products (tangible).®

1.4.1 Product levels

When creating the right product offering, the marketers should think in three levels (Diagram
3):

Core customer value represents the core benefits that the product can bring to customer. At
this stage, marketers should recognize what the product means for customers and design the
product so that it will satisfy certain requirements, keeping in mind that the customer’s
expectations may differ by place and time.

On the next stage, core customer value is turned into actual product. Marketers develop visible
and tangible features of the product: design, packaging, material, size, brand name, quality
and others.

Augmented product is the last stage of product architecture. It is the broadest level and refers
to additional consumer services and benefits, among others warranty, repair/service facilities,
after sale services, brand image, delivery or credit.

" KOTLER, Philip a Kevin Lane KELLER. Marketing management. 14th ed., Pearson Education, 2012,
155.

8 KOTLER, Philip, ARMSTRONG, Gary. Principles of marketing. 15th ed., global ed. Boston:
Pearson, 2014, 248.

® MAJUMDAR, Ramanuj. Product management in India. 2nd ed. New Delhi: PHI Learning, 1998, 26.
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Diagram 3: Product Anatomy

Augmented product

Delivery Actual product After-
and sale
credit service |
Brand Features
name
Quality N
lavel Design
Packaging
Product
. support Warranty £

Source: KOTLER, Philip, ARMSTRONG, Gary. Principles of marketing. 15th ed., global ed. Boston: Pearson, 2014, 250.

1.4.2 Product classification

We can classify products into two basic groups based on their final use: industrial products are
meant for further progressing and are usually used for conducting business. Consumer
products or goods, on the other hand, are intended for final consumption. For purpose of this
work we will focus on consumer products.

The term “consumer goods” was used by M. Copeland® already in 1923 when he classified
them into three classes: convenience goods, shopping goods and specialty goods.

Convenience products are bought frequently, the consumer usually buy them without greater
decision effort, the price is set low and are placed in many locations to make them accessible
when consumer needs them or wants them. Convenience products include for example
beverages, cosmetic products, fast food, magazines, grocery items or confectionery products.
Chocolate confectionery products (and all fast moving consumer goods)!* which will be
further analyzed in this work belong to this specific category.

Shopping goods are less frequently purchased and consumer compares them to choose the
best suitable offer. Marketers usually place products in fewer points of sale but invest in in-
store support to provide customers with information. Typical examples include clothes, home
appliances, casual cars or airline services.

Specialty products have unique characteristics, therefore consumer is willing to spend
considerable amount of time to gather information about the products. Typical examples are
designer clothes or luxury cars.

Later on, Kotler!?2 mentions a fourth class of consumer products: unsought products. These are
mostly products that consumer does not know about and does not consider to buy them, for
example, latest innovations or blood donations. Given their nature, unsought products need a
lot of promotion and marketing effort.

10 COPELAND, Melvin T. Relation of Consumers' Buying Habits to Marketing Methods. Harward
Business Review, 1923. [online] [cit. 2015/05/30]. Retrieved from
http://www.scribd.com/doc/209921494/Copeland-1923-HBR-Axrticle#scribd

11 For more about FMCG refer to 1.4.3.

2 KOTLER, Philip, ARMSTRONG Gary. Principles of marketing. 15th ed., global ed. Boston:
Pearson, 2014, 251.
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1.4.3 Fast Moving Consumer Goods (FMCG)

By definition, “generally cheap products that have a short shelf life, and are purchased by
consumers on a regular basis. Profit margins on these products are usually low for retailers,
who try to offset this by selling large volumes ™3, fast moving consumer goods (FMCGs) are
convenience products. FMCG sector comprises large variety of products starting from
groceries and ending with toiletry. Within segments, the products do not demonstrate striking
differences, therefore marketers have to constantly search for marketing techniques to build
customer loyalty and beat competitors. For this category, mass communication, price
promotions and discounts extensive distribution networks and other sales support are very
common.

Based on purchase impulse, we can subdivide FMCG goods into 3 subcategories: staples are
goods necessary for everyday life and consumers purchase them when the stock reaches a
critical level (e.g. cheese, shampoo, biscuits). Impulse goods are procured without prior
planning and consumer does not buy them until he sees them. Therefore these goods are
placed on additional displays (chocolate confectionery belongs to this subcategory).
Emergency goods are purchased only in particular need state (e.g. umbrella).'*

1.4.4 Product line and product mix

Every company is present on the market by offering a certain range of products. This product
range is a result of numerous marketing decisions based on customer needs and valuable long
term marketers’ market knowledge. However, besides decisions about single products there is
a need to build a product line. Product line is a group of products that are marketed to the
same target group of customers, serve to the similar manner and are accessible in the same
outlets or fall into similar price level. *°

The essential decision regarding product line is the decision about product line length. If the
line is too short, there is a need for new product addition in order to increase profits of the
company, while of the line is too long, company should drop out some product items in order
to increase sales of remaining items.

There are two ways to extend the product line length: line filling and line stretching. Line
filling occurs by simple product addition to the present product line with objective to fill in
market gaps and prevent competitive actions. For example, in chocolate market, Kinder
Chocolate, Kinder Surprise, Kinder Dé¢lice or Kinder Bueno can be easily kept in product line
of Ferrero since they are targeted to different segments and as long as they do not result in
cannibalization and customer confusion. Line stretching occurs when company lengthens its
offering beyond its existing range. For example, Ferrero offers Kinder products on kids
chocolate market and at the same time plays important role in premium, more expensive
chocolate segment of pralines.®

The set of all product lines that manufacturer offers for sale create a product mix. Company’s
product mix is defined by four dimensions: the number of product lines is called product mix

13 KPMG. Fast-Moving consumer goods in Africa. [online] [cit. 2015/05/30]. Retrieved from
www.kpmg.com

14 MAJUMDAR, Ramanuj. Product management in India. 2nd ed. New Delhi: PHI Learning, 1998, 27.
15 KOTLER, Philip, ARMSTRONG Gary. Principles of marketing. 15th ed., global ed. Boston:
Pearson, 2014, 258.

16 AVLONITIS, George J a Paulina PAPASTATHOPOULOU. Product and services management.
SAGE, 2006, 22.
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width, product length refers to the length of each one of product lines, product depth is
defined by number of versions (usually we speak about Stock Keeping Units (SKU’s)) in each
product line and product mix consistency refers to the extent to which various product lines
are close to each other in terms of end use or others. For example, Product mix of Ferrero
includes Kinder product line, Pralines product line, Nutella product line Tic Tac product line
and others.

1.45 Cannibalization

When managing product mix and product lines, product managers have to plan carefully a
new product launch. Especially in high tech companies, the technology progress is very fast
and new versions of the same product are required in short intervals. When a company decides
to replace an existing product by new one regardless of its position in the market, it uses
cannibalization. As the old product comes to the end of life cycle, a new product is introduced
with higher price in order to sustain sales. Time is essential in case of cannibalization since
late or early cannibalization can result in drop of company sales or profits.

Cannibalization can be used in two different ways: offensive cannibalization is used by
attackers to establish themselves into market. This type of cannibalization hurts market leader
and cuts his market share in favor of attacker. This is also a good strategy to defend market
share. Usually market leaders do not commit cannibalization unless they are forced to do so
by competitors. Defensive cannibalization, on the other hand, is a useful tool to detain
attackers from being successful by cannibalization of its own products before competitors.
The company can decide to keep its technology advantage over competitors and introduce
new product exactly at the same time when the old product finds itself at the end of life cycle.
This strategy of technology advantage is characteristic for fast moving consumer goods, to
which chocolate confectionery belongs.’

2 Market research

Managers and marketers have to take several decisions every day, more or less important. By
using market research it is possible to take some of the risk out of decision process since the
information acquired can provide marketers and managers with a solid base to formulate the
right marketing strategy. For purpose of market research both primary and secondary data can
be used. Companies often execute marketing research in-house and create their own market
research departments, but they could decide to acquire information from specialized agencies
which offer wide range of market research services (e.g. GfK, Ipsos, Kantar, Datamonitor,
Euromonitor International and others). Agency research is typical for smaller companies as it
is less costly.

2.1 Marketing research vs. Market research

In practice we can find plenty of definitions of marketing research, often it is even called
“market research”. The questions are: Is “market research” really synonym of “marketing
research”? What is the actual distinct difference between these two terms?

7 SHARMA, Neetu. Marketing strategy on different stages PLC and its marketing implications on
FMCG products. [online] [cit. 2015/05/30]. Retrieved from
http://indianresearchjournals.com/pdf/IIMFSMR/2013/March/12.pdf, 132 p.
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Answer to these two questions is not so obvious and might depend on definitions that we take
into account. In the following section we will have a look at two definitions coming from
professional organizations.

According to American Marketing Association (AMA), marketing research is “the function
that links the consumer customer, and public to the marketer through information used to
identify and define marketing opportunities and problems; generate, refine, and evaluate
marketing actions; monitor marketing performance; and improve understanding of marketing

55 18
as a process.

ESOMAR (European Society for Opinion and Market Research) defines market research as
“systematic gathering and interpretation of information about individuals or organizations
using the statistical and analytical methods and techniques of the applied sciences to gain

insight or support decision making. "

When we consider only these two definitions, the relationship between market research and
marketing research is evident. While market research is more focused on individuals and
organizations present on the market, marketing research is more oriented to efficiency of
promotions, branding and general consumer awareness.

However, definitions of the two mentioned are not strictly limited to what was written above,
therefore the relationship between them can be interpreted differently by each individual.
Observed areas are mutually dependent and should not be separated, otherwise the results of
research could be distorted. In practice, the two are used to name the same process of data
collection in any form and therefore they are used as synonyms.

2.2 Market research process

Market research usually consist of the following steps:%

Define problem and research objectives

First step for marketer is to define the problem not too broadly and not to narrowly.
Researcher decides which information is to be collected, specific objectives are set and
hypothesis to be examined are established.

Develop research plan

The second stage is dedicated to decisions about data sources (primary or secondary), data
collection methodology, research approaches (through observation, focus groups, surveys,
behavioral data, and experiments), research instruments (questionnaires, qualitative measures
and technological devices), sampling plan (who, how many people, how should we choose
respondents) and contact methods (by mail, by telephone, in person, online). The research
plan itself is then designed based on depth, costs, urgency and extent of data required.

18 American Marketing Association. [cit. 2015/06/09]. Retrieved from
https://www.ama.org/AboutAMA/Pages/Definition-of-Marketing.aspx

19 Esomar. [cit. 2015/06/09]. Retrieved from https://www.esomar.org/knowledge-and-standards/market-
research-explained.php

20 KOTLER, Philip a Kevin Lane KELLER. Marketing management. 14th ed., Pearson Education,
2012, 99.
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Collect actual data

The following step, actual data collection, is the most complex, the most expensive and the
most prone to errors. For various reasons respondents can be not present at point of research,
they might be dishonest or refuse to collaborate.

Analyze information

The data is analyzed with the help of statistical techniques and analytical tools. The type of
analysis is decided already in previous stager of marketing research and depend on data
collection procedures, sampling and measurements.

Present findings

At this stage, all findings are consolidated and gathered together to be presented in a clear,
understandable way. All results and recommendations can be displayed in form of reports,
score-cards or dashboards. After this step, management should have all information to take
decision if necessary.

2.3 Divisions of market research

As mentioned previously, market research is a very complex task comprising large amount of
methodologies and processes. Not only there are several different options to execute
marketing research, but also examined objects differ. Divisions of marketing research are as
portrayed in Diagram 4.2

Diagram 4: Divisions of marketing research
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2L TONY PROCTOR, Barbara Jamieson. Marketing research. Harlow: Pearson Education, 2004, 1/9.

20



Customer market research

Customer market research is aimed to supply quantitative data about customers (sales
volumes, values, units, location, frequency and others). We can get to know size of particular
markets and market segments, identify future trends and forecast future sales. It is also a
valuable source of information about competitors and their market shares. This division of
marketing research will be used later on in this work to analyze chocolate confectionery
market in UK (primarily using Nielsen retail scan data).

Advertising and promotion research

Advertising research is meant to provide marketers with information about success of
advertising campaigns. Based on results of this research it is possible to choose the right mix
of promotional media and campaign material to reach target audience. Sometimes companies
can use advertising research on a limited sample and thus evaluate likelihood of success of
certain campaign in advance.

Product research

Product research helps companies with decisions about launch of a new product or additional
use of existing product. Very often, after product development itself the new product is tested
on potential buyers in limited numbers of points of purchase. For FMCG goods, the same
product is usually tested separately for each country since customer requirements differ.
Based on buyer’s feedback additional arrangements may be performed (e.g. regarding
packaging). Additionally, it is a good assessment of a product compared to competing
products.

Distribution research

Distribution research helps to find the best suitable channel and retail outlets location for
product. Premium goods manufacturers have their own outlets, while FMCG manufacturers
have to think of the entire length of distribution channels (wholesale, intermediaries, retail,
etc.).

Sales research

Sales research is a way to assess sales techniques used at the point of sale by sales force and
can give manufacturer impulse for salesforce training.

2.4 Marketing environment

Marketing environment consists of “actors and forces outside marketing that affect marketing
management’s ability to build and maintain successful relationships with target customers .
These factors usually depend on each other and their evolution is dynamic and significantly
uncertain. Given the uncertain nature of factors influencing marketing environment, marketers
are exposed to the pressure of becoming environmental trend trackers and opportunity
seekers. Even though marketers should be attentive to environmental changes, they can use
marketing research and marketing intelligence to get better orientation in marketing

environment.

22 PHILIP KOTLER, Gary Armstrong. Principles of marketing. 15th ed., global ed. Boston: Pearson,
2014, 92.
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Marketing environment is formed by:?3

Micro environment (task environment) — factors that are close to the company and the
company is able to influence them:

e Company
e Customers
e Suppliers

e Intermediaries
o Competitors
e Publics

Macro environment (broad environment) — factors that not only influence one company, but
have an impact on all subjects present in given period and given economic system, they are
not to be influenced legally by the company. Macro environment consists of six components:
demographic environment, economic environment, natural environment, technological
environment, political environment and cultural environment.?*

The main challenge for marketers is to monitor both, micro environment and macro
environment, to be able to identify, on one hand, threats for the company that can derive from
constantly changing environment, on the other hand opportunities and possible competitive
advantage, eventually adapt strategies to meet new marketplace conditions.

3 Data collection methodology and data evaluation

For purpose of this work, two main sources of data will be used: Passport Euromonitor
International data is primarily used for global classification of chocolate confectionery in
worldwide and within UK and in-depth analysis of chocolate confectionery is based on retail
scan data (Nielsen). In this chapter | will describe data collection methodology and main
characteristics and procedures of both data sources.

3.1 Euromonitor International

Euromonitor International is an independent market research provider which collects data and
creates analyzes of thousands of products in the majority of industries and countries around
the world.

3.1.1 Passport

Passport is a global market research database by Euromonitor International which collects
consumer market data from 210 countries and 28 industries worldwide. The platform includes
two main types of analyzes: Industries and Countries & Consumers. Both subgroups issue
statistics, global reports, company profiles, country reports comments and country highlights.
Besides historical data, Passport also provides forecasts for next 3-5 years depending on
research.

2 BOUCKOVA, Jana. Marketing. 1. vyd. Praha: C.H. Beck, 2003, 432 s. Beckovy ekonomické
ucebnice,.81.

2 KOTLER, Philip a Kevin Lane KELLER. Marketing management. 14th ed. Upper Saddle River,
N.J.: Prentice Hall, 2012, 11.
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3.1.2 Passport research methodology
Euromonitor International combines two views on each industry/country:

Global insight of industry specialists who conduct dialogues with key players an opinion
makers in industry, provide global research inputs and create in-house company analysis. This
research is executed top down, which means that researchers go from most general
information deeper in industry details.

On the other side there is local knowledge done on bottom up basis, meaning that the entire
data collection process starts with desk research, is followed by store checks (focusing on
product, price, place and promotion) and finalized by trade survey together with discussion on
data and dynamics with local industry. The results of both, global insight and local knowledge
are then validated and cross-checked resulting in final market analysis.?®

3.1.3 Passport data sources

Data source for global insight is a combination of knowledge acquired through industry
interaction and secondary sources like annual accounts, broker reports, financial press
international and national specific databases and local company websites.

Regarding local knowledge, the following sources are accessed to execute desk research:?

¢ National statistics offices governmental and official sources
¢ National and international trade press

e National and international trade associations

¢ Industry study groups and other semi-official sources

e Company financials and annual reports

o Broker reports

¢ Online databases

e The financial, business and mainstream press

Subsequently, store checks throughout several channel types provide valuable information
about 4P’s: where and how the product is sold, what are product innovations, packs and SKU
formats, what are price variations of products and how the product is promoted. Finally, trade
surveys are elaborated based on dialogues with the key players in industry when various point
of supply chain are interviewed (material suppliers, manufacturers, distributors and retailers).

After all, the data is consolidated and validated to provide cross country comparable and
relevant analysis.

3.2 Retail audit

Retail data, or often called retail audit is one of the essential sources of information about
consumer behavior for manufacturers. It is a way to measure sales in retail and gives us an
appropriate picture about market size, trends, market potential, market shares, importance of
individual sales channels, distribution, price and portfolio. Besides other information about
customer coming from consumer panel research, tracking studies and usage and attitude

25 Euromonitor. Market Analysis. [online] [cit. 2015/06/16]. Retrieved from
http://www.euromonitor.com/research-methodology-market-analysis

% Euromonitor. Euromonitor methodology. [online] [cit. 2015/06/17]. Retrieved from
https://www.portal.euromonitor.com

23



studies, retail audit is one of the most extensive sources of information, especially for FMCG.
As a basic source of information for this chapter will be used a publication Actionable
Marketing Insights from Retail Audit Analysis from Laszlo Zsom.

According to Zsom, the scope of retail audit provides us with information about two and a
half “Ps” out of 4”Ps” of the marketing mix. Information about price and place (in form of
distribution channels and location distribution) being a full “P” complemented by some
features about product representing a half “P”. ?' In fact, the impact of promotion on sales can
be easily derived from retail scan data by extracting baseline volume/value (normal everyday
sales in the absence of any store-level promotion) and incremental volume/value (additional
predicted volume that results from in-store promotion).

3.2.1 Retail data sources

Data collection is beneficial for both, manufacturers and retail chains as they can easily
monitor market evolution. Manufacturers have to options to obtain retail scan data: they can
get them directly from retail chain or from specialized market research agencies (e.g. Nielsen,
IRI, etc.). The advantage of data set acquired from retail data providers is that they have a
dense net of agreements with retail channels across the whole country and therefore they are
able to cover the majority of regions.? Even though retail data providers never cover 100% of
the market, they provide information about coverage rate on each market and each product
segment for manufacturers to be able to extrapolate data and estimate real sale volumes.
Furthermore, specialized agencies possess required IT capabilities necessary to collect the
right data.

3.2.2 Retail data evaluation

It order to be efficient and avoid being lost in irrelevant details, it is not necessary to run deep
analysis every time. Zsom suggests to use a logical methodology so called drill-down
technique which means to start with analysis at macro level. If we spot a problem or
irregularity, he suggests to go down at micro level and look for answers to these specific
questions. However, we should not be satisfied with simple data mining, but based on historic
data we should try to find out reasons and recommend possible marketing actions.?®

Additionally, in order to be efficient in retail data analysis we should look for trends instead of
month-to month fluctuations. This way significant increases or decreases can be explained e.g.
by seasonality of product and very small changes can be just fluctuations around expected
trend. To provide relevant conclusions, volume shares of retail channels should be taken into
account (1pp growth in channel which accounts for 20% of national category is not the same
like growth 1pp in channel which accounts for 80%).%

3.2.3 Retail data measures

Zsom divides data into two main groups:

27 ZSOM, Laszlo. Actionable marketing insights from retail audit analysis: a practical approach.
Budapest, Hungary: Marketing Intelligence Ltd., 2011, 13.

28 ZSOM, by Laszlo. Actionable marketing insights from retail audit analysis: a practical approach.
Budapest, Hungary: Marketing Intelligence Ltd., 2011, 213.

29 ZSOM, by Laszlo. Actionable marketing insights from retail audit analysis: a practical approach.
Budapest, Hungary: Marketing Intelligence Ltd., 2011, 13.

30 ZSOM, by Laszlo. Actionable marketing insights from retail audit analysis: a practical approach.
Budapest, Hungary: Marketing Intelligence Ltd., 2011, 15.
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Performance measures

e Sales volume/value (volume and value units differ from database to database, value
can be displayed in local currency or common currency like € or §)

e Volume/value share (share is calculated for total market or for each segment
individually)

e Share in shop selling the good

Explanatory facts

e Price (every type of information related to price, e.g. price per unit, price per kilo,
price bands, average price, etc.)

e Distribution (every type of information related to distribution, e.g. channel type,
location, etc.)

When analyzing retail data, the principle of weighted averages should be used. Weighted
averages are used for national shares (weighted averages of shares within retail channels),
national average price (weighted averages of prices within retail channel types) or national
distribution levels (weighted averages of availabilities across retail channel types).3

3.2.4 Nielsen methodology

Nielsen is the leading global provider of scan data collected across multiple outlets including
hypermarkets, supermarkets convenience stores, independent food stores and others for
packaged goods manufacturers and retailers and for other consumer service industries.

Naturally, it is not possible to collect data from 100% of retailers present on the market,
therefore Nielsen provides information about coverage of data collection in each country. The
official coverage rate for the UK published by Nielsen is 70%. Therefore, to obtain an
estimated picture about the full market size we would need to extrapolate data to 100% (this
methodology is particularly important when we want to compare market sizes of different
countries with different coverage rates).

The actual data is collected from many different aspects. Sales can be reported in different
units according to user needs. Sales volumes are expressed in kilos or pounds, sales values in
local currency, sales units in number of packages sold. This structure allows users to analyze
reasons of what is happening on the market.

31 ZSOM, by Laszlo. Actionable marketing insights from retail audit analysis: a practical approach.
Budapest, Hungary: Marketing Intelligence Ltd., 2011, 16.
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PRACTICAL PART

The main goal of practical part is to map chocolate confectionery market in the United
Kingdom (UK) using publicly accessible data, retail audit data and consumer panel data. The
resulting trends and specifications of the market should provide a solid base to identify market
gaps and opportunities for current or potential players and eventually suggest marketing
activities in UK chocolate market.

The practical part is divided into three parts. First part covers global facts about chocolate
confectionery market, classifies chocolate confectionery within segment of packaged goods,
share of chocolate confectionery in different retail channels and size of chocolate
confectionery market in the UK compared to other countries and worldwide. This analysis is
based on Euromonitor data and is meant to provide an introduction on positioning of
chocolate confectionery market.

In the second part, the analysis will proceed deeper into chocolate confectionery segments
with help of Nielsen retail scan data and Kantar consumer panel data. The analysis starts on
chocolate confectionery level and breaks down into lower levels according to various
segmentation criteria. In this part, the key indicators and trends will be revealed.

The last part will be dedicated to conclusions. Based on results of the retail scan data and
consumer panel and partially secondary consumer research, the potential marketing
opportunities will be given.

4 Chocolate confectionery classification

The worldwide economy is still in a process of recovery after last financial crisis, however,
according to World Economic Outlook® forecast, the global growth should slightly accelerate
in upcoming 2 years. In 2015 and 2016, the global growth of world output should reach 3,5%
and 3,8% compared to 3,4% in years 2013 and 2014. Almost three thirds of the growth will
still come from emerging countries, however, the contribution of advanced countries to global
growth is strengthening.

The United Kingdom as an advanced country experienced smaller growth than the global
growth did. In 2014, the output growth in UK reached 2,6%, which is considerable
improvement compared to 1,7% a year before. At the same time it was the highest growth
within the most important advanced economies.® Given the fact that UK is situated outside of
the euro area, the growth can be partially attributed to recent exchange rate fluctuations. At
the same time, the consumer prices grew only 1,5% in 2014 compared to 2,6% in 2013%,
which could potentially lead to higher demand for consumer goods.

As we will see further in this chapter confectionery is a growing industry in both, developed
and emerging countries. As a reaction to recovering economy, consumers all around the world
are driven by desire for premium products, where chocolate confectionery belongs.
Consumers are increasingly turning to chocolate as an affordable indulgence which should
lead to further growth of this segment in future. The major growth should come from

32 International Monetary Fund. World Economic Outlook April 2015 [online] [cit. 2015/06/18].
Retrieved from http://www.imf.org/external/pubs/ft/weo/2015/01/pdf/text.pdf

33 United States, Germany, France, Italy, Spain, Japan, United Kingdom, Canada

34 Movements in consumer prices are shown as annual averages
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emerging countries, specifically India and China. However, this might become a challenge for
chocolate manufacturers due to the increasing demand for cocoa as a commodity, which forms
essential part of premium chocolate products, especially tablets, and consecutive price
increase. Since the main part of the growth is expected to come from emerging countries,
pushing prices up when consumers cannot afford it might not be a perfect solution. Therefore,
chocolate manufacturers have to cope with this situation and come up with an appropriate
strategy.

Being part of fast moving consumer goods, chocolate confectionery segment benefits from
positive economic situation. It is one of the most dynamic FMCG segments. Euromonitor
(Passport) follows 21 types of consumer goods and in this hierarchy chocolate confectionery
finds itself under Packaged Food®. Therefore, this part of the work will start at the Packaged
Food level.

4.1 World

Euromonitor, besides following product categories consumption monitors also overall retail
value. As we can see in Graph 1, the value of retail in RSP (retail sales price) has been
increasing in the long run. Being part of retailing, packaged food shows similar tendency of
movement. The growth of packaged food category since 2001 has been relatively stable with
exception of years 2006-2011. Before the crisis between years 2006-2008 the packaged food
category experienced striking growth of 2.4pp (percentage points) from 4.1% to 6.5%. After a
deep fall in 2009 to 3.3% of growth, the rate of growth of packaged food returned back to
stable mood. All the rankings in this sub chapter are in £ value terms (RSP — retail selling
price) if not stated otherwise.

Graph 1: World Retail (Retail value RSP), YoY change (%0)
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The value of retail sales in 2014 worldwide was 8.55 trillion £, out of which 16.5% (1.41
trillion £) was packaged food. From Graph 1 it is visible that the growth trend of chocolate

3 For chocolate confectionery classification see attachment.

27



confectionery copies the growth trend of packaged food. After the crisis in 2009, the growth
of chocolate confectionery was slightly stronger than the one of packaged food, however,
since 2012 the growth of packaged food is faster. In future, according to Euromonitor, this
trend is expected to continue. Furthermore, chocolate confectionery segment shows higher
rates of growth than average confectionery rates in long run, nevertheless, these two rates
were identical (5.6%) in 2014.

The following three graphs show the position of chocolate confectionery in retail in 15 most
important markets in each category. Graph 2 shows that in 2014 from observed 15 countries
packaged food plays an important role in retail especially in Latin American countries like
Brazil and Mexico (34% and 29% respectively). On the other hand, the proportion of
packaged food in the two leading countries in retail value terms (USA and China) is relatively
low (13% and 12%).

Graph 2: Packaged food in Retail 2014
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When we look at Graph 3 we can notice that total confectionery forms approximately 8% of
worldwide packaged food segment. The global confectionery market in 2014 was worth
almost £120 billion pounds. Even though the global confectionery market has been growing,
the per capita consumption in Western Europe and North America has been declining.
Confectionery has a very weak