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- . . ‘

- by wbi€h certain constimer products achieve acceptance in markets wther

< ¢ o, =

than the one in which they were originally commercialized .pecific

emphasis is placed-on conceptuallzation of the process by Which these

o

new products reacH their ultlmate Canadian consumers aﬂﬁ on\identi—

fication of those factors which are important influences on the timing

and pattern of acceptance of the products from the time of their - .

©

‘ ~ - , =

introduction te the Canadian market. ‘The thesis examines-patterns of

. . J LY N . ‘.: I . .
growth in unit seles and in unit imports for a number of consymer
r~ - . T
rodﬁcts 1n the Canaddian market. An attempt is made tq assess the |
) "t . -

influence of distribution institutions in Canadd on the rate of adoption .

- - - <

. . " R % ) .
, of these new consumer preducts and on the developing pattérns.of trade

. inflows -0of these products to the Canadian market. CC A

4 ' Underlyiﬁg the impirical research reported in this‘disseptation ’

. .
» . u P

is a theoretical "Diffusion Model" which is fbunded on the basic premise
- . N -

_that ip attempting to assess the relative imﬁortance of various factors

on the timing and pattern of acgeptance of ‘new consumer products which’

»

L

originated in foreign markets,(one must examine the activities of

-

domestic distribution 1ﬁ€etmediaries.‘ The model is descriﬂe&”in the

Y . -

fg).( t . ’ . . ‘. ) . M *

Specifically, the research ie designed first,yto identify

those institutions in the Canadian ecanomy which have a primary influence

<

on the acceptaﬁe% bf eight new consumeyggproducts otiginally developed

outside Canaéa; second, to defermin® if a generally consistent seguence

-

-’ : v
v - ,
‘. Pii : :
Wil ¢ . €
) ’ . o
. -




of lnvolvement with these products exists oyer time‘for certain types
. / . ’ .

¢f institutions; and third,. to examine in detail.the influence of :nﬁ‘

major departmental chains on'the inflows of the selected consumer

3 -«

.product innovations and the evolving pattern of their. acceptance in

»

the Canadian market. N

F . . .
Data for the study were obtained by means of two distinct

3

processes, one of a primarily quantatative nature and ‘the other with a

more qualitative orientation. First, for 'éh of eight produgts, unit

data‘on total anhual Canadian sales,.“total annual sales through

Canada's five largest departmental chains, total annual sales of,
imported versions and total annyal sales of imported versions through
the najor departmental chains were accumulated for the pexiod from the

time thev were first offered for sale in Canada. While some of this

1nformation was found in‘government publications or those of indusfr
* ., //

associations,fmost was obtained directly from the confidential records

of individual firms through the c00peration of senior executives. This
- . 2

data prtﬂtipally’is displayed in tabular form showing for each product:.\
annual unit sales, unit imports, and imoort propensity-of the five majot

departmentalﬂchains, compared to the figures for all other types of

13 -~ -

retail institutions combingd: Secdnd, additional qualitative infor-

{he timingkahd.atrategytfor adoption of new consumer ,

products by‘Canadian distributive institutions was eecured'fhrough the.

mation concerning:

¥

medium of 2 mail questionpaire to a probability sample of 350 firms

across Canada. T

A)- .
major hypotheses examined . First, they confirm that Gaphdals five

major departmental chains as a group demonstrate a greater p:ooensity' 4y




o

-

" combineX. Second,,they reveal that while the major départmental chains

’ in the

A

they whil,

) immediatelj.follo

-"

N ) &
will tend \pot to bé the first firms in Canada to adopt a néw product,

' n"

vertheless, be ambng the earlier adopters. Finally, the

data show that\ the rate of growth in total Canadian unit_sales of these

new conéumer products tends to;increase significantly in thelperiod
-~ .. "

ng adoption by the major depsrtmental chains and,

furthermore, that-t

mental chains is first\ found to rise following their adoption of a /‘

-

'roduct but subsequently to decline reflecting the increasing parti— '

cip tion o% other later adgpting retafl inst¢itutions in the market.
5 R . ) P

Thus th fihdings appear to offer support to the idea that Canada's

linking or "gate—ke@per"'functiqn

\domestic

acceptance. N ‘ \\\\ T ’ S .

The thesis suggests a\\umber of implications of both social and -

)

practical significance- The social implications involve sucﬂ'issues

v - r

as the substantial market power represented by firms such as Canada 8
» h ]

,major departmental chains, \bhich are capable of interVening directly

. . »
market'share accourrtad for by the major depart-x

*

.
\

\
1Y

[ 8

in the foreign trade pracess by placing substantial orders with overseas

manufacturerst and the re ative effectivenesﬁ’o; diffe?ent distribution
structures with respect to spied of iﬁtroduction and diffusion of
consumer product innovations Management implications touch both

- oy P

manufacturing and distribution segmenté‘pf the edsnomy, providing

&

guidelines for the formulation of strategy and timing of merchandising
4 .

factivities. It §%uld apptar that the increasing speed with which

v

[



»
- -
EY

ada's departmental chains pick up new product ideas and source them

™

gh low cost foreign manufacturers will bring pressure to bear on

L] P 4 -

Canadign producers to bypass domestic production of a new product in

4f buying it abroad and performing a marketing function using
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] . INTRODUCTION
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) Consumers in the world's devetopé&'economies*are*presentm&—~:

©

with a continuous strgam~of new products which are designe& either to

N -

satisfy needs not currently met by existing goods -or-to exceed the j\\\

capability of existing goods to satisfy such needs.! Of ten, these

‘*broducts origindte in other countries and are subsequently introduced

B

to consumers in any given market thnaugh importing. In fact, in the .

lll':!

o : s
area of consumer goods, consumers iﬁ‘paﬁiaﬁé—ﬁther'than"the Ynited — — -

! ¢ . ) \ -
States receive most new product?ideas from abroad. The forces leading

. ]
-

LY

to the original development of many new products have been well

" deseribed elsewhere by Verngn and hls associates in theft work on a’
.
.product life cycle‘theory of intermational trade.( ) However, the

- . ]

subsequent process by which these same new'products’reai? their
. ; - [} '

n

g

) ultimaté'éonéumers, particularly those in markets other than the cone

7
in which they origlnated has,recelved 11ttle attention. Researchers

navemnnt“-tuwﬁateumadequeee&y«eﬁamaaadmsuchmissuesmasmlhe_142n&&£$£§£&2&
of the primary determ1nants of the spread of acceptance of a new product

from one nation to another and the explanation of differences in time of

adoption and pattern of acceptance of a new’product between countries.

it is the general intent of this dissertation to explore in '

L]

depth certain questions which may bear heavily 03 the issges of how

» congumer products achieve acceptance in markets other than the one in

-

which they were origdnally comﬁetcialized and what factors are important
-

+  4nfluences on the ﬁattexn of acceptance in these markets from'the time

-
-

f..- . ' ) ‘. "Az'

-
\

-
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) " of. their introduction. The scope of this researaﬁ is of neceasity L .”,},
. broad, tOuching concepts from such diVerse arees as the determtnants of " 3"

L) ‘ ’ Y ,

international ttade flows and the‘théﬁ"”oi diffusion of innovations. -~ * .

- - . Ve -
o Its focus will be on the field of maﬂufactured consumer products which ‘
P . » >
"in general are characterized by relatively complex technologies. .
4 - __*? —- - " 7
0 ’ The specific purpose of"the digsertation springs from the i -

)

L 4

. ' ’ Vnability “of ciassical trade and diffusion theory tlwadequately explgin ;

patterns and timing of international movements of nqw consumer products.

% N )

This inability, in turn, it will befbrgued, may be the resu f an,’ .
. ! - .

inapprbpriate orientation in the theory Eor;dealing with” the spEcialized

‘ cdnditions.of consumetr goods markets. ‘It is hoped~within the confines‘

| e

3 of the empirical research. reported in this document to offer support sd

a promising new approach to explaining trade movements.- . . \

. & Until recently, the'literature of International Trade'has -
. v N . . «. p'
almost yniversally adopted an orientation'with two fedtures worthy of

‘particular n:ention. .First, most writings have dealt with internation#

trade . flows at the national aggreggte 1evel depicoing transactions as
- occurring between national units. The second important featuyre of -~
A

) couventional trade theory :I.s that explanasions of trade movements hav%

been baseﬂbalmost exclusively on the notion of comparative;production

‘ ' 1

cost advantage, -with a resulting emphasis on mgnufacturing or supply1.ﬁ; :
? +®

- factors. T e T

While the macro approach may have been satisfactory for
examining. international movemente of basic commodity products, it is
! . argued that ‘such an approach masks the important influence of certain:{/'
critical determinants of trade flows operdting within nations for the

\

category of manufactured consumer prodycts. Nations themselves do not -

.
+
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. A
conduct trade in consumer goods. Rather it is individuals and firms

S

. \ .
within the respective nations which enter into trade transactioms.

v

_The inappropriateness of focusing exclusively on the activities

of manufacturerS'in explaining trade movements is also borne out in tﬁ\\\~\

L4

ease of consumer products. It is widely recognized that in purchasing

le

) innovations has not received mention in any of the writings on trade **

eqﬁﬁ'go od®, individual- consumers rarely have di;eet—eontacLJKith«__.__“___~

producers. Moreover, the adtions of merchandising intermediaries ﬁay
significantly influence the ﬁrocess by which product innovations reach

- \ _' v !
and are subsequently diffused throughout a market. Thus, it is

suggested that an equivalent emphasis should be.placed on assessing the

_influetce of individuals and firme aceing as distribution intermediar@qgmuﬁiﬁ

©

in shaping patterne of trade in consumer products. o , >
The theory of diffusion 6?'innovations prevides a useful base
from which to-atteMpt such an assessment of the influence of demand.
factors on developing patterns of ‘trade in consumer products. It is
noteworthy, but not surprisieg, that the concept'of diffusion of

theory to fte. Writers in interhational trade theory, who previously - .

P —

have paid 11ttle attention to &Eﬁiﬁﬁ*ﬁﬁ%ﬁiﬁﬁratiunsf“ﬁcﬁi&*not*have\

been expected to look for help in a concept “such as diffusion of

*

' -Ainnovations which is demand-~based.- Nevertheless, the central focus of

diffusion theory, %hich traces the process whereby an innovation moves

p .- . -~ .
from 1ts initial,adoption in a market to a levéel  of brodd acceptance,
has a. gteat deal.to contribute to an understanding of - the reiationships .
between demand factors and trade flows. The existence in every market

of a patfially organized social system with established channels-of

communication to transmit ipformation concerfiing new products is a

’




central argument of diffusion theory and has powerful implications for

-

- .
any theory aimed at understanding and explaining trade flows.

Unfortunately, diffusion theory 1n its current state has . ..

limitatiﬁns as a tool for understanding the process by which acceptance

of new consumer products spreads between nations inscfar as it has

tended to adopt the point of view of the ultimate consumer within a

specific market. While considerable research has been.done in the field

of diffusion of innovations witﬂ'respect to patterns of influence among
] -
- . [} . ’ Lo
.individual consumers and channels of communication between them, there - !

ig a notabifylack'of any theory concerning the pdtential effect of

distribution intermediaries on the introduction of innovations to new

% .
markets and on.the subsequent chfonology of acceptance of these products.

Some recent research in the international trade area has
oo

attempted to incorporate demanc considerations to a greater extent, as_
- . wellﬂas discarding the con&%ntional macro approach to examininé trade

" in,favour "of asgoseiné the potential influence of individual firms
within nationa. Unfortunately, the majority of this reggarch has

adopted the United States market as a frame of reference with little

other developed nations. The ﬁniteg States market‘is unique and hence -
" agypical in one major reSpect: It is in tnis market that by far the

largest number of ‘consumer product innova!ions have their commercial

’origin.- Since relatively few consumer products thus have their

‘comfier cial origin in, other nations,.it follows that the developing

fatterus of trade in ;uch nrocucts Gill differ in these markets from

the ﬁattern expecteg-in the originating U.S. market.. In recognition

of the lack of research-empnasis'on markets other than the U.S8., this




dissertation will explore tﬁe iétroduction of sevetel.new consumer
producte to the Canadian m&rget andkattempt‘to trace chronologicelly‘

, the subsequent process by which these products are eccepted by
Canacian consumers. .

v, . o,

Underlying the empirical research reported in this dissertation ’

ﬁmmwumummmmmderetand ing = . |

of the process by which a new consumer product is introduced to and
geins acceptance by conSumers 19 me}kets other Lthan the one'in which.it
was.originally commercialized? 'Tﬁis "Diffusion Model", which will be
developed 15 consideritle detail in Chapter I1II, is founded on the

"

basic premise that in attempting to assess the relative importaﬂce of

various factors as influences on the timing and pattern of acceptance

v

of new consumer products which originated in foreign markets, it is
1nsufficient to consider only the activities of manufacturers. Thé

model focuses on the activities of distribution intermediaries,

suggesting that their potential influence may well be of overriding

-

imporgance. In essence, it suggestsaahat for many consumer products

there exists a consistent éequential pattern of involvement of different

types of merchandisinZ_6fg5ﬁiZEtt6ﬁE“1n_thE—Canaﬂtan—market*from—th, R

time the product is first introduced until 1t achieves general accept-

ability. . . . ) S -

1

A major objective of this dissertation will be tq'ettempt to
deﬁonstrate, for a selected variety of relatively ﬁéw consumer products,

" that, in keeping with-the central thrqst of the Diffusion Model, it is

) esgeritial to examine the involvement of distributive 1ntetmediarie5«in

2 * < - 3

Canada in attempting to understand the developing patterns of trade
) o . . .-

<

inflows to’the Canadian market and of acceptance over time. The




research reported in the later chapters has been-designed-t? test a
gortiin of the Diffusion Model by attemptiné figstg to identify and

. 1solate those inititutions in the Canadian economy which have a primary
influenqe on the acceptanee of a group of new consumer producto

a9

'originally developed abroad, second, to determine 1if a generaily consis-

N

A_tent*sequencewoiminvolvemeat~with;tﬁese—pfoéhets—existﬂbfor*yarions&

-

types of institutiohs over time, and third, to examine in detail the

influence of one impprtant force in Canada's distributive structure,

-4

the major department store chain,‘on the inflows of the selected

4

consumer product innovations and the evolving pattern of ‘acceptance’
& - . ,

in the Canadian market. In addition, an attempt will be made 1nrthe__;wﬂ

research to discover and document .certain essential features.of the

mgrchaniiéing strategies of various types of Canadian diétributive o

firms with respect to new consumer products. In so doing it is hoped .

to gain further insight into fhe potential influence of department .
stores and othgg key distributive institutions-on trnde inflows and

patterns of new product accentance in panaaa. Moreover, it is hoped

that the research findings w111 contribute to an improved udderstanding

o

of the Iorceéii.éging a product g 11fe cycle In the Qanadlén matket and

‘of the determinants of. trade patterns for the important category of
, € ! A t

« ‘non-food consumer goods.

_ . -
. N o <

' As outlined above, a major focus 6% the research will be on

.

the potential influence of Canada's major departmemt stores on devel-

oping patterns of ‘trade in certain new products. It was decided to

{
v

devote special attention to the activitiea of this small select group

. 9

.of organizations in view of the relatively important position occupied.

by these firms in the retail distributionfof a number of oonsumqr

¢’ .
I L]

“»
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products in Canada. During 1972\, the f{ve largest department storé

!,

v

_chains in Canada accounted for over 182( ) of total dollar retail sales
of all g_oods excluding grocerkies; automobiles,. and fuels, yet their .
importance to the egonomy insofar as their :Lnfluence on the 1ntrqduction

and accept‘ance of w products in the market is concerned may eve

surpass their important% as measured in bgmé of‘ agg‘regate retail

& 2 1] - .
market ‘share, ¢ ' . A

. | L ’
While ther‘$ are undoubtedly differences betwee{‘:lndividual

Canadian firmé w?{hin the department store category as ‘far as corporate

o ' t . -
stdategy and operations are concerned, -the smila‘ties between firms

Ca

in the category are such that it has been fgund ugeful to treat them— \_

¢ as a group inocomparison with other retail institutions.” The five -

*
-

‘major Canadian departgent stores im particular demonstrate marked

similarity with respect to range of products handled, services offered,

2>
LY

access to foreign sources fmd broad geographical representation.' Al L - -

‘o . v

¢ of these firms have access to overseas sourc? either through their
"o " h ]

ﬂown buyers or through buying services vit;h which ’they are associated
L -, t

’ However, the ex,{ent to which they utilize information concerning L N

i“.

kit @ S P
. foreimmmmn

*

‘. products has.received little dttention in the literature. /Gf parti-

P

cular 1nterest is th&-qtent and rapfdity with which. the major ~ e -

Ly

o

,&‘

department stores become 1nvolved with product innovations .i.n relation

L] [}
4

ey

to other types of retail :I.ns&itutions.

rl
(

. Although the category oi major department stores has represented
’ ' .L R ,‘
a viable grouping in discdssing many aspects, of Canad.ia'ﬁ rétailing, it '

- 9

remains to determine whethex the five major chains will display a

o >

v sigﬁ’ificant tendency to mirror one another 8 act.ivities with respect '

e

¢




to new. product strategyg If the dtfferences dn strategy ‘and timing of

new product involvement between major department storg:ﬁirms are greater
v i o
than the differences between the department store group and firms
©

representing other types of retail institutions,cthen it may prove

more fruitful to disregard thé traditional department store categor-
4t
.t ization in an examination ,of the process'by whicn foreign inqpvations

- enter ‘and are diffused throughout the Canadian economy.

l It has bedn suggasted that the empirical research reported in

~

. thfs dissertatidh involves a significantodeparture from the traditional
D .

— s.,i,vwmumﬁmmmwm,mm_am develvping _

s of trade between nations. Associated with the Bwitch in ‘

.
7

focus from manufacturers to distributive intermedi ies are a

. number_o. interesting impfications of both sqpial and pract

€ *
v

1
ficance. > c

P

.,/

S o . »

- for further study both in Canada and in other markets as- they are

1

‘ f’ a » 02 [
. closely related to the structure,gj “the nation's distributive system
. v !
. . 0Questions involving relative effectiveness of different distribution
[ S o D

structures with respect to speed'of introduction and ddffusion of

Ot o 't/ ”

c0nsumer product innovations’should be of intérest to government and

-~

business administratqrs‘aiikg who are concerned ahout: shortening the

t . r

<

'?'their intendpd usérs. If,‘for example, the findings of the research

5,
! o o

reportedfﬁerein'offer support to the concept that certain distributive

»

/ institutions shﬁh as major‘department storé chains ﬁﬁt only influence

the . flow of some categordes of new products into C;nada but. that tthey

. . 08
p '

also igfluence the process by yhich these products are subsequently

The social implications of the research providé a najor impetus

.5 time interval required to place‘valuable ne;’products in the hapds of -*

14




- a

. diffused throughout the market, then they will have important impli- ‘

cations with reépect}to the pattern of adoption of‘such-products in

economies where these distrihutive institutions are absent or léss

) . 4 . - N
impor'tant constituents of the distributive system. .
N o . - : -

(4

The uanagement implications of the research, which embrace °

v

both business and government, are numerous and Varied. For businessmen

dealing with the types of products examined in this study the findingd
. ; . :
-may provide important guidelines fot merchandise strategy formulation.

and tiqﬁng of merchandising acttvities. Consider, for example, the

a4 3

mplications to a foreign innovator. One of the issues he encounters

1
cr

ek s

1f he wishes to' gain entry to the, Canadian market with a new consumerAh
product is the questiog of which type of" distributive interuﬁdiary in

Canada to approach first about handling" his product. 1f the research

provides tentative support for the idea that certain types of .

distrihutive intermediaries in Canada consistantly accept the consid-

!

erable risk of introducing a2 new product into a highly uncertain’ marketk

4

'
,before other types, thg practical significance is great, With. . by

knowledge of those specific tyges-of distrihutive intermediaries in
i, 1 ’ N . .
Canada which do tend to adopt new consumer products first, a foreign

L)

dnnovetor could more effectively focus his selling efforts on that

-

group of firms most relevant to'théfobjective oftgaining a foothold for

hils ne'u, product‘ in the Canadian I;larke’. . ' o
Conversely, other foreign manufacturers specializing invrapidly

copying new products would do well to monitor for promising nqw product

ideas‘these same distributive interme& in Canada who tend to

,f’ - )
adopt new consumer products first. Those pro ucts v ewed as having

- ?

acceptable potential could quickly be'offered n a more attractively

-




hl -—

. briced versi&h to other distriﬁstive instigutioné in Qanada. Normally .
such.éopieQ*of;anﬁori;inal new product idea afe.in a form wﬁich makes
}%Bém accep;able to'a much layéé; segmeﬁ% of fhé Canadiaﬁ market than -

- the original inmovation. )' . I £

Within Canada itself, merchandisers, including retailers,

wholesalers and even manufacturers, may find in the Yesearch imbortant 2

implications for their operations. Retailers and wholesalers who are .

currently concerned by the risk and uncertainty associated with the
 § s

-
1

1 ) N .

addition of; a new product:to their assortment may be able to improve-

-

-

e of other -

N % . . N N
Ve

A B distributive institutions in the market who normally adopt’ new consum®r

b
products relatively early.

- ri - .
. ; In some sense, the implications to Canadian manufacturers of

& ' . '
. . the research reported in this document may be .most significant. As a
’ L R . ‘ L4

) result of the considerable risk associated with tooling up to produﬁe

'a new product for, which.acceptance in the Canadian market is, at best;

-

.

ufkcertain, Canadian manufacturers should welcome any evidence of a

ccan - ~

" consistent ;equence of jinvolvement with new consutier products by
: , ] . -
differedt typég of distributive intermediarié\b If Canadian manufac- ’

;ure;é,could identify certain distributive institutions as béing

, L ) , , .
" / xconsistent early adopters of new consumer products from abroad, they

bk e d
-

.
*—

s —

icould valuate the experiéhqe of these firms as an important input to .

’

e

*

the decision of whether. or not to undertake prgﬂuction. Information*

‘-

L

ot the early success of a.new consumer product in the Canadian maArket

\ ‘ is particulhtly jmportant to Canadian prbduqers since they are presented ’
v d > - i N R

~with two options in terms of how they make the new product available if

‘. N

‘they decide to do so. They'may elecdt either to=tool up for partialfor
. ) . N -

“
4




compl®te manufacture of the product or to havé the product made by an

P

éxistiné~manufacturer abroad and bring it int{§ Canada fdr resale through
their own‘d}%;ribuiion network. The latter al _ native.carries with it
an appreciably loyer risk of loss to the manufacturer since it.requires
z}{tually no investment in prodﬁction facilities. |
Thé'existence of these optibns to Cénadign consumer products « .
manufacturers gives rise to a perhaps more critical implication to

Canadians. Ifthe research findings reveal ,that certain types of

Qistributi#e institutions in Canada, such as the major department store

13

chains, are-quick not only to pick up né&w product ideas but aiéa O

.

‘ éource them thrdugh a low cost foreign manufactufer, it would ndt be
- . - . £ Vi ~

uh:easonéble to exﬁéét an increasing tendency on the parf of poﬁential

- L] ’, °
’

Canadian producers of 'such’ new products to foregp manufacture in

their own féciyities at least until Canadian demand is sufficient to‘\

justify producing themselves. « .

For those Canadian manufacturers anxious to compete in the

- )

inpovation forum who are looking for foreign markets, the implicétioné

of the research are not unlike those for the foreign innovator attem-
¢

&

pting to gain ent_fy to thé . Canadian market. Howevef, the Cana&ian (

innovator faces the additional complication that in markets where the

) . - EER
struéture of the distributive system differs.from that of the Canadianm
L4
market, the timing and pattern of acceptance of a new product will

also differ markedly with the result that a different strategy méy be

® “

abptopriate.
And finally, govermment trade policy formulators ggd,admini—

strators may fipd in the research important implications‘dith'respeci

<

‘fav?ur 3f~buying from‘existing producers abroad for distribution through -
X ) s

2"




D
to the fapidly growing category of consumer. products. It is hoped: that

the findings will offer further insight into the complex set of factors

affecting trade inflows of consumer products and hence Canada's balance

of'tradg. If the research reveals that certain idenéifiable distribu~

4

v

tive institutions in Canada, such as the major department store chains,
coﬁélstenply énd ptofoundly influence the developing patterns of trade
in new consume;*broducts, then it follows that the. effectiveness of any

program aimed specifically at controlling trade inflows of such products

»

would be measurably heightened through the cooperative efforts of these

-

institutions.” 01 the other-

distributive intermediaries, through importing, are directly responsible
1for making useful new consumer products available to the bulk of

Canadian consumers soon after their introduction, they might be .

——— g ——— —_

encouraged to continue such activities because of their benefits to .
Canadian consumers while“beiﬁg &iscoufaged from importing widely .

accepted mature products which might be displacing Canadian manufactures

”

solely on the'basis of lower cost, e

-

In summary, it is the objective of .this dissertation to

demonstrate that with respect to the broad and rapidly expand}hg’cate— '

gory of cansumer products, it is highly relevant and indeed'es;ential
' ] o ‘ .
to consider the impact of distributive interme@}arigsfin Canada. on

trade inflows of new products and on the subsequent.pattern of accept-

.

ance of ;h?se'products-if we are to havé a fuller understanding of the

- \ : |} R
gﬁmplex set of forces influencing Canada's trade patterns in such £’

e

products. The significance of this study may be considerable as it

‘suggests that moétﬁgﬁébry‘agdu;esearch in the field of#international |

1)

trade to date has been hampered by a seriously misgirected gnpﬂasis

"
!

-
1




. -
- '

-
2

on comparative production cost considerations in the exporting

nation to the exclusion of marketing and demand considerations in the
< ! ’ '

importing country.

14
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CHAPTER II’

REVIEW OF RELATED LITERATURE

o L : LY

Classical Trade Theory ' “

The origin of much of our.modern theory of internatiqnal trade
may be traced to the concgpt of comparative admantage which was intro-
duced by Ricardo anq Mill in the late eighteenth century. This
impottant concept has remained the cornerstone of most wtitings ink

’ e

the field to the present day.

Closely related to.the notion of comparative advantage is the
production/export orientation,which has characterized trade theory,
having -thé effect of attributing the initiation of trade trahsactions

to the produCer/exporter. It is a country's”production capabilities

which are depicted as governing its possibilities for exporting to a

second nation and vice~versa. , : .

‘This production/export orientation is succinctly stated by
. 1

Kindleberger in his widely used text, International Economics.

"Let us gssume two countries and two commodities. 1f
each can produce one good cheaper, i.e., with less.
labour, than it can be produced in the other, each will
fhave an advantage in the production of one commodity and

‘ a disadvantage in the production of the other. Each

© country will then be able to export'the commodity in which

it has an advantage'and import the commodity in which it
has a disadvantage. .

A principal effect of the production orientation has been’an
emphasis in the literature on production functions; which are readily ,
quantifiable, rather than on consumption functions which tend to-be
highly subjective. Pattetns of’ttade have been treated primarily if

not exclusively as a functdon of comparative.production costs to the

?

<

16 .




_nination of that price at which goods being traded will change hands.

- + ’ ) \\‘ 17
. 2 .,
exclusion of demand considerations. , Where demand has bepn recognized,

the discussion of its influence on trade has been limitgd to é‘deter— s
' (2)

In his extensive search of .the international trade literature up to

1958, Céves commented that "the influence of demand on trade patterns ' e 24

n(3 )

had frequently been assumed away or simply ignored. In the special, -

case of undifferentiated commodity products which are widely consumed
. , .y .

and subject to intense'comﬁetitive pressures, a production~cost form
N - - ;

of analysis may indeed be highly applicable, since under such market

14

conditions demand tends to reflect costs, being highly‘tesponsive to

- case for standaydized resource-based- commodities. ~Behrman(5) alluded

to many of these complexities in his sharp criticism of, Bwfbauer and

changes in selling price. Nevertheless,'even under such mature market

_conditionh, imperfect information and uncertainty may bring about trade

patterns quite different from those that might‘be predicted from
comparative cost models.

The fact that international trade theory until recently has

been based on analyses of flows of resource—based commodity o}bducts is

-

not unreasonable since the volume of trade 1n these products has indeed

been highly significant. Nevertheless, trade in manufactured or ‘

synthetic goods is increasingly-pupplant ng trade in resource-based

commodities as the number of.igw manufac ured produdts introduced rises

4)°

8.0f design and product

‘steadily. Furthermore, the dynamic natu

- Ca - . ]
development associated with many manufactured goods tends to result

in a more complex pattern of influence on their trage fiows than 18 the

. =

3>

Adler's U.S. Treasiry Department sponsored study of overseas manufac- ' .

turing investment (6 ) 'l ‘ . :
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When one considers the increasingly large number of products

F]

which do not fit the special case of undifferentiated resoﬁrce-beéed

! ®

commodities, the assumptions of product homogeneity and perfect know-

ledge, which n§ve long been discarded in mpst economic theory‘but haye -

1lingered on in ¢lassical trade theory, become clearly unrealistic."The
\
obvious fact is that internetional trade, in many lines of goods at

least, is characterized by oligepoly conditions, distinctly”ﬁetero-
geneous products, and seriougly imperfect knowledge.’ In fect,-it has

. . i .
been suggested that risk and uncertainty associated with imperfect

F

knowlédge pay be one of the most powerful of the forces shaping,ectﬁﬁi

~—~--~( ) B i e R Lo S S N

"trade‘flows. =
The preoccupation of modern trade theory with production
functions rather than consumption appears ta be at variance with the

facts of theﬁreal,uorld. Iutuitively one would be hard pressed to exp-
iain why production and&exporting should receive such a disproportion-

ately greater emphasis in- trade thEOry than consumption and importing.

This should not be surprising. To begin with it is not a "nation

which 1s the recipient of a product exported by a foreign producer.

Bgther,it is some individual or firm residing in thatanation which 1is

the recipient as a resuit of naving~expressed h.concrete demendlfor the
. ‘ , '
_produ‘ct\to a foreign producer. Furthermore, if we accept the argument
éirst expressed by Vernon(s)'that firms in'any market are'more likelp
: to be aware of the possibility of introducing new prodncts in that
market than are firms located elsewhere’because of the domestic firm's

. superiot knowledge of the‘peculiar needs of consumers in its own- market, .

i

1t follows readily' that “the importing firm which, in fact, expressed a

—
K - , - ’

'demand for a product is better placed to assess the needs of consumers

*




a

in his market than is the forelgn.producer who actually supplies the
product. In this light it is'not difficult to ‘aceept that thp'.

initiator in a trade.ﬁrocess might well be the importigg firm rather
! ~

" M i
than the exporting producer. -9 B

Thus, it would appear that international flows of goods,

e

pérticularly in the class of consumer products, are deterq}ned in bart

by demand on the part of individuals and firms in thebimporting country,

at least as much as by the output'caﬁabilitiea of firms in exporting

’

natioms. Therefore, 1if a theory of international trade is to be of

13

NN
value as a tool of prédition in our complex economy it must sure have

its Toots firmly embedded in the demand structure of importing ‘nations

-as well as in the production capabllities of exporting nations.

-

-

Ve . - N . - .
A second feature of much t&ade literature has been the adoption

(X 4

of a macro approach in which ‘nations are depjicted as decision-making

-

units trading among each other,

B Peter Kenen summarized this *proach in the introductor)/\-
9) .

chapter to his book, International Economics.

- "The international economist looks at the world as
a community of separaté mnations, each with its own constel-
lation of natural resources, capital knowledge and manpower,
its, own social and economic institutions, and its own
' - economic policies. He usually .assumes that domestic
. transport costs are negligible and that domestic markets
v are purely competitive. He often assumes that labour and
capital are perfectly mobile within every country, but
mot free to move from one country to the next=
*s
. Using these assumptions, hé seeks to lain flows of
foreign trade and foreign investment, to ajfess their impact
on domestic welfare, and to forecast their response to
changes in policy. :

. Liké the produciion orientation of trade literature, the macro
g !
or nation-to~na ion approach is not without serious shortcomings. While



———and—executed hy bueinessmen.-~Gonsequent177~t0*unde:st§nd more fully

it ma& be valid to discuss trade flows in certain commodities such as
'péricultdral products or base metais in national aggregate terms, there
‘are strong indications that trade patterns for many other manufactured
: “
products are largely.influenced by decisions taken at the ieke1~of
discrete corporate organizationé'wﬂthin nations. In fact, to say that
hations engage in trade in such items as consumer products is a

convenient but misleading fiction. Rather, it is individual firms

. @

which enter into trade transactions ‘except for certain universal basic
necessities or for centralized economies. The statistics of inter-

nationa1~trade.represent the summation of thousands of decisions made

the factors influencing trade flows, with the goal of better prediction,

N

one must. surely understand the factog% which govern the decisions made

by these businessmen. All this 45 to suggest that a micro approach in
which trade is examined at the level of the decision-making process of
individual firms may be a potentially mare usiful 'st'a_rting point than
the macro approach which has'heretotore been stfongly favoured.
In the early twentieth century an important retinement of the
basic comparative advantage model o£ ihfernational.trade was made by
two Swedish economists, Heckscher and Ohlin, when they advanced their
factor proportions theorem.( 0 Simply stated their argument was that‘
difﬁefencea in relative factor propottions between two countries are the
¢*§;:; important determinants of trade, in that any nation will tend to
export those products which are intensive users of the relatively
abundant facter of production in that country. The "factors of prod;

-

uction" referred to in the theorem have traditionally been simplified

to labour and capital.
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Empirical tests of the factor prhﬁortionawmodel have’failed to’

(11) In fact, the

eustain the theory, being at best inconclusive.
.find;ngayof'one early attempt to confirm the theory for trade in
manufactured items ran cotinter to what ohe would expect on the basis
of \the Heckscher-Ohlin theorem. Leontief, a2y w?ose study is now a
well-known contradiction of the Heckscher-Ohlin Model found that in

v

Uhited States manufacturing industries, the capital/labour -ratio in

. o
United States exports is considerably lower than in the nation's

3

imports. This celebrated test of the model has spawned -a number of
(13)

other empirical tests,‘

.
e

which together have contributed to a growing

«dissatisﬁaetionwwithwthe?eemparative~advantageﬂmodel. In his own -

(14)

writings, Ohlin himself tried to save the factot proportions>theorgm

' L - e
by granting that other cost factors such as economies &f scale, trans- -
péftation costs and tariffs might also influence trade patterus.

° It 18 worth noting at this poid! that both the traditional -

production orientation and the macro'apprbach which characterized

earlier trade theory were perpetuated in the works of Heckscher and

‘ R
.. ohlj:n. B ‘, i .

- L 4

The Emergenee of Dehand Considerations in Trdade Models

—

One of the first important attempts to breah"away'from these

tradig}onal orientations of trade theory was made by Staffan Burenstam-.

4
Linder in a book published in 1961. (15) He elevated demand consider-°

ati.ns to a much more prominent position in his work.~ Basic to. his
. : ) LI
contribution was the atgument that the demand structures of natiens

-

Qﬁe impertant determinants of the pattern of trade.betwaen them in that

4 . . .
"the more similar the demand structures of two countries, the more

v -
.
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-~

_1ntensive, potentially, 1s the trade bétween the two". 536? Unfor- ‘\
tunatelyy ayfhough he rec0gnf;ed that such factors as 1aﬁ§bage, culture,
religion and climate might influence the demand-structdreupf‘3rnation,

Y

Burenstam-Linder was nevertheless content to work’ with the single»meaa-

ure of average per capita intome as representative of @ nation's d

.

structure. Thus, all his findidgs are dephgdent on tﬁe validity of

E

]this measure as a reflectiou of a country 8 demand structune.'

" o R .

1 Further to.the central theme of his writings, Burenstam—Linder
) ®
argued that a nation s internal demand determined which products were
- £ ‘: ~

potentialaexports, as well as which ones might be imported In his own

_words,v"the range of potential exports is*ideutical ‘to, or included in, -
) . .

the’ raﬁge of potential imports, and 'both are determinéﬁ by'the internal"

demand in that country".(17}

hd

~achieve a comparative advantage in the production, and thus export, of.

His statement:that no country could

a good which is not demandeéd ‘'in the home market was an important

qualification to the trade theory which preceded it.

[

& séconQ;important advance made by Burenstam—Linder was a

8,

necognition“of a so-called ' entrepreneur‘, whom he depicted ‘as

a—

responding to a perceived need in his own market by developing a .

L S
commercializable°product appropriate 6 the satisfactidn of the need.

With respect to the entrepreneur 8 activities, he argued that theae

- 4ndividuals would never think of satisfying a need which did not exist

’
o

I hd

El
at home. ' ] s . .

o . .
By far the most important contribution of BurenstamLinder's

work was the idea of a relationship between a nationfs demand structdfe

) - - -

(for which he chose the measure of level of per capita incomej and, the
heal , . o

o

.. - S .. . )
hature and types of consumer goods demanded. He spoke for the first time




- . v
of "qualitative" chdnges in demafid as a result of higher income rather

than the "quantitative"(changes which were the sole concern of earlier
‘briters 1n the field. Burtnstam—hinder éven went so far as to suggesﬁ‘

4 o

that/}the,cost unlimited scope for product differentiétion eould in

<

lcombination with seemingly unrestricted buyer idiosyncrasies, make

. possible ilounishing trade in what is virtually the same oroduct.ﬁ(lg)

While h fEcogn}zed this possibility, it was‘left to later writers to

prSCIEE,;n adequate explanation of QUCh a phenomenon. - o

Fd

Several, rece refinements to the work of Burenstam—Linder have -

o - (19), (20)

been made by writers such as Vernon ,,Hirsch(ZI) and

3 . -
Wells(zz). Like him,° they all chbse to perpetuate the ume of the

. .
Y “ M Y

average per capita income as the single representation of a nation's

» Hufbauer

"demand structure. Thus, %lthough the 1mportancé of demand}consider-
K

IS <

ations was again recognized, the use of a gross aggregate tool to
l

’ /\~\\measure it qgs subject to the limitations of using any macro -tool: to

measure,a micro concept. P
, % F e
© . , -Q% e -

The Product Life Cycle Concept it Trade rx
x

Q‘ e Lo

"o yernon has been perhape the moq; ﬁnstrumental to date in =
- -0

* .the ateas ofnpsychology and sociology as wefl as econ&mics.\\in part-
LY J . : & .

icular, he brought to economic trade theory\an impdrtant dynamic concept

O
o I e~

from marketing, H%mely, that of the "productﬂlife cch He added to

\
-

existing theories of trade the idea that timihg of inndvation had a

sighificant 1nf1uence on trade patterns. ‘.' ;l-_; et ’

<4

It is aignificant¢;hat while the product 1ife cycle theory does ‘
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‘not even today possess the rigour essociated, with o \’:her existing trade

theory, some economists have nevertheless begun to accept ‘many of the

- \....\ )
""essential elements of the product: 1ife cycle theory and ‘have begun r,o .
- , put the pieces back,together in a more rigorous fom.(23) - \ ’

- : The'ags-unptions which underly the Product Life Cycle Model of

Interngtional Trade constitute a significant departure from those

' assumptions of much of earlier trade theory and form an integral part
: ’

: of* the model itself. These assumptions were delineated by Wells in the’
“introductory: chaﬂter to his recent book(24) and are as follo.ws.
. > 4
e o (a) - The flow of information aervss national borders is - . )
A~ . * réstricted .o ) :
‘ ‘ (b) Products undergo p‘redictable changes ip their pro- -
, - - duction and marketing characterist‘ics*over time o
‘ (¢) fThe production process is characterized by .
) ) . economies of scale . SN
s . .. (dj Th'e production process changes over time . . 4

-

(e) Tastes differ in different countries

Q

- X Turning to his model, Vernon reaisoped that‘s‘i‘nce the-United

States had by far the 1argest per capita income,.an entrepreneur in the

United States would most likely be first to perceive of an opportunity

P
&

\ gor new_ "high-income or labour-saving products,ﬁ %Fhe basis for such
! an argument was 'the idea f irst advanced by Bu,ren\s_tam-],inder that an
" entrepreneur i:n any market ‘is more Iikely to be aware of the po'ssibility'
= ) of introducing new. products in that market thap’ is &n entrepreneur
':’“:"*'«-.r,,/—»located elsewhere. Vernon went. on to assert that ‘the first production
/\D - | facilities for n,e;r high-income or lab@r-sav:l,ng products«would also be

pr
loc,ated in the United States beceuse of the necessity for rapid

f ’ X 4
o . . o .
*  communication between the market and producer in the early stages of a

v - .
. F \ . P PR
.

%, O
L .

&0
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product’s existence, Thus, Vernon removed an important constrajint of
earlier trade theory by treating information not’as being free'sndir
completely available to all but rather as a cammodity with which

Y

identifiable costs wefe associated. In so doing, he focused more

sharply on the relevance to trade theory of decisions taken within

individual firms, namely those which were responsible. for the original

development of certain new consumer products.

v
.

Since new high-incqme or labour-savi Toducts would first be

produced and edhmercialized in‘the United States market, according to

Vernon's reasoning, it also followed that the United States would

- rapidly become an exporter of the new product to other nations because

A

‘of the technological lag in these connftiese, However,™~as the required

technollogysbecame widely known and product design more standardized,

' some .0f the inporting .mtions would first replace im @irs from the

o

States with domestically produced goods, then begin to export

themselves thus competing w;th the United States in.third markets,

’finally perhaps even export to the relatively high cost United States

. -
.

)

market

>

Such a novel dynamic approach to explaining~trade’pat%erns for
certain types of goiﬂs quickly attracted the attention of others working

in the area and a number of empirical studies were undertaken which were

-
.

aimed directly at some of the ideas expressed in the Vernon model .

(25)

Studies done by Hirsch and Freeman( 6) in 1965 of the

electronics industry and by Hufl:r:mer(2 ) in'1966 of the synthetic

’

materials industfy yielded comparable and consistent reaults.' Empirical‘

evidence drawn from these two industries confirms that the United States

does appear to enjoy world leadership in the production and export of




&
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those innovative new products for which United States firms are at the

H

'fqrefront of technology, while showing a tendency to import ‘other pro-

ducts for which'the technology 1s‘widely known threughout the world.
(28)

In an unpublished Doctoral thesis in 1967, Wells accumuiated‘

data from the United States appliance indusyry which demonstrated a high
) e P 1}

correlation between improving United Stateg export performance and high

income elasticity. Such a'findiﬁg is consistent with those reported
above and, furthermore, supports Vernon'é'sﬁggestion that the Uhited ',r “

States, because it is the world sfhighest income market, enjoys a, -
competitive edge in the production of - goods which appeal to'high ‘ :
By

income families.
o Collectively, the results of these empirical'etudies éere neatly o

)
o

summed up in an article by Gruba, Mehta and Yernon( ” in which‘the
._-0 b :

. . . s -
authors stated that "the findings, when drawn together, paint a fairly
" consistent picture. They suggest the existence of national markets in

which the economies of large scale and barriers to entry stem from the r

requirements of successful product innovation and successful marketing,

rather. than from capithl intensity.”. .

One of the more obvibus applications of the ¢ycle theory of - ‘CW

-

interndtional trade as‘f@rst laid down by.Vernon is with respect to the.

A 1aapplicability of the Heckschet-ahlin theorem to the United'Statee
mafket as demonstrated by Leontief;' The finq;egs of the research related -
to the cycie‘tﬁeory‘iend support to the argument‘tpat the quted States

‘tends fo‘be a net exportef of new and growth products and ; net importer

' of products whose,eechnology is widely known and which are-stégdardized B

in design. As major automation can only occur after ptoduction tech-
. ‘ RN . o

nology and prodﬁct design have stabilized and a product enjoys a

~
I
T
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crelatively large and assured market, iw)gpllows,thet capital intensity

. : ; o ,
should be associated with established products and labour intensity -
) : R et
with néw products. Hence, United States exports temnd to be labour
. intensive relative to imports because they are pomposed of iqpovative

) , 3 -
ngw products while the imports, generally spebking, are of .standardized

products f%oq loyer-wage countries.
While this recent development in International trade ‘theory
incorporating the concept of a product life cycle represents an -

important advance insofar as it introduces di;amism into a previously

-

"static-theqry, it is not without limitations. Vernon himself emphasized

. the fact that whe scope of"his cycle model was restricted to certain )

. e

types'&f products only, namely those associated with high income or -

(30)

those which substitute capital for labout. Wells(3l) further

2

limited the types of product to which the model applied by stating that

.

in addition to the restrictions laid down by Vernon, a. product had to

have aipnique appeal to the United States market and had to be capable

of a reduction in unit costs as scale of its production iqcreesed in

-
@

order for the developing pattern of trade in that product to be

explained by the life cycle model.
* More recently, Wells’ has incorporated some of the principal

limitations of Vernon's model into two modifications of the Basic cycle

model.(az)

In the first, he argued that for products for which the =
income elasticity of demand is so high that no national market is 1ar§e

+

-enough to support production.at a level where scale economies lead to a

sigﬁificant fall in unit costs, "pockets" of specialized pioduction may

haY

arise near clusters of high income consumers in various couutries.v In

the second, he commented that it was’ the existence of different modelﬂ




13 . -

‘ 23

. N ' AW

-“ ‘ of a pibduct which explained the fact that a nation may coincidentally
; \ ' . . - ] . ‘ .
- . \ export and import products of the same product category. He argued that
. 1 ‘ N I -
each country would have a comp;rative cost advantage in a version of a he
s product for which home demand 1s strong rpla&ive to that in other - '
‘ Ny .
countries. _ A . : .,
. ] . < -

The first indication of a more serious limitation to the Vernon
- model was briefly alluded to in an;unpublished Dqctoral thesis of .
Harold Croqkell(33) in 1970. The original intent of his research-as
set out in the apsttact was "to tes;\empirica}iy the thesis set forth
-f} Vernoﬁ that.tradé flo;a in certain-qategories of goods are determined
B ) '.;ore by?prdduct innovation than by factor cqéig". Crookell examined
actual.data o&'trade between Canada anﬁ the United Stgtes‘bgt unlike - A_l
4a11 the earlier empirical work in the area, he elected’ to adopt tﬁ;

standpoint of the Canadian economy rather than that of the United States.

Hitherto researchers had focused exclusively on the United States market,'

with two important consequenpes. . -
A First, siﬁce ;irtqally all of the produegs.actuélly’examined’

-J in thesé'anpirical studies had been pioneered and originally sommercial—
ized in the United States market, it 'folﬁlowed that they would be
exported to other natipns before a:fempfs would be madé to unde;take
production abroad. However, becaus? all the reséarchers.perpgtuated
the expo;t‘orientation'éeferre@ to e;rlier,,an impoftaht upsuﬁported
implication of their fin&ings ;a;;éhaf the impetus or stimulus to tﬁe

original and subsequent exports of a new product from the United States

came from the producer/exporter in the United States market. As the
£

' [y o X . S
ultimate objective of any theory %uét be to explain a phenomenon rather
; Y 4 ,
: 4

than merely .to describe it, it is insufficient, in this writer's -

I ' . 3 .
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opinion, merely to confirm that certain products first developed and

coﬁmercializeé in the United Sg?tep are indeed exported to other nations
, , .

before being produced in those nations, as tesearch to date has shownm.

-

Rather one must examine the exports from the staﬁdpoinﬁ of determining

if.a consiétent pattern exists concerning the origin and timing of the

-

stimuli which ultimately lead to'a trade transaction involving a new

product. There are, in the statements of éeveral*senior officials of

) - v
merchandising firms in Canada, powerful suggestions that international

¢

flows of many consumer products are detefminedsby demand on the part .of

individuals and firms in the'imborting counffy at least as much asAﬂy

)
E

*the output capabilities of firms in the exporting nation. Consequently,

the preoccupation’ of researchers to date with the U.S. market and thus

with exporting of new products has tended_tb avoid -the iss#ées of what

forces actually gave rise to the first trade transactions in various

. new products and what was the origin‘bf'these forces. It was not until

Crookell's work that an examination was made of United States,expotfs
of new products from the standpoint of a nation other than the United

.

States itself. The switch in point of view gave rise to some important
implications, one of the more noteworthy of which Crookell chose to
comment on in his "Suggestions for Further Research": ' 7 .

"Historically, the question of internatiomnal trade has
. . been viewed from the standpoint of the exporting "country
and its relative production'bbsts. ‘This study has :
illustrated that exports from the United States were Qﬁ\,
. generally higher priced than Canadian production and «
that they tended to be direécted towards countries with
similar demand structure. Furthermore, with some
products,- the initiative to trade came from Canadian
importing firms, often department stores. The role of
-importer initiative in the diffusion of foreign innova-
tions into the domestic economy appears to cppstitute
a very appealing topic for further study."

v

3




. The second consequence of the preoccupation of - researchers with
the United States m‘lket is directly related to the argument of the
cycle-ﬁbdel that because the United States has the highest average per -

. . - Id . v ‘ .
9 . - .

capita income, "entrepreneurs in the United States may be assumed to

>

be first'aware of oppottunities to satisfy new wants associatéd witn
high income levels"(as) ‘and furthermore "that the first producing
facilities for such products will be located in’ the United States'.
Such an’ argument is entirely dependent on the validity of a macro
economic measure, national average per caﬁita income, as an indicator-.
of a micro concept, demand for products-which promise to satisfy high -
income nants..\Since all the empirical research on the cycle model to
date has adopted the point of vien of the United States market, the ;
focus has, not surntisingly; been on exports of.products which were
known to.have'been developed first in the United States. Products
‘nhich in fact had theif commercial origin in nations other than tneﬂh
United States received little 1if any attention in the research, a
fact which further strengthened the arguments of the cycle theory.
Interestingly, Vernon himself was aware that some products of the type
his model was designed to handle had been first introduced in'countries

othet than the United States. Im his initial article'concerning the
cycle model heﬁcommented "there are very few countries that have failed
to introduce at least a few products; and there are some, such as

| Germany and Japan which have been responsible for a considerable number
df such introductions. n(36) Thus it would appear that more attention
might be paid in trade theory to the concept of demand itself and to
improving our understanding not only of what measures represent reliable

indicators of demand but also of how demand influences developing
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] patterns of trade for certain kinds of nroducts. Apparently the high

national average per capita income in the United States is not alone

sufficient to ensure that all new products which promiee.to satisfy =~

high income wants will have t‘neir commercial origin in-that country Q,

o
There are, to the contrary, numerous instances oj’such products being-

‘offered first elsewhere. In these later cases it remains.to determine

the developing patterns of trade‘&hich follow a product"s introduction

in 1its original market with particulér emphasis on the role of the

A ]

United States in the trade pattern. .

It has been plied that much of the shoﬁ%%oming attributed to
the cycle model -of t:jhe'is related to the treatment of demand in the
model. While the potential‘influence of demand on the development of
new products which are subsequently exported has been emphasized demand
has not been measured in terms appropriate to a consideration of its
influence, nor has the potential influence of demand factors on the
deveiopment of trade patterns been explored in depth, particularly in
the cases of nations other than the one in which the product originated.

. With_reepect\to the former criticism, since "denandﬁ is at |

root a social phenomenon specific to an individﬁel or a group of

individuals acting as a purchasing unit, it follows that any examinatfon

4

.

of demand aimed at improved understanding and effective prediction

should\be~conducted at least to a con rable extént at the micro level

ofthe Andividual or firm rather than kxclueively in such terms as
national average per capita income. It is not the intention of the

writer to take isé&% with the fact that a high income is one of.perhaps

o

several requisite characteristics of any individual who 1is likely to
13 . .

express a need for what Vernon called "high income" products. Héwever, ‘
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1t is essential to point out that the high income feature must be
» . + ~

. agsociated with a specific individual if a demand for a "high income"
. ) s . - ’

product is to be expressed. The assgmption that e.high national average

-

_per capita income is the single most valid measure of whether demand
for high income products will be expressed by 1nd1yiduals within thet
eountry is tenuous at best. Certain%y the‘converee is not true, since
it is known that manj nations (e.g., Italy, Mexico)‘with large masees
of extremely low income inhabitants and hence low ﬁational everage per
capita incomes nevertheless have sizeable numbers of individualsrwith

sufficiently large 1ncomes that they will express a demand for high

X
income products. It is the presence of such a large proportion of

individuals with relatively high incomes in the U.S. market which has
. _

led to the innovation in that country of so many products which appeal

tb high income needs and not the mere fact that when total national

income is hypothetically allocated across all the inhabitantg $f a
) L4 %

nation the United States yields substantialf§ the highest per cabita<

, value. Similarly, 1t may be the ﬁreseﬁce of sizeable numbers of high

[ 4

income individuals in other nations with relatively lower averaée'per
fapita incomes which explaits'the fact that some high income products

[N

nevertheless do have their commercial origin outside the United States

market.

It is also important to note fhat there may be substantial

kdifferences in the nature of the needs exptessed by individuals who -

l different areas of the same country. Many of these differlences may be

Y —_— L

enjoy similar high' incomes but reside in diffefent nat‘onz;er even

traced to differing cultural heritages or environmental conditions.

»

However, regardless of their source, these differences will Ke mani- -

. » | " . ‘ ‘."
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fested in demands for oducts of quite different characteristics if

need satisfaction is to be attained.
~
With respect to t is discussion of demand and its relevance to

the net result of opt
developing patterns of tr de in certain products, there remains a
'feature of the cycle model Which appears to be at variance with the
Facts of the real uorld. The odel holds that as a product progresses
through its life cycle it ie conomic costs, including costs of prod-
uction, transport costs, and tar ffs, which determine whether the
product will be produced in the home market or impqr:ed from abroad.
)ﬂﬁle economic cost may indeed-ue the sole determinant in the case of‘
undifferentiated commodityelike produc®s, the situation where most

consumer products are inwolved is more complex. Programs of'ébntinual

product development on the part of manufacturers result in numerous

" often subtle differences between models of a product which otherwise

perform essentially identical functions. Hence, although Canadian

v

based manufacturers are frequently able to become competizive in the
production of a particular model of a proAuct,_gg the product progresses

throuéh its 1life cycle, the appearance oonther‘models incorporating

slightly different product Eeatures tends to cloud the issuefof where
. Il . : |
a product will be produced. There are numerous instances of- products

for which some units are manufactured in Canada, at the same time that

both higher'and lower priced units are being imported from foreign

producers. Thus, in the cases of many consumer products, it is not

eéconomic costsg alone which Jetermine'whether a product will be produced

' in the home market or imported from abroad. One of the major findirgs

of Crookell's work revealed_that for virtually every product studied,

the average landed cost of units of the product imperted from the

- g
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.United States exceéded the avemage factory cost of Canadian produced

unita.(37) Vernon's model, to the contrary, would hold»that,aalthe‘

cost of prodUCtién in Canada fell below the landed cost of an import

.

from the United States, these imports would be displaced by Canadian

production. 6ne su;éestion of -Crookell's finding is thgt Canadian
consumers at least do not appear to be ﬁotivatéd by economic cost
considerations alone in their choice of products. |

In support of this finding, marketing theory has long argued
that the motivations wéich lead an individual to demané a particular
. p%oduct are seldom based on ecénomic cost‘alone but rather involve in,

A}

addi;ion a variety of non-ecopomic considerations. Consequently, the
situation observed by Crookell in which consumers were app;rently

- -
prepared to pay more for an imported prodﬁct than for a eimila; one
which was currentl& being produced and so;d'in Canada at a ?bweé-price
should not be too surprising. The influence of non-economic Kactors

A

on demand is compounded by the fact that, because knowledge is pot a
.universal free good, éonsumers may simpl} not be awarg‘of a lower
ecomomic cost alternative which does, in fadt, exist. Recogﬁition of
the importance of non-economic 1hf1uence in shaping demand appears “
to be especially rglév;ng in the caser of products designed to satisfy
the needs of high income consumers, for it is precieely}this'type of
product which demonstrates the lowest price elasticify,apgrticularly
in £he early period ofﬁits 1ife cycle.

Crookgll's findings also show that those decisions leading tb

the importation of a good into a country are madg by‘différent‘individ—

vale or groups, and are of a distinctly different nature Eﬁan decisiéﬂs

leading to export. Most products are neither entirely produced in the

\.« . 5

»
‘
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domestic market nor entirely imported, as the cycle model would suggest.
¢

-
A more typical situation is one in which a product is not only produced

“domestically for consumption both at home and abroad but is simultan-

eously being imparted for domestic consumption as well. While there

\k . a

may be some differences in product features between models coming from
L N 1
different sources, these differences are frequently subtle.

~

~

The Product Life Cycle Concept and Diffusion Theory

If improvements are to be made”to the existing theory of

internatibnal trade onme fruitful approach to recasting theory Qbuld

appeaf to be the adoption of a micro orientation. An examination of
the decision>mgking Processes in %ndividual organizations, both buying
L] .\ ! -

and'selling should prove to be ah important means of obtaining a better -

understanding of the forces inflpencing trade flows. Certainly more

attention might be di{écted toward a study of demand at the level of
. [N . Vd - N

individual firm oX. group buyers if we accept the fact that product

information is not 4 free good. And we have seen that in any méaningful
-~ -

~, . Vg
theory of international trade, information cannot be considered a free

N »

good.

o [
N

Marketing Eheory'has a great deal to contribute to an under-

standihg of the relationships between demand and tradegfiows, and the

theory to be-developed sugégguenéi& borrows extensively from two

-

important and related g concepts. First is the life cy634§» \

concept, which has latély received a gfeat deal of attention dn the .

literature. Second is the closely related concept of "diffusion of
@ ' . - - o
innovation'", which hitherto has not been mentfoned in the literature

of international trade.

]

L ’
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. The principal effect of incorporating the 1ife cycle concept
: L . . . .
3 ’ into international trade theory has been to inject a dynamic note into

an otherwise static body of theory. The conceht,‘&hiuh accepts the

- T .

i o ngtion of-1mperfectjinfornatiqn, introduces the wholé idea of contin-

uous change in#competitive conditions over the life of a product. It

e

suggests that comparative edvantage is a shifting rather than fixed

]

condition over time, and that for the category of -"high income" prod--

ucts, the innovating nation.tends to retain a strategic competitive

advantage in the early stages of-a product!s life, due to the need

1Y s =

. o

v - to locate production close to the market, but loses this advantage
. ' . 1 . v

gradually asfthe product maturé$, margins narrow and low production

> ? .
. . cogts assume gréater importance; : t

.

t

Perhaps surprisingly, although'he “employed the product 1ife
cycle concept in his model, Vernon did not explicitly address such
iSSues as the- determinants underlying acceptance of an innovation by
consumers in one nation, ié%‘subseguent_edoption in other nations, and
the factors inflnencing the timing of the adoption of innovations in

o A : different countries. It is, nevertheless, the)adoption process des-

cribed by diffusiOn theory whie¢h provides the theoretical rationale

for the Sj'baped sales growth curve of the product life cycle.

The concept of "diffusion of innovation'thas arisen from an

LTS

emerging field of,study in which attempts have been made to degcribe

more precisel; the process of accepténce or adoption of new products by
individnéls and grOups*within society. Briefly stated diffusion theory
is concérned with tracing the route along which an innovation moves from

. ® the time it is initially introduced until it achieves wide acceptance.

P Although the theory of diffusion of innovation is still in its

u
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embryonic stages,*its emphasis 1s‘c1ear A.gociety is not a homogeneous
. i * t ,“.

-~

.mase beheving es a unit. Nor is it an atomistic assembly ‘of individuala,
but a partially organized social sy&tem with many sub—g:oups, eaeh with
'its own channels" of- comunication and eech linked to one or more other -
sub—groups ‘The theory hblds that for an Ennhgation to Be—widély
adopted, ‘thé&fe must be avareness and availebility within :;d between-

gub-groups. Important agents who understand other established social

systéms an the needs of individuals within them act as linking agents

between‘sup—groups, thereby serying,as catalysts in the adoption.process.

: . . . ) S ¢ ‘ .
The natur'e and structure of theee social ‘systems in any culture can havé
.a significant effect. on the rate at which innovations are adopted in .

-

that culture.

Perhaps the most prolific wrlter in the field of, diffusion the-

ory,, Everett Rogers, a sqciologist, has been instrumental in pulling

- 3

togethei m;ny of the ‘important research studies of the diffusion pr cess

(38)

into a single volume. Included are such diverse studies as thel

(39)

famous ‘Hybrid Seed. Corn Study of 1941 which revealed that adoptibn

&

by farmers-was a multi-stage learning proceéss and tEE_Katz, Menzel aﬁd

"‘Coleman( 0? study of the process by which doctors adepted 4 new anti.

S u | A |
. b_vio'.tic mixaéfe drug. This latter study revealed that certain specif c.

1
<

‘ eharecbéristics were ifmportant eorrelates of {innovative beh&gior éy’ o

El

¥

—— ety M - L. »

% N .

doctors. ) .. h .w
" o . .

!

Mone recent werk in the field 6f diffusionptheory hesdfocused-

~

.z and enlargéd n the 1earn1ng processes of individual adoptors. Learn ng.

is thought to .pass through a number of inter-connected 5tagee from .

- -
awateness to interest, evaluation, trial and ultimate adoption with the.
° ' .

option of a discontgnuation'of the process always’ptéeent at every sta e.

“
———

=
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At each of these staées different:factors appear to come into play to.

push the process on towards ultimate adoptioni

that mass adyertlsing may have an'important role in initiating

1

.For examplé, it is felt

awareness

but personal characteristics of the individual determine whether the

>

®©

awareness i§ translated into i:;cfe&t.

-

In.thezevaluation stage the ~

opinions of peers and friends'appear to be influential while product

characteristics and ease of purchase are vital during~the trial and

adoption process has been characterized as ong of dealing with perceived‘

risk.

»

-

adoption stages.

The“behavior of an individual throughput ‘the total

Q

@

4

-

In addition.to studying the diffusion process from ‘the point of

%

»

view of an‘individual, attempts have been made to apply diffusion theory

7

to “the adoptibn.of new products or processes by a firm; an approach:

> . » L] -
which introduces organizational constraints into the learning process.

Here the rate of adoption is thought to be influencé@ by the firm's

percéption of

a)

ob)

the compatibility of the innovation with present
\operations and plans, and .

the apparent profitability of the innovation

6

.

The results of one study have yielded evidence suggesting that

larger sized firms adopt innovations more rapidly than smaller .ones,

likely neflecting_the level of perceived risk inhérent in the innovAtion

g

-

-

area or single,communityr

'+  when coﬁ}aéyd to corporate resources.
w

(41)

1

1

3

[3

;One of the unfortunate shortcomings of many research studies~

“

L)

o

.
conducted to date in the area of diffueion of innovations is that they
w

have tended toffocus on diffusion among small groups residing in a small

Clearly, if'diffusion thedry 1is to make a
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worthwhile contribution to the field of international trade, then the
scope -of diffusion ‘studies must be expanded gneatly. Recently some
attempts have been made by Hagerstrand to conceptualize the diffusion

of-innovations among central places (eg‘-cities)‘( n He talked of the

existende of networks of social communications which connect particular

(43)

t e

"places" to the exclusion of.others. hagerstrand proposed that_

0

there'ia a hierarchy of such networke:" one onerating at the local T

level, one at the regional level of a nation and a third at the -inter- 7;

<«

" natjonal’ level eﬁe argued that diffusion amohg individuals would occur .

. ! V" L
through a local network while diffusion viewed at a higher level of
aggreﬁption, for egample between principal cities in a region, would T,
occnt through ‘a regio ; .twcrk. Diffusion through levels of r _
gh - gyi‘-n‘é A . ug 34 *aggeb
gation would occur through a hierarchy of networks Qf social communi-

\ : .
cation. . w

“~

v

Brown introduced a further refinement to the snatial diffusion

4

theory advanced by Hagerstrand when He added what he called "market

: about‘the innovation, which may result from-inter-

factors" to the information factors of the existing model. (44}

&The theory,“ he said; should recognize two distin€

necessary sub-—procesaes. he first is gaining effective infc\Jf

-] )

communication through the mass mgdia, ‘or by exposure ‘to the innovation

-

at the distribution center, all 1nrsufficient~qaeatit¥mxo_nuexcgmgiAhe

-

-

o

potential adOptex s resistance towards,adoption. ‘The second subfprocess
is acquiring the innovatiaon, which occurs éﬁen an individual who has

gained effective information about the innqvation journies to-a distri-

- *

bution center which contains the innovation ‘ Lc .-

L |

Thus’, Brown argued that in dddition to examining the phyaical' N\
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" distance between the sender of - information concerning a new product and

ey

. a potential adopter; "an understanding of innovation,adoption ﬁust

- "comnsider factors such asx;he shopping behavior of ‘the potential adopter
s .° .a o

and the distribution policiea of the propagator of the innovation." If
a market utilized by the, potential adopter is.not ome in which the
. o | ‘ ‘

innovation is currently distributed, then the ddop;ion process will be

& }
: retarded.. - s ' v

' It is interesting to note that wﬁile ﬁrowq did ‘make the import-
~$nt observation that‘market facéots related to the. acquisition of an ~
.innévatiqﬁ are-important in shaping pattgrns of diffusion, he éhose td
focus on the dis;riﬁu:ion policies #f the original develogper of the
innovation.. Partigulafly in the field of manufactured consuﬁer producés;
which his stddy'examlned, it is difficult‘to comprehend how-hé could

. overlook the role of distributive firms who ﬁfovide an essential 1ink
; N
hetwgen the actual manufacturer ‘and the constmer.
One of thé maﬁor conclusions of Brown's research ﬁas important
. ecénomic‘&evélépmeht implications; Hié study'provided eviderce that
"dgvelqpmeﬂt plan#ers anh other agents of éhaqge should concentrate uﬂgn
manipulating th; distribution policy of the propagator of'thé innovation,
' ;ince this is the only element of the systeﬁ which has great control
. over the éxtent of diffusion and ié'g;ﬁject to maniﬁdlatiop,: While
N by ,

shopping trip.behavior and'péf§6ﬁaI:cUmmuntéatiun—aisovinfiuenee th

g -

- process of diffusion, he pointed-out that they could not be manipulated.

(1179

K

L . -

by an outsider, at least in the short term.

Innovation and The Entrepreneur o

The viﬁal role of innovation is a topié which has received ah‘

-
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greaé deal df attention among Canadian businessmen and ‘government

policy makers in recent years. Considerable cdhcern.has been gggiétered

by many writers about the disproportionately small and apparently
N 4

decreasing amount of industrial inhovation‘condﬁctgd by fi;ms within
Cénada.(AS) Such a situation is generally {ecognized as being detri-~

- mental to the maintenance of a heaithy, rafidly éxpanding Canadian
economy. In this connection, it.is significant thaé one éf the-most
frequently mentioned impediments'to innovation in Canadian manufacturing
industry ﬂas been the limited size of markets available within' -y

Canada.(46)

The importance of sizable markets and demand to the
process of innovation(%as been borne outvby the results of empirical
stud:fes"‘which. have explicitiy exami-ned the relé,tiye importance of
market need and:techno¥fogical opportunity asﬂsfimuli to innovation.
Keith Pavitt(47) reported that in studies he conducted’betweep 66 an&
77% of innovations resulted from the "demand ptll" of the market rather
Ehan the "technology—push" of‘teeﬁnologééal opportunity. The‘power$u1

inflhéqce of demand on innovation in a nation was further emphasized
(48)

+

by Wells who reasoned that in accordance with the assumption of a
limited flow of information across national borders, a couhtry would
be more likely to innovate products and processes for which it has a

: ‘ i .
relatively strong demand. An i;;ngsting'contradic;ionlof this state-

’ | ovided 1 (49)

who found that "some small, recently

created, science-based; firms in Europe go so far as to export their -

most sophisticated products to the U.S.A. before 1auncﬁ§ng them on,

' . . c

Eurépead markets" .. The aﬁpgrent explanation for this phenomenon would

be that the strength and magnitude of demand in the reiatiQely advanced

United Sfates‘darke; is such that it transcends national boundaries,




v

overpowering the less significant demands expressed in the domestic

o
o

market.
- . \ .

?hroughout althhe'litetature dealing with the pfocess of .

’"Qgignovetion reference is made‘co the role of.the "entrepreneurﬁ,'a role
not unimportant to this discussion cf crade theory. EntrepreneufEﬁic
is a conceyse whic,l} has existed for centuries“but has come into prom-
inence only recently with the deve;qpment and use of thesconcept of-a
product life cycle. The precise‘neture of\the eqfrepreneurialffunction
has elude&-%ﬂequate'definition—up'to the present, but better qc?er-
standing of this fuction may well prove the key to improved theory in
'suchi.treae as diffusion of imnovation and inte:‘:netional trade. = ‘

In an early definition with a distinct supply orientation, ‘

Schumpeter described "entreptepeurs“ as being, "the individuals &hcse

. function it is to carry out new combinations of means of productiou."(so)
B * N ‘ . P
h‘&mplﬁcit in this ‘definition is the assumption of a demand being

expressed for whateve?,product results from the new cémbination;of.
means of P cfion. With demand occupying a prohinent place in his
cycle model of trade, Verhon cou d not accept such a definition and

offered another. fle described 4n entrepreneur" as being the one who
had to intervene to eccepc the risks involved in testing whether the

»
large gap could, be bridged which ordinarily exists between the know-

-

©

‘e&geﬂﬁéik4mAﬁ5&Hiée—p:inciplemaud_the-embodiment_of_theepzinc!ple in

a marketable product. Thus, Vernon for the first time cast the . entre-
preneur &n«a role:in ﬁhicy he effect}vely acfs as a 11ng between supply
and demand,consieeraticns. Nevertheless, an 1mporta§t‘aspect of

Vernon's concept of the.eritrepreneur was that this individual had to

> possess a broduccion_cepability. "Producers in any mafket,ﬁ heysaid,' )i

' .
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. \
"are more likely to be aware of the possibility of introducing new %
products. in that market than proddters elsewhere would be."” -

If we turn to the field of international trade and specifically

to the role of entrepreneurship in a theory of trade, Vernon's defin-

. ition may itself prove restricting, particularly if we adopt the stand-.

~

point of importing nations, It is to be remembéred that Vernon concen-

_trated exclusively in his work on the United States market and on

/

. products which had their commerciel origin in the United States.

Consequently it stands to reason that he would focus uniquely on the

activity of producers in.attempting to explain the ini:ial introduction

.

. of these producté to rthe United States market. Bowever, if we at this

point switch our -point of view to amother nation, (i.e., Canada), it
is not at all clear that it need be a producer located in Canada who is

most likely to be aware of the possibility‘of introducing the séme new

bfoducts to the Canadian market. Given that these mew products already

exist in the United Stetes'harket and hence are visible to any potential

consumer in Canada, a buying organization or merchandising firm, or

eQen a well informed individual located-in Canada may be just as likely

as any Canadian—based producer to be aware-of the possibility of

'-introdueing these products to Canadian consumers.

All: this is: to suggest that while the life cycles of a given

‘"yew_groduct in different nations are likely inter-related they may

o
L

nevertheless have distinct 9rigine. Just. as the original innovating '

Vprodncer?of a product first introducedltojthe United States market plays

"a vital role in the 1ife cycle of—that product in theé Uniged»States, so

14

does the individuel or firm which subsequently makes the same product ,

available g&: the first time in the Canadfan market play an ihportant

¢ t. , ‘
., . .




role in the life cycle of the produgt in Canada. Howeer, unlike the.

—

situation in the United States parkiet where the product had its commer-

cial'origin, in Canada the tas _introducing.to_Canadian,consumers a
'product which is already beinglsold abfoad may be performed by fiips
or individuals which do not efigage in production at all.but rather act
in a purely distributive intekmlediary capacity. ,Throegh the medium
importing, Canadians are eble o enjoy new products before
unit is produced at home.
Thus, as wg?expand.tﬁe scope of our investigation qf the foreign
trade process and Segin to exemine trade flows ffom the standpoint of

LY

nations which are secondary recipients of a new product the need for a -
A - T »

broader, more comprehensive definition of the entreprenenrialzfunction

.~

is apparent.

«  One pofentially frﬁitfu; wey of.recasting the coﬁeEpt of
entrepreneurship in ﬁore meaningful terﬁs\is to specify thoee_functioes ,
which as a minimum must be performed by any individual or firm in order
for i; to be classed as an entreprenenr. To isolate tﬁeee ninimum
funetioés it is useful to return briefly to the produck life cycle
cghcept. The product life cycle model ae it is typically discussed
begins with the se-called ?intro&uctoryﬁ seage and traces a ﬁroduet

ghrough a sequence of interconnected stages, eabh‘exhibiting a

o d;fferent set of competitive conditions until the "decline'" stage at

]

-

-

vwhich point demand for the product begins to drop off. (51) Since by

- . definition the life cycle of any product commences with the "birth" or

.

commercial introduction of the produet, those -activities involving the

product prior to its being ‘6ffered to EOnpumerq in a marketabl® form
- i

are not normally included in the theory of a produtt lifg cycle. 'These




precommefcializatioﬁ activiiies are, nonetheless of critical import-

' v £ . .
auce(sz)_to the ultimate success df any product and are very much the

concern of those pérf;rming the entrepreneurial function.

ﬁ%ile the nature and'number gf activities which precede a
product'g fill-scale commercialization will vary gtéording f& the
charécteristics of inaividuai prbducts, there are certain elements
which will be common t?/d{iﬂ In the case of manufactured products,
these elemental éctiviéies include discovery{ in;enéion, innovation

and production.. One of“the more concise descriptions of these activ-
. N ——

overy" he described as being.

ities was given by Mafque23

"the process by which new knowledge ig added to the existing and

available store of knowledge", while "invention" was the application
of ‘new or previously existing knowledge to a new solutibq.of a practical

problem". 'Innovation" Marquez described as "the iﬁaginative synthesis

. ) . .
of resources - technological, financial and human - to achieve the

satisfaction of a human want by the practical exploitation of inventions

wiqyin,acceptable economig¢ limitations'. Included in this "innovation"

activity are-the'related functions commonly referred to as design and
R ; } .

) -

. ptocess engineering. , - o . .

“

If we now examine the bonqep; of entrepreneurship as Vernon

employed it in light of the p?équing comments, the entrepréneurialc
- i

i

funetion becomes, in effect, that of intervening to link the precoimer-

cialization phase of a product to its coﬁmercial life'cycle." Thus, aﬁ

entrepreneur, in the originating market at least, is most likely to
have production capabilities. If we turn to a market dther than the
originating one, however, the situation is quite different. 1In this

case the necessity for a product to pasé'thrapgh the precommercialization .

~ - -
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steps prior to embarking on its life cycle no 16nger exists. 'Since the -

product is already being produced -abroad, the possibility exists of

'introducing it to the secondary market by importing rather than prod-

ucing domestically. He;é it is8 sufficient that the entrepreneur com-

o . :
bine a thorough knowledge of currently-unsatisfied needs of consumers

in Kis market with'a knowledge of potenpial sources of suppif of a new
o Product capable of éatisfying these needs. Hence, while the nature of

the entr¥preneurial function has been shown to be somewhat different

in those nations which are secondary recipients of a new preduct frow

the function in the'originating market, it is to be emphasized that its

.
-

ekecutidg’;é of no less importance. What is important to realize in
all this is that while the entrepreneur in the originating market is ' .
almost certain to be a producer, in markets which are secondary reci-
. 4 . . o
pients of a product, the entrepreneur may just as easily be a distri- -
butive intermediary or even an indivjdual. : '
Thé two essential features of this broader concept of the '

‘entrepreneurial function, namely, market knowlédge and sourcing knowledge,

are’ represented by the‘large arrows in Figure 1.

v

. Having looked briefly at-}he major é&vances in the theofy of
. . -

international trade which have taken plaée during the recent past, and -

at some of-the.developments which have occurred simultaneously “in other ,

related areas such as diffusion theory, the stage is set for a further

— ——— -

refinement in trade theory building from the found%fions laid by Vernon.

.-

If the modifieéd theory is to represent a worthwhile improvement, it

must take drnto consideration two important,ﬁoints discussed above:

i . /-\ - .
- . 1. A theory'based on aggregation at the national level . -
. risks losing sight of significant changes in the critical

variables detefming trade flows. These factors are

«
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- . ™ K . .
determined, for the most part at the level of indiv-
- idual firms,
: 2. Any meaningful theory of trade must devote considerably
3 -’ ‘
. L)
. greater attention to patterns 6f demand and 1ts ¢oncom- -
. itant imperfed¥yions in information regarding demand.

A most fruitful ground on which to reconstruct a theory of trade
flows is to begin with a miero orientation and attempt to incorpdrate some
of the ideas drawn from the theory of diffusion of innovation which
hitherto have been excluded from trade theory. One promising synthesis
of tliese concepts drawn from various disciplines is the diffusion mwdel

. of international trade which appears in the following chapter.
. .
o~ .
A [y .
. >
A -
R . -
- ’ A . )
, I
. . . . _
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- _CHAPTER III

) A DIFFUSION MODEL OF- INTERNATIONAL TRADE P ' .

Perhaps the "most important contribution which diffusionntheory ,f'%!_
has to make to th/}field of international trade is related to its micro .
demand orieytation. Diffusion theory identifieek specific types of .

individ "grbups and‘organizatione as playing strategic roles in

the’ acceptance of innovations and focuses on an examination of the

‘»

.nature of the &eeision processes adopted by these individnals and -
organizations. §imiiarly, the appeal of the Diffusion'Mgdel of trade

¢b be developed below lies in its explicit recognition of demand

iniluences, in additidn to productionycost considerations, as ‘important

2

-

determinants-of trade patterns. . o -

.

The central thrust of the biffusion Model is the notion that
the process of adoption of innovatign across, national boundaries is

not solely in the hands of an innovating producer; rather the process

3

© ' - .
requires the initiative and cooperation of key buying ingividuals_or . .

o

institutions éﬁthin other countries and cultures who often serve as
- - ) ; ) ] : ‘ ,
initiators and/or catalyste in the adoption process.. It is suggested -

+

that throughout the life cycle of productz, there is a consistént and .
- . ’ ¢ . ) ° e ) .
sequential pattern of int}'action among the‘ various trade.declsion

makers. For broad ranges'of products, adoption of specific foreign‘

. .o \ ' 0

innovationsoby'certain individuals of institutions in a nation's

istributive structure consistently precedes their adoption by certain
- )T
other individuals or firms and in tyrn.comes later than their acceptance

\

by still otEEfs. In/addition, the decisions by some of these individuais

- L4
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or institutions to adopt appears to be heavily‘influenced by and depen-

9

dent upon the gxperience'of earlier'adopters with'the inno®ation.
Insofar as different goods reach their ultimate consumer tﬁ;:;;h'quite

diéiincf’ehannéis of distribution, it is to be expected that the

* specific identity of the organizations affecting trade flows of products

~

in any one category will differ from those in any other.

Consider, for gxaqple, the case of 4 new prodgct which 1s \
L] [ b [ ) : .
launched .and gains.acceptance in the United States. The process by

which this innovation is adopted across national boundaries (e.g., in
- Canada Jr Italy) is an area of considerable ;mportaeee to international
trade theory. The rate and timing Of impg;ts, it is felt, will be a

function of 4he underlying diffusion process. As suggested aBove, thé

LY

speed of adoptiom in other countrieés is ngt solely in the hands of the
, 8 -

" innovative producer in the U.5. It requires the cooperative help of
-"entreprei#urs" within the importing countries who understand their

o ) e ! . ’ . .
‘Eﬁlturai‘and?socixi‘s?stqns*and“can-att-as-catalystéﬁor'lipking'agents~

+_ in accelerating the rate of adoption. Furthermore, given the existence
@ 5 > r
of such entrepreneu;s, the structure of the distributive system in the
‘ . ‘ T - - bd ) .
impo;ﬁing‘COuhtry will have a pronotincgd effect on the rate of adoptiona

of the new product‘in that market. For example, one might expeet‘h

i

4

?

_ Since rate of ad ption is described by the S-shaped life cycle

" curve, it 1s - ther ef OFE useful to examine the adoption ptoceés in the
¢ ' ' ' = '

Ad A

N * - . .

[

- \ ] b

L] - . . .




Hght of theﬂstageé‘of the product life cycle, since these stages also

-

reflect different tiffg,of activity which influence adoption. ‘What

‘opportunity; move quickly to make the product available to a wider

e

follows is a fOur-stage model depicting the diffusion of innovation of

v
a particular class of goods,wnamely manufactured non-food consumer .

products, Across national boundaries.

.
s
s -~
P

b The first stage covers. the intial introduction and acceptance

-

of the product . in a specific market (say the U.S8.) and its Subsequent

-

'early adoption through. importation by entrepreneurs in other countries

(e.g., Canada). The second stage involves the growing acceptance of

the product in.Canada°as large resale institutions, sensing.a market

segment of the markef. In stage three of the model, Canadian-based
. X ‘ S ‘

'manufacturers, noticing. general market acceptance of the product,

move to expand product acceptanpe by manufacturing or importing.

During. the fourth stage, as the product begins to approach its maximum

‘saturation level, close control ofncosts becomes nectssary and provides

a powerful incentive for an intensified search for low cosgt foreign

N ~
sources of production and for ihvéhtment by manufacturers in lower cost

-

third country manufacturing facill ies. The net result of these _ .

{ .

activities is an upswing in imports of the product into thie Canadian
market. | . | . K i
It is to be emphasized that not.all products, and not even all

,manufactured non-food éonsumEf';roducts,'will necessarily follow.this

exact pattéern. One dbviously important variable is the existence of

multinational firms in the product field Nevertheless, the emphasts

of the modél is clearly of importance to an improved undErstanding of .

the international trade process ‘Individuals and firms within a nation

’



“which 1s”a secondary adopter of a new product do'influean or even
. initiate flows~of:a product into that‘harket and the hierarchical and
] . ) . ,
- chronological pattern of this inﬁipence is worthy of empirgga} exanin-

ation. A more detailedyffaboration of the Diffusion Model follows.

.

Stage I ~ Introduction of a New Product to a Market Q . =

~=
The model is set "in motion when an efitrepreneur (say in the U.S.)

identifies a need among individuals in his market and conceives of a
' - ¢

, . product with the characteristics appropriate to such a need. Identifi- °

’
I

ca;}on of a need at this level may occur in a variety of forms. In some

. 4

situar;ons, an,entrepreneur may observe‘soﬁe unsatisfied need for whieh‘.
. " no produét currently eXists; in such a case he would be:required to
design and commerclalize aoprodact with the characteristics reﬁuifed.b
‘In-other cases, the .new product may‘?;sult from.some technological
_discoVery which coincides withfan area of inadequately-satisfied één—
. SU;er need. Regardle;s of the specific harureﬂof the eﬁtrepreneurial
"*'activity, let as aasume that the particular produEt under examination'
is developed and launched in the United States for the reasons outlined
. : by Vernon. In due course, it becomes known to an entrepreneur in
PR Cana&a; perhaps as a resﬁlt of 5 visit to the U.S., perhaps through
. official or unofficial 1inks wi h American firma or indivi&uals, perhaps
' ylhrOugh the media, or perhaps by no more than the casual observation of \
some souvenir of a trip abro;h de by ap acquaintanpe.- ' '
Parenthetically, perhap thé&most rapid irrterna tional spr ead A
. ) ' ofi; new product at this poifit tends th qccur when the original inno— |

B .-
R . vating firm is multinational, th relati¥e1y autonomous subsidiaries

<4

. fe : abread. These subsidiaries,“which are }gyed.to the local markets‘they‘
. ‘ : * . . B

..‘.....'g . . - N .




- will often be taken by an entrepreneur of a aiffegent kind 1A thé

. . L
-importer, perhaps a small specialty retai

arrdanging for investment in demestic manufactﬁring‘facilitiés. .

.other countries grows) aﬁd hgnce’the risk.ﬁililappear high to the entre-.

»
-t

‘ ‘ 5

o,

serve,  are quick to recognize the local potential of a‘new'prbduct :

introduced at head office, and are in anlideal position to import a

sample lot to test market aéceptance.’ Investment is small and costs

L

are largely variabie. ‘As a general rule, and‘thih is particularly

true in Canada, forgign subsidiaries are often the catalyéts intro-
' "o (1)

ducing new prodgcts to their host country, as was the case with
. - , '
RCA and colour television in Canada. It is further suggested that th

" .

speed with which companies stimulate diffusion across national

’ ) % ‘
boundaries is directly related to the extent ?E/;heir past experience
. . . - ’ S
in other coupgtries. )

-

\ ; ’ t
When the original innovating company is inexperienced in foreign

markets, however, the initiative in introducing the new pfoduct abroad

'

foreign cantiy. This entrepreneur will frequently be an inﬂividu§1

3,

ler in the case of consumer
5

goodg, or an alert manufacturer or ufactirer's agent in the case of
‘ . g )

producer goods. VWhen/ this entrepreneur spots the domestic potential

of “this new produét, héfféces a choice either. of importing it or’

v

Although the product may have wide acceptance in the prigin-
. - - * . - y; .

ating market, its introduction to Canada will take on.all the character-

istics of -an ;nnovation;}ﬂ that country. The rate of adoptidh will be

uncertain (although this uncertainty will decline as experience in

» ‘ v 5"

preneur. He s therefore unlikely-to opt for investment in manufact-

" uring facilities initially." Rather, he féceé pqwerful ineentiyes to

purchase'the‘p:oduct from an-existing foreign manufacturer and import

- . [

&

¥




for resale in his home market. Even when some evidence of the product's

A

local acceptance is-avaii:ile, he may'etiil be reluctant to manufagture
onomies or special manufacturing skills make
s ! ‘ T @
it difficult to compete with an 'established foreign producer.

q; domestically where scale
»

.
-

The net effect’of these combined influences is that in countries
where the market for a given product is in the introductory stage of BN
its evolution, demand for the product is likely to be filled by imports

from countries where démand is in a more aavgaced stage. ' -

.
-

Stage II - Early Acceptance

9nce an individual ent}eptepeur ﬁas introduced the pqoduci_to
a limited segment of the population with some degree of success, one
of two outcdmed is possible: } ’ ¢
'first, tbe product ;ay remain.in_staée 1 as a specialty product - #1|
for a considerable 1eﬁgth of time, with demand apparently'confined to
a~sma11 and somewhat iqsulated segment (or subgroup) of the population
Specifically, it is to be expected that ce:tain goods, due to_ their

narrow or highly specialized appeal, may never progress beyond the

-

s

firs*tage of the diffusion model. -
Second, the product may achieve wider acceptance and the

diffusion process may pass into its second stage. Diffusion theory
i
suggests the need for some "leader" or "gate—keeper" to iﬁfeIVene at - . \\

this point in the process to perform a linking role' beéeeen the
)
o Vo specialty segment and other pote?tial consumers. In the case of

.
B

manufactur%§xunrfood consumer prdducts‘in the developed countries,

- large retail institutigns may be expected to play this linking role-by .

* o

becoming actively invqlved soon gfter a product is originally introduced




Ve

. to their market. There is some evidence to suggest that these firms
: seldom.initiate the marketing of such new products, and sometimes

their'involvement is forced by the aggressiveness of multinational

subsidiaries marketing through t‘neir ‘own dealer systems.( ) But in

L) - ]
- many cases department or other chain stores may lead the way by virtue . 4
. ) . 3 . d

of thieir many overseas buying connections.
] L

" "ﬁy : +  These lerge resale institutions are quick to identify ‘3 signi-

ficant need which they: feel might- be satisfied 'by the product. They in

b 4
effect agt as a go—no-go screening point, interpr%}ing possible .

~ Lot
s

broader tonsumer‘écceptanee, at Stage IT1 of the prgcess. If they degidq\
~ . ' [}
the prospects for the product are sufficiently attractive to offset the

risk involved, they will proceed to make the prodoct (often in a mod— .°

te

iffed form) more widely available, and will be faced with the task of Jd .
selecting a suitable source of supply. Although these resale institu-
tions seldom invest directly in production fac ities, they do never-

theless enjoy the options of buying from existing producers abroad or
arranging forufrbduction of the good with someone\ willing to invest

" 'domestically in the required production facilities. The lack of ’
documented in{ormation on how)large resale institutions make sourcing

decisions makes the area ad urgent one for rgsearch. It seems reasonable
3 . Y g : ) . .

to assume, however, that while volume remains at a relatively low leyel,
' 4 * \ ’
thesé firms will COntinue to import. . On the other handa%ince department
L

- or chain stores tend to serve a much broader Segment off—”e population
]han,independent specialtY\stores, it is liieiy that their involvement
) with the product will gring about an‘increase 'in sales reflecting
'acceptance by a different market segment.« Eved.%t this relatively early ®

stage of the product 8 life, price may begin to exert some influence on

0




ﬁ‘;..

. s . (1%

demand, -and*may lead resale institutions to seek lower-¢ost sources of

" v . .
supply, But; a major reason for more rapid acceptance expected’it;yﬁis

stage relates to' the power of dgpartment or chain stores to overcome the

&

. barriers to consumer acceptance Return guarantees, reliable service

—

e e ——

reputatien, credit facilities and adverEIEing~ahd promotion activities

all Kg&p to propel poteptial consumers quickly through the awareness,

interest;'evaluation and trial qtages of the adoption process. Domestic

.

'prbducers} when available, may be favoured as long as their laid-down

price is reasonaBIy comparable to the importedgprice. There is even
ok

,evidence derived f;om personal interviews with senior merchandising

officials of major Canadian department stores that large resale

institutions, because of their huge marketing reach, can often-place

" orders of sn;ficient volume to set domestic producers in motion, and

- [ Y

may choose to do so.. Hence, when a country s demand for a given prod--

o

. uct enters Stage II due to the intervention of large retail {institutions,

~—
it is expected.that imports of the product will constitute’ a decreaeing

percentage of domestic sales (although absolute lévels of imports may

actually increase). ‘ 7
: r B

¢

Stage III - General Acceptance

" By the time the adcptien procehs'has'passed tnrough Stége 11,
the product in question wili have demgnstrated its potential for further
rapid sales growth and many of the market. uncertainties will have been
reanoved" At this stage, the domestic manufacturer enters the picture.

While the participation of manufacturing firms may\take the form of

- importing for resale through their own distribution faciliting, if the’

A}

product is ever to be manufactured in Canada, it is likely to d¢cur




- N c -

during this stage when the acceptance price kand‘hence manufacturing
cost) has not yet reached overvriding proportions as a- demand influence.
Thus, import substitution fiay be expected té peak during this period

in which Canadian market acceptance is growing rapidly and' carry

througy until the product approaches saturation and becomes highly
standardized, h
- .
In countries where multinational subsidiaries are 1nvolved in

the market, these subsidiaries are likely to lead the way in embarking

_f

on manufac:uting in that host country. Theirs is a problem of waiting

until their sales volume in the product is sufficient to justify a .
switch from importing to direct manufacture. This decision is dependent
on'price-cost;bolome relationships of the various alZ:rnatives, coupled
with risk and uncertainty, which at this stage is relativoiy low.
. Other domesticélly-oased maoufacturers may subsequently be
attracted to Qhe proguot because of its established growth rate, and
becaose of the availability of manufacturing capacity in their plants.

This is particularly tho case when the neﬁ product in questioﬁ'oas been

‘displactng sales of established products (e.g., color television

- displacing black and white).

\ To the extent that many manufacturers get involved at this stage;'
model variations on the basic proouct design may begin to appeér. 1A
this way manufacturers may speed up the diffusion by attempting to find
oroduct/setvice combinations to appeal to new market'seéménts. The

' consumer then faces an incfeasing array &f choice in product features

and price, . .

Some manufacturers ma§ see the desirability of marketing a

PR
oy

4 certain product. (i.e., because it is cqmpatible with their existing

e e e e 3 [ Y
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R R N
product lines) but-may not find it desirable to manufacture it., Their . -

manufacturing facilii@es may be fully utilized, the investment require- ;
ment may be’foo high, or they may simply né;\ﬁe confident of their

ability.to sell thefvolu&e required to make:manufacturing economical.

-

They may also wish to gain marketing experience béforé tﬁey.cdmmit
o : g .

themselves to capital investment."kccordingly, doméstic'manufactu;ing
5

’firms may import directly from overseas souréeé, or have the product

made to their specifications by other overseas (or even domestic) °

. ) IR b
producers. In such a situation, the domestic manufacturer,elgcts‘to

. .

act in a purely market}ug capacit% and import or purchase tﬁé product
for resale through his own distribution facilities. The factors
involved in this decision situation are sigilar'to'thesp involved in .

any make-or-buy decision. v

* In addition, ‘an aggressive foreién manufactﬁrer may unde;téke

. . ‘ , & . . . "
direct marketing activity in the host courtry, and cohtinué to export

: . ¢ y
the product from his home base.’ There are many examples of U.S. .

*

manufacturers selling directly in Canada in spite of tariff barriers.

13

In order to'sell successfulfy in these conditions the exporter must

/ - - ‘ .
‘either have substantial production cost advantages, or significant
. s ) . °

product features which allow him to charge the customer for the tariff

1)
-

and still command a market. -

%

[

- Stage IV - Product Saturation : .

@

- In the final stage a product has achieved higﬁ usage levels
) ) : S O - -
and sales aré increasingly to a replacement market. The diffusioén .
~ ) . ‘

process is complete and consumers have. devdloped knowledge of the’

product, which now bégins to take on many of the characteristics of a

k3
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s

- tends to accelerate these'conditions. -

. 3 . , .
° - f . .
R b
B L . . . u - ‘
. ~ e

commodity. Production processes have likely become standardized and

competition among a number of sgurces of product has tended to make

price, and hencifcosts of production and distribution, extremely
4

important ap an inflhence on-demand ,Displacement by new’ innovations

2

*The net result‘of these pressures igcthe generation of powerful

0

iucentives for individual suppliers of the p{oduct to seek the 1owest~-

cost source consistent with the other essential requirements of the PO
N ‘

product. The ensuing search for low-cast supply may take many forms.
W
Some firms will seek alternative low-cost’ sypplfers from other coun- -

~

tries. Retail institutions often take the ‘lead in this, but manufact- .
. Q ' . ‘ &

,urere are quick toiiollow. Private branding, both by retailers and

-

‘by manufacturers themselves, tenﬁs to become more prevalent at this

averages. . .o . © ) ’

-

* ' 4

point. - .o s : T

3 -

1

I ’ - . - o "
Under these circumstances it is possible, even 1ike1y, that ;J)‘ Lo
( ‘ :

Stage IV will resuﬂt in higher imports as a perCentage of domestic S :

sales, but that the imports will largely be priced below industry . v

. &

R . o .

e

' Along with this pressufe on prices and costs, a frequemt -

- -

g v

reaction to the competitive conditiona‘in the dying stages 6fd§ produog

is that of creativ%:humvation or product modification. érookell in‘, B

‘his %tudyh'encountered‘Just “such an example.in the case of . refriger-

L]

ators - a product with cIose to 1Q0% saturation in Canada. Using an .

Italian production inﬁovation (foam—in-place insulation) a UﬂS ,manu~
facturer introduced a marketiag 1nnowation (the gide—by—side refriger—
tor-freezer) which has sueceeded in commanding a substanrial price .

- - ~

premium. In effect, the side—by-side may be regarded as a new product,

3

.{ . ° L) . s ‘ . /-_——_’

;r
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~taking the cyéle back to Stage I. "The .point to be made is that the
5 ‘ . ‘ . ‘ . c
competitive and,often,unprofitab{e comditions surrounding the decline

. phase often function as % stimulus to innovatioﬁ, and thus the cycle -
. » « .

+
“
M ~

. resumes. - = : ¢ .
A e iog o e -
- In summary, the Diffusion model identifies the following

. (5
stages as being characteristic of the process by which a°manufactured,

non-food conSquF=goodvis diffused throughout the Canadian market:
. B . é '

‘." SR ‘ . L » . -"‘; .
RS Stage 1° Foreign innovation introducei;to the Canadian : *
‘Q -~ market by @ Canadian entrepreameur who imports s
T ) the finished product from an existing foreign
, . C e sourdeh ¢ s
'6 "’ v N i
. Stfge 1P Large Canadian merchandising fizms in Tecog- S
’ ) ¢ ' nition 9f a promising market potential, begin '
. . . - to import the.product from.a foreign source.
* - b LS e R a .
& Stage I1], Domestic manufictur)rs make the product . P
0 , o - -7 ..<. available, either-by ifporting completed or oy
' ' ) ‘ "knocked doyn' units, or by manufacturlng . .
: L ﬁhe product themselves.
" h » “ - . L
Stage .1V Retailers and manffacturer® both seek low
' cost sourcés of the product abroad. . »
. ° . .‘ -
. 2 ’ s .. - , -
- The diagrams-on the follewing two pages depict, schematically "
. et . ; , P
' . the Diffugion Model outlined abcve. L
- . " . LAY B
S : While egch of the stages of the lefu51on Model described above
- ' .
“a o, - . i
. . are important if our understanding of the forces influencing interna-
¢ . ! . . ~
. . ‘ Y. " . .t
' tional trade floWs is"to be improved, some of the stages warrant much «°
o qléser examlhation than others, Because evcnts at the éarly stagés of |,
L . : : \ : -
\ ' . a product 8 1ife may critically shape the trade patterns of- subsequent - ’
, ‘o .
pgﬂidds, fQF example, it makes sense td focus initially onithe earlier
) ' ’ , a® . . ‘ :
' stages of the diffusion process. If, for instance, iteis found ‘that . L

) . - ) i o | . co
s the  expérfiences of innovative resellers with a new product are consist®

X M . i p

Ve 4 & ‘ . . -
. .
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: . influence the sourcing activities of later adopters. For those new

ently,monitored by other‘fi;ms before'they make.the'decision to adopt,

one could expect the pattern of involvement of the early adopters to"

2

i J
products in which price becomes an important ‘influence on sales rela-" }

tively soon after their igtroduction, one might antieipate a’ subsequent
\.

®

H
intensified search by resellers for low cost foreign sources. _Con~ -

v ’ - =

versely, where price is relatively 1ess.important_one might expect a

F3

greater -emphasis on domestic sources of production in the interests of.

closer control over deliVeries and rapid communication. If 1arge .

L]

retailers should elect to bypass Canadian sources of a new product in

i

favou% of buying directly from a foreign producer, the Canadian manufac~-

turers themselves might.be‘expected to consider delaying or forgoing

‘domestic production and rather. importing foreign produced - goods forf}

resale themselves. . . . ‘ A '“‘ .

b 1

A related justification for focusing on the early stages of

the diffusion process is that the conditions existing during the lager

stages of a product s life are believed to be mot unlike the conditions

i

which characterize markets for commodity products for which existing

trade theory appears most<hdequate. —
L The "large retail institutions” referred to. in Stage I1I of the

diffusiah‘mndel indlude those high volume integrated retail firms )
* v 1
which typically operate out of a number of tg;ations and pepresent a

significant forcE?in terms of their relativ sales *volume in the market.

1 -

One of- the mote prominent examples oﬁ,such firms in the advanced
Western nations is the ma Jor departmeng'store chain. Clearly, the \. .

/ [ ]
-

nature and relative importance ofe these organizations ¥n the distri—

»

butfve structure of their reSpectiVe markets will exhihit a wide




v 1
_variation from one nation to another.
. ' L - ._ . ) !

; : R . o -
D @ . To iilustrate, during 1972, those firms classified by Statistics
- . & ) 4 . »

)

"Canada as department’ stores accoynted for 23% of total Canadian retail

sales of 511 goods, encludingufood products, automobiles and fuels F?
C ‘which tﬁe& typically do mot hfndlef _Further;ore, the¥ive largest of ;
the firms alone account for some 80% of; the total’for their‘category.(a)
At the other extremeT the distributive structure of countries such as

©

Austria, Italy, Spain, Portugal and Greece is fragmented to the extent

that a vast number of small independent firms account for thewmajority

(4)

ofgretail sales.' - large department stores arg conspicuous by their

absence in‘these'countries, a situation which tends to swing the bal-

ance of power in the distributive system much more‘towards the manu=<
. : L ‘ -4

facturers than is true in a nation 1iKe Canada or the U.S. .

' . - i 0

The Diffusion Model, . then, represents one attempt at improving

explanation and understading of tﬁﬂhfactors determining flows of:

manufactured goods'between countries through adopting ‘a micro demand
[ ]

- A orientation to‘international 'trade. 1In so dodng, it is submitted that
T a : - . ’ .
N . 2 : , . .
Co the spread and acceptance of new products to‘a market may be explained

" as a diffusion process in whkich, at different stages of-acceptance, '

‘ ™

-® difﬂerent individuals or institutions assume a role of major importance |
¢ e‘

. as importers; Trade flows in thia vieu.may in many cases be understood

»

by examining the significance, dature and rqle of the activities Pf

‘-
these institutions in’ the importing country. In particular, the -aggress-
' o - iveness of 1arge rétail institutions and the resuitant,jnfluence of

these firms on trade flows'has been singled out for, empirical exami-

N nation.
. ¥
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EX

,_).,.\:_._—-—-.-—.

THE DEVELOPMENT AND C ENT STRUCTURE OF CANADA'S -

/

DISTRIBITION SYSTEH

§ . -

Principal Trends in Canadian Distribution )

! - -

The dfStribution of those products destined for use by indivi-"
‘ - . ) : .
- dual consumers in Canada has und rgone & variety of significant '

changeM of wh;lgh have occugred within the past quarter ceﬁxtury.
. b

'

Much of the cchz‘mge which has_occurred has béen related’ to fundamental

' §

;> shifts in enfironmental conditions or tg/@ajor'technical advances.

°

{
structure was heavi%y influence

' 4
anadaﬁs economy was almost entirely -

‘Prior to the First War,

dependent on agriculture, the exploitation of natural -resources and on

'pr’imary‘manufacture’ of raw materials. 'Bhe nation 5 d.’(stributio-n

by a lack of specialization which

. {
time Much of the population still

. . ] - N
characteri;ed the economy.of th

lived fn small communities which were to a large extent self-sufficient.

. . \
As a pesult, retailing and whol saling f'irms tended also ‘to" be pec-

’ > s

ialized, handling-a variety of oods. They were numerous and g nerally

4

olume of sales.made. - . .

‘.

A .
_speaking -small in ‘terms of the

a@phe Twentieth century b

e

ouéht two fundamental ‘cheﬁge&which :

-

together were to have a profo' influence on Canada's distributive -
. -

system. The first was the rapid increase in manufactﬁring-specialization

¢

(l)Much of the his,torical material in ¢this chapter 1. based Qne’ lﬁ
very cSmplete "Summary Vi ‘of Retailing in Canadg" 1in"Moyef, W.S.
“ and” Snyder, G., JFrends 1 Canadian Marketing, Dominion Bureau of
. Statistics, Ottawa, 17’, pp. .55-199,

L
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as production was transferred to largér cené%alized factories. The .

1

“second and related change-involved a growing migisfion of Canada s

population toward the major urban centers. While the increased manu~
. LouY [

facturing specialization was partially manifesﬁed‘tﬁrough a marked’

. N
increase in the imporé%nce to the distribytive function of merchan-
dising interpediaries such-as retailers and wholesalefs, the inereased 4

population concentration made possible greater retail specialization .

and the development of larger distributive firms. -

¢

L)
As Canada 8 eoonomy continued to mature, prosperity was

increasingly in evidence. Increased prosperity in turn\led to‘increased

N \"

consumer spending and in particular, spending on.a full Tange of new e

L]

consnmErﬁdurables. The automobile turned o@gito ‘be by far the most -

important of these; its existence was to change distribution to a

»
”

greatermeu!ent than had any other single development to date. first,
L :
it gave birth to an entirqiy new class of products whith could not be *

efficiently handled through‘existing institutions. In add#tion to the

[

dealers who actually. sold motor vehicles, the automobile gavelpirth‘to

-~ -

gasoline and service'stations,.repair garages and'wholesalers special-
'izing in automobile parts. With the appearanqg of the au[qnobile in a

ion of consu-
.

iner spending was ‘channeled into:.a completeiy new class of merchandise.

2

v ‘ ) '> ' -
- time of growing prosperity, a large and incrgasing propor
. . - ' v - T

However, the 1nfluence.o§ithe automobile on Canada's distri-

. : ‘ . Y : L

- 1 [ . ° . . . ) -
bution structure was 'to have more far-reaching effects. For one thing
I RV ' _— e . .. - o
it vastly improved the mobility of consumers, and'enabled them to cover

much. éreater distances An lesgs time. Now rural and urban fringe

’

dyellers could easily reach urban centers'where selectipn tended to be
q-.

greater than in the smaller rural stores they had been forced to patron—
’ »

3 ’ . s - - ,
i~ . c .t o - .
) .
' ' - “ ’
. , ) . ,




- the distributive system
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N
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_. ’!_'b..‘.~
B
-
.
. .
»

.traffic, the automobile could be'credited for yet another change in »

a ~
. .

- ~

ize before. As congestion in the urban eenters grew with increased

-
-
»

- @&

The*1950's saw the appearance of sﬁlbping centers which were-

charadterized by ample parking facilities and a.variety of retail

»

outlets sin clése proximity. The shopping center concept was to provide
-

consumers with suburign one—stop shopping convenience and a variety

o

°which approached’that of urban centers. More’recently still, many of

k]

the large urban centers have undertak::—;§f£}¢§ redéVelopment programs T
. ! T % RIS e
to provide improved traffic flow and pdrking chilitiep*x These.reéev )

{ B rat ’
velopment schemes may well reverse, or a;u&é&étkslow down, the tregd

for anm increasing proportion of. retail sales to be made in suburban

shopping centers. . T * i ST

‘ AR 2 . :
There remain two developments, both whiéh have swept ioto” -

{

prominepce as inﬁiuences\gnvthe gé&?dian distriygtion system durigg
the past decade., First, franchising, although in existence for some

time, has spread“rapidly from its traditional bas& in aut%mobile dealer~ -

LY

shiés and service sta@ions. Second, thé’concept of a retailer offering

a2 minimum of services with prices correspondinglv set to yield low
T ) T o ‘ '*hv
margins has led to the appearance pf-discount operations whicH have

made inroads into traditional retailing patterns. .
»

To put thé'changes in Canada's distribution structure In perspec—'
O
tive, it is useful to examin the growth in magnitude of the distrid

3.

<

. bution,function. Retail sal in current dollars dsopped from $2, 549, .

"

697, 000 in 1926.to a low of $ 772 927, 000(2) i» 1933 before climbing

.almost unintefrupted to. $30 6 137 Q00(3) in 1971. The'corresponding

rise in wholesalé saLes of conpumer products was from,approximgsglj*$ffgs~q




)

billion™ 1n 1930 to $8,561,650,000 in 196907 . ‘ o

(S ’\ .
The Developméﬁi of New Distributive Institutlons

Changes in Canadian retailing have been miach more visible to

-

consumers than have the’ corrtsponding thanges in wholesaling " The
. P
composition of retail selling in terpa Qf the mix bf types~df outlets

has-changed”ensrmously during the 26th century. . : \ ]

PR

a
Before 1900 various forms of the general store held a prominent

place in the nation's retail structure;.'however;aas early as the 1880's

[ - -
AN 5 - 'Y

'full fledged department stores made their appearance largely as a result

v
a

-of the growing-acceptance by consumerg@oi a one price system} With the -

e ow
o

’ maJor department stores came mail order offices and by 1930 department .
stores including their mail ofder opesations had captured nearly 132(6)
7

'of tbtal retail sales, a share which surpassed that' of the previously

A Y

v ".‘

dominant ge eral sﬁpre

I ' '
, The period after 1930 was to bring more changes in the mix of

retail'outlets; largely due to.the influencerf the automobile. Perhaps
13 * “' W7y /"k PN ’ ' ) i .' )
the most outstanding example is the rise in retail share held by auto-

- “ L

1 nwbile dealers and service- stations which rose respectively from 9.1%

and 2.4%7 1n 193087 ¢ 16. l%'and 8.8% by 1971(8’. The same period saw
me. .

a continuing decline in the share held by general sto;es and general

” (9 (10)
merchandise stores which together fell from 10 27 in 1930 to 5.1%

PO

in 1971.‘ Department stores also experienced a sharp decline after their

’ spectacular advances of the pre—depression period. In 1957 their share

(11)

of retail sales had ﬁallen to a low of 8. 32 ,a figure which it did

r

ot substantially xceed until the‘late 1960'3. One type of outlef ‘"

.

1
’

e a

- which bdnefited notably f'rom the decline in gensral stores wss' RN .

-
¢ .
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3

dess than 15% in 1930( 2) to 23.6% by 19.;

L ] .
™~

grocery and combination store wHich increa’sed its market share from
(13)

In additfon to major changes' innthe mix of retail institutions,

e A

the form of organizanion‘dfrrétail firms has also experienced a major %

-

evolution. Prior to the first world war, independent stores held an

Atself undergone a fundax:?l transitiomn.

s

pressure to bear on independent retailers and led many of them to seek y

undisputed'position of predominance. However, byethe 920'3 the cor-y '/
b

'

porate chain had entéreg Qxberiod*of rapid growth in Canada. In 1926,

corporate chain stores had already accounted for nearly 72(14) of total ‘ -
& . ‘

retail sales, a share which' by 1971 was to climb dramatically reaching

\

3822, C T ' ‘ - .

4 N .
While most of the groqg? in.corporate chain market share over

lndeed, ﬁindependence"ﬂvitn

-.»

hments is a mater of degree since it .
~ ‘ B hd
embraces both a financial and a functional dimension. If one is to i &

reference to retail esta

* . C Y

independent retailers toward

.-

grasp the significance of the movement

f

interdependence, one must look ‘beyong” the surface isgue of financial

independence to the functional,qnest n. Those firms which are class-
L

ified as financially independentOhave managed over the past 40 years/

to maintain -a share of total retail sales An tﬁe:neighbourhood of 70%
" PN

i

and have constantly accounted for moy e than/§3/ of all retail out-

lets(16>. However, a growth in“franchising activity coupled with the i

¥ 4
development of- voluntary chains had cut the retail ‘share held by truly a
independent firms within this.gross category to about 302(17) in 1967

The rise of corporate, chains in é!hada after 1920 brought significant -~

i .
N
c . N

..........

cooperative arrangements of various types with manufacturers or Whole- e —

. & L
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* ‘salers in order to protect their positions. As these firms maintained

their financial independence the extent of their interdependence was

partially obscured. s

L

Changing Size of Camadian Distributive Firms

-

.Ohe of the more noteworthy trends in Canadian distribution «

[

during the twentieth century has blen the continual and appreciable

~ ‘
-

increase in the size of outlets. Whiie<§Zz distributionnstructure in

terms of 'size of outlet may be described pyramidal in ghape today

)
-

] -
ag it was in 1930, the pyramid has moved up sharply. Where some 84.57

of Canadian retail stores had Mual sales below $30,660 and less than

(18)

. o
3% -above §100,000 in"1930 the corresponding percentages were 33.67%

and 27.82(19) in 1966. It has been suggested that the increased size

LY retail outlets in Canada may be largely a result of both an increase

’ L
, ”
_in the potential market available to the average store and an. increase

in the volume of sales an individual outlet can generate from a given

amount of space over a given period of time. Of perhaps gfeafer sign-

- i{ficance than thé statistics on the number of outlets in the various

.

size categories are the shares of retail trade held by firms in thé

various size categories. - In 1930 more than-31% of total retail sales *

. L .
were.made by firms’with annual sales below‘$30,000 while 297 were madeu
(20)

by firms of over $200,000 annual sales . By 1966 these pefcentagés

had changed respecfivgly to 347 and 67.32(21). 155%ummary then, where

4

. only about 250 Canadian retail stores had, annual sales in excess of

~ .

‘SSOO,OOO(ZZ) in 1930 bY\&QéGMthere were more than 7,156 such Stores(ZB).

At the other end bf‘the s{zg‘speétrum the number of stores with annual
(24) (25)

~

sales less than $10,000 had dropped from pver 70,000 to 15,530




4

Canada's Distribution Structure in the 1970's

The salient features of the structure of Canada's distributive .

‘system in 1970 may perhaps best be summarized by identifying the major

types of retail estabf&shments and examining their relative importance.
As Canada entered the 1970's, department stores had once again

negun to claim an increasing share of total retail sales with 10.4% of

(26)

the total in 1971 as compared.to 8.4% 1in 1960(272. Much of this

b Tor

‘ revitalization, however, may be explained by the appearance and rapid‘

growth in the '60's,pf‘dis§5hnt department stores which by 1969 had

r

. i
‘ . . o
. . .
R . . )
.

giabbed off some 2.37 of total retail'sales(zs). \\\‘
N .
Corporate chains had reached unprecedented heights by the end
of 1971 in terms of share of total retail sales. Their tqté} ehare of

38.27% included some 12.8% of toté.l retail sales reptesented by *the food
' (29)

chains alone Undoubtedly the explosion in shopping center devel-.

opments has enabled corporate ghains to achieve such. a benetration since
. 3 »

they have been referred tenants by most shopping center developers

relative to i

accounted for 48.32(30)

ependent stores. As evidence, in 1969 chain stores

of total retail sales in shopping éenteta yet

their share’of total Canadian*retail sales was 25.6%(31). The corre-

‘ (32)

sponding 'shares. for independent stores in 1969 were 19.9% and 64,57

respectively( 3). T . . ,
[ ]

éerhaps”the greatest uncertainties in Canada's distribution

strueture in 1970 were associated with the érdup of so-called independent

'Qtores. Tﬁe r;pia gﬁowth in the 1960's’pf‘franchising and of c00perative

f chains where thembers ¥@tained their financial 1ndebehdence"had completely

changed the nature of the operations of a gfeat many 1ndependent stores.

Now these firms had access to the Nery resources and advantages of bulk




¥

purchasing ‘which had previously distinguished them from theif most oA

A - L4

» serious competitors, ﬂ‘: corporate chains, In‘effect, the group of

tindependent stores appear to a large extent to have maintained thetd

share of total retail sales by relinquishing some of their operational

’ &
independence. , ,

.(.

*

B The nature and extent to which' these independent stores ‘rely . ,
on other firms 1is largely determingd by the type of association into

which thej‘enter. Some independents enter into franchise agreements

"with manufacturers whose lines they carry. In such cases the retailer

maintains his independence ffém other retailers but accepts support, .
advice, direc;ion and control from the mangfacturer. Other independents - A}
band'togetheg\in volﬁntary relationships in order to gain economies‘pf f
large scale buying. In taese cases Fhé ;etailers engering %nto voluntary

association must operate within thé framework of policies and procedures .

o =
P

. . -
laid down by the organization which binds them together. By 1967 nearly

(]

25% of so-called inﬂependedt retail outlets were allied to some extent r*

with major suppliers. As evidence of their relative power, these out-'

~

lats accounted for more ‘than 50% of total independent store retail

(34) /

- sales . A 4 A
‘ 'Y - .
While projecting Canada's distributive structure into the, future

i

is tenuous at best, certain recent developments at least make it

plausible for omne to make reasonable estimates of the more likely areas

Q
»

-of change. ‘ |
With reference to the category of department stofeé, there are

strong indications that the recent rise in retail markFt share accounted

for by this ngUp‘Wlli be*perpeeﬁated~iﬁwthewxmmediate future as_ dis— e

-

count departm stores continue their rapid expansion programs and
P P

A

-
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e e pccount for Aan ever-increasing ‘share of total rétail sales. While ' (

P
some gf their increased share will undoubtedly comg at thg expense of
traditipnal full service department sfores, the inroads made into the

4 . \ » »
shares of other chain and independent stores should bé even greater. .

\ . » . ? » .
\\ . o The §hare of retail.sales,eccounted for by non-food -corporate
, N 3 ~
chains has reached a plateau in the past few yearsifollowing a slight

: 3

N rise during the 1950's. However;. just as corporate chains have bene-

.

. - .
fitted from preferential treatment by shopping cenger developérs 4

relative to indapendents, it is likely they will benefitain'a\ﬁigilar'f
tay as E;nada’s major uroen centers head into najor downtown redevel~
4 . . .

C -

-'dpment projbcts. If such proves to the case, théx one might
anticipate’a slight increase in shar

bof retail sales goidg to non—- * .

’

. food corporate chains in this decade. .t

. v

I

The evidence for continued change within the categqry “of

Al

j\ ‘independent storesmmay be the most clear of all.” While the retail ’

‘share controlled by all independent stores'may well slip in total o
- - during the l§70's, the prpportion of thepe sales accruing/to truly

.independent stores is almost certain to contihue its decline. Fran—

5, '

chising is becoming a force to reckonowith not iny in the field of

e

prepared foods distribution but increasingly in other areas as well.:

The indications afe strong that those financially independent retailers

Q.

- who have entered into any one of several types. of franchig!ng .agreements

will continue to make inroads into the share of retail sales held by

Y

. - truly independent firms.

‘ ‘At a more general lével there is no .obvious reason to expect

" a reversal in the significa@k‘fgpnds to larger’retail outlets and feor
. N . . f b
an ever;inéreasigg ptoportidn of retall .sales to be made in the largest

4 ° ¢ E
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outlets. In fact, the extensfve Jowntown redevelopment programs
" underway in many-of Canada s urban c€ntars’ should, if anything, tend
. 3 - : \
. * * » N\ . ) .
to stimulate the trend towatd larger outlets. It has been shown that
) .

in Canada those retail outlets located in core areas of urban centers

1 9

¥y . tend to be significantly larger than their ’Lral or urﬁan fringé area \

- -

counterparts(35?. Hence, a revif‘hization of urban downtown areas,

.ingofar as it once again attracts‘shoppers to the core area,‘may

,

accg¢lerate the growth of large volume outlets at the expense of small

-
- N
* N

units. - - :

; \
.

*  Canada's Department Stores
' »
. As the primary focus of this study Involves Canada!s major
- B ‘o - N 4

) " department Etdtes, it will perhaps be worthwhile to examine this type ,

[~

. ' . [ - .
.of organization in somewhat greater detail in terms of its-different-

. ) - ’ -, ’ s
( “.iating characteristics, its relative position infthe.econdnm)and its
] f A . LY
evdlution as a major gyement in Canada s distribution structure.

"r?/'

" The departpgent store as we know it today is the product of an
evolution which began id*the nineteenth century. Its origins lie with - ///
N . =/ v : * ’\ . o . B
. \\ those more enterprising. proprietors of traditional gemeral stores who

L '-. ot
¢ foresaw a merchandising opportunity and gradually added new groupé of
. l. " - 0 -
' L
products to their existing merchandise assortments together with a
‘ ' ’ M L4 \\\‘1 " ,'\
range of supporting services. As early as the 1880's, Canada had, at

s

least on a small scale; full fledged debartment stores which aiready
. . . M [ 4
4

Y were issuing mail order catalogues. Mail order offices followed about
i 1916 by which time the foundations had been set for the large and

powerful department stores which began to appear after the First World

3war . , hd . E4
. J :

1] il
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/ Department’ stores enjpyed a healthy growth during the first °
. .quaf;er of this century ard by 1930 they accounted for nearly 13% of .-
Canada's retail tréFg; Grbwth was pa!ticdlarly'marked in the three’ ,
3 Ty . .
largest department store organizations, the T. Eatdn Company, the -
[ - L 4
'Roberi Simpson Company and the Huqson's Bay Company;nwhich alone
; represented 80% of all department store sales(36). , . »
& .
»
'fg- In discussing the characteristic features of department stores
M d “"“ - A
. in Canada it is perhaps useful to start with a definition. In the 1961
Census of Retail Establishments, department stores were défiged by ) j}
h . - -
P D.B.S. as: 4 <
. : ) ' ' ° 5 b
: "Retail establishments carrying a geperal line of’ .
e I, appatel such as suits, coats, dresses and furnishimgs; - _ 5
p Piece goods; house furnishings such as -furniture,® loor .
o coverings, curtgins, draperies, linens, and/or major
. “household appliancés, and housewares such as tible and
. kitchen appliances, dishes and utensils. Mese angd
other merchandise Iines are arranged in separate sections
. . or departmegts with the accounting on & departmentalized
basis. The departments and functions are integrated
under a single management." . ‘ -

It has been-suggested by'one writer that "the, department store

LS

is primarily a 'service institution' with a wide variety of customer

services for all purposes and appealing to all income grodps"(37).

r

While the merchandising policies ‘D?Givi q'ual firms ;rary considerably,

they do have in common a cqnsidera e range of customer servicgs which

set them apart from other wide line retailers. The more common of these(r. ~

’
»

services include the extension of c:editn delivery services, parking’

facilitieé, lay-away plans, telephone'and mail order servicés, liberal

@ 4 «

retqfh privilggés,'guaranteés and gift wrapping sér@ices. Thus, the

- -”

s ~ . range of services themselves, quite apart from the merchandise assort-

. y . ” )
ments typically handled by the department store, sgrves to distinguish

. t
’ . .ot

-
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e T 8

it from,other retail outlets and enhance its attractiveness to Potential

Al

% consumers. *

L) ‘ .
of cours:?\EEZXQBk(?ﬁnée of merchandise handled by department
1 stores and the depth of thesé merchandise assortments répresents the - »

primary strength 6f these institutions. The \bove defi&%tioﬁ outlines

’ ~
°

éhe.minimhm in merchandise categories required for a firm to &Lalify'
under the D.B.S, classification.of department stores. However, the

mefchandise assortments handled by many Canadian department stores

. 1 . . : g
s include a host of items not refefred to in the definition. With the

-~
b )

. * appreciable rise in consumption of productq{and services such as auto-

o * ’ ) 2
ﬁbhiles, automotive parts and accessories, motor fuels, automotive

LA . . _ = v
s repairs and building materials which traditionally had fallen outside

T o ! ¢ . .
" . . the domain of the department store these firms have come under pressure.
’ ¢ v a v l
One important factor bend .the sharp decline in department store share

- : 4
of retail sales between 1930 and the mid 1960's has been the inability
s . (2 -

.or unwillingness of théée establishments to adjustfto the changing mix

{ of commoditfes.

" -

Department stores are also distinguigshed by some of their" 4
operating chafactetisfigs. Not’only is merchandise classified into
different departmenfa in the typlcal department store but\ accounting and

cdntrol aye also carried out on a departmental basis, o R
‘'The growth of Canadian departﬁent stores following 1930 has been °
/ \ ’
“ . heavily influenced by certain developments in the economy. We have

already seen that départment-stores‘have failed to expand their merchan-~

[y

. * dise lines rapidly enough into‘faster‘grqwing areas, with the result

that their share of total retail sales declined until the m#d 1960's.

In 1957 the department store share had reécﬁed a low of 8.32(38).but

V]

/
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) .
had recovered to 10.4%Z in 1971(39) Aargely on the strength of discoumt.-

t - - . R
department store performance. -If one is to exclude from total sales .

e ' .t -_
those products which’'department stores do not normally sell, the decline

*

‘in department stdore share while somewhat less, is still,significant: )

St . The suggestiou is that department stores have not oply lost share by

not expanding their merchandise assﬁrtments into the fast growing areas,
<
J
but they have lost groumd to other forms of outle:f even in those areas

which have been their traditional strongholds. , —_
. " In addition to the decreasing proportion of the C:niiffn con-

sumers dollar being alllocated to traditional department store merchan-

» dise,iines,'there are two qthé? trends which have influenced the
department store}s relative importance in Canada's distributive

' structure. ' : ‘ ‘ o . :
. \ v '
~ Firet, as traffic congestion worsened in urban centers‘and

+

. simultaneously as rising prosperity resulted in an exodus to suburban

o . g‘
residential developments, shoppers were increasingly loath to make the

‘w
effort to Qisit downtown stores. The large humbe; of shopping center-
\‘ﬁ7 developments which grew out of this movement to suburbia had important
implications forAnepartmen;‘stbres. If they did nnf respond by opening
branches in at least some of the new shonping center deyelopmente, they
stood to lose an even greater pgrtion ofxfheir already diminishing re-
tail shdre, 'On the other hand, the tfpical shopping center called for
a much bgaller scale of,depertment store operation than’in the 1arée
downeown urban stores, a fact which called for t%e.development of new
‘ ‘ operating and metrchandising dkills. §ome of f%i'department etores were

' N .
quick to react to the growth in shopping centers and have‘opened many

branches during the past two decades. Other depar;nent stores have not

" B




,,?:ééﬁohged‘b§,gpening branches in the shopping centers, or have been

9

_“late in doing so, with the result that department stores have just been

*»

i eble.id hold»their own in terms of share‘ef total retail'sales.- It is

of some relevance to note that the proportf&n of total Canadian depart~

. e .

: ment store sales made»in shopping centers has climbed sharply during the

-

1960's to 38.5% in 1969 from 8.37 iy 1960440, . . L
- . The second ;%end, that'of an increasing tendency for manufac-

" turers to preretail their products has created serious problems for the

.

‘_'ttaditiogei.aepa}tment stores whpse ability to marget products has

,ﬁreviqueiy offered them an advantage in the sale of some items.. How-

eier,'és'manufacfﬁiers,ihcreasingly_ﬁefform the selling function

-

. themselveé“ebnéumefe:ﬁﬁve_becgme'more indifferent as to where they

- .. pgrchesé‘such ﬁroducts; In féct, as they have learned more about prod-

-~

ucts witﬂbut having te rely on tﬁe knowledge and judgment of a qualified

retail salemand,honsumers have been able® to ‘seek out ‘the product in
,:' ontlets which offér minima%“ervice and lower prices than the tradi—
’ . ~ ws
N tional department stores,” whose overheads require higher g?oge margins.

4 -*

One of the‘develdpmegts which has updoubtedly been nurtured by the

[ . N - . I
growing movement to preretailing has been the appearance -and flourishing
/ ¢

in recént years of discount department stores. These operations, which

were virtually non-existent before 1960 had b& 1968 capfured 22.27% of

total retail sales made by the category of departme e.stoges and 2.1%

ively(411. . -

. In response t¢ the‘iﬁhreasing-efforts of manufacturers to
, f _ , . ] ,

preretail many of their prodgets, some of the department stores have
p .

intensified their movement into private.branding activities. In so




doing;'théy hope to offer the consumer better value (i.e., quality .

~.. v 7

comparable to that of the manuféq s brands but at lower pricesz‘ﬁ

" with fhe objective of recapturifg some of the loyalty which has

recently been efoded. E

R

¢
A final consideration with respect to departmehnt store oper-
ations in quada involves the unusually high degree of concent’!tian ‘
'relative to that in_other nations. ' As pointed out earliet, in 1929

the three largest department store organizations alone accounted for -

'80% 'of all department store sales. By 1961 this proportion had

déclined marginally to 70% and in 1972 it was 60%. If we laook at the

five largest department stores, their share of ﬁoial retail sales for

L

the category amounted to 80% in 1972(42).

L3 .
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each of the products studied: - 4 S

1. The date of original introduction into the -Canadian
market.

-

2. The date of original offering for sale by each of the.
_retail and wholesale firms. surveyed through the quest-
! ionnaire.
: .

3. Indentification n of the t types of distributive” tngti=—- s 7
. tutions offering the product “for sabi’ﬁ#ﬁb%"ﬁb ‘their '
. being adopted by the majqr department store chains.

———— P

- 4. Sources of information concerning new product ideas
i used -by various distributive institutions in Canada
. —— —and the nature of the decision processes of these
firms which preceded their adoption of the new

produce. R - N
.

5. The mature of -interactions between the ‘major depart-—-
ment store chains and gheir foreign ‘suppliers which
led_to the importation of the product.

- . ~

T@s bulk of this information was secured by means of the quest-
ionnaire which appears in Appendix C. The‘;uestionnaire was sent t;q
a sample of about 360 retail and wholesale firms throughout Canada .
which wewe selected according to the following procedure.

First, using the 1966 Census of Retailers a;xd Wholesal‘er:s i:n ’
Carada éoméiied by the Dominion Bureau of Statistics, those categories

of'firms;handligg the specific products selectedfor study—inthis

"dissertation were isolatéd. Within each of these categories a simple

’

random “sample was drawn from the D.B.S. 1266 Census enumeration lists.
‘This ligt of firms was thecked using 1970 ciiy dire;tofies and telephone
dir;ctorie; to eiimiﬁéte those which had Aisappegred between 1966 and -
'1970. Questionnaires weré'then‘sent to the,appro#imately 360 firms
remaining. . -

R . .
In ofder to test unambiguously the relationships hypothegized

4

. earlier, certain of the terms used had to be clearly defined. The




83

total department store unit-sales of each specifiig product'gepresentéd

by‘imports will exceed the comparable average proportion of imports

¥ -

. \ .- L
for the product sold by all other retail institutions.

.
i

Hypothesis II

-
s 4

With reference to. relative order of institutional adoption:

¢

a) majJ% department stores will tend not to be the first firms in

¥ Canada to adopt a new product .
»

b) of the several types of merchandising institutions which.do adopt
B *

a new product, the major deparimeqt stores will be among the f

A \

earlier—adopters.

-

LY

Hypothesis 1II b .

.6 - .
. The adoption pattern of new consumer products in the Canadian -

market will tend to exhibit the following general chagacteristics:
a) the period-ending with adoption of a new product by the last of

the major Canadian department stores will be followed by a period“

of significantly moré>rapid growth in total Canadian unit sales

b) _from the time of a'doption by the first 7ofv the myor Canadian

. b
department stores, the retafl market share (in units) accounted .

b

éor by these firms will first rise to a peak anﬁ‘subsequently A '

decline. S :
a - . _— ~ - [ . -

These hypothesized felationsﬁips are reptesented geometrically

in the diagrams on the following pages. . /

o

In conjunction with the empirical examination of these forqgl

hypothese, a check was made to defEfminé the extent to which the five
- RY;
major Canadian department store chains tended to behave similarly with

respect to the .time of adoption of. the products being studied. While

»~

{,"f’




~
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subtle differences {E'Strategy bepweén these merchandising giants were -
- ~/ .

to be expected, it was import@nt to note any serious deviation on the ‘
P P

part of any of these firms from the characteristic pattern of fﬁe’bulk“ .
. - * .
_of'the ofﬂers. Consequently, the variance in adoption dates'within

’ .

) . . . o ) ° .
the group of five major %artment store chains was’ compared to the

»

variance within a large saﬁple of other types of distributive ‘insti-

-
>

tutions to determine if the former variance was significanfly less.

; . . - .
a P’

'RESEARCH DESIGN -

\

The rdbearch reported below was divided iptoptwo basic parts,
G .
- ?

‘. ~ o L4 . .
one of a primarily duantitative nature and the other with a morechuali—
- B * ’ . ) Al . -

n

tative orientation. * £ L .

PART 1 o - ] ! -
The firs;'pér; of fhe research invﬁlvedZthe'accumulatioh of
empirical evﬁdenéé over time concerning the nature and extent of &

involvement of the five large Canadian deparfment store chains with
. » N - :

' Ve A
. va selected group of relatively new consumer products in comparison to

“that. of other typés of distributive institutioné in Canada. The stat- -
e ¢ ' ..
istical data gathered in this phase of the research was broken into

two categories, one involving each of the five major Canadian depaft-

ment store chains, ééa the’éther fnvolving the total Canadian market.

s [ ] -
A For each ﬁtoduct selected fpr empirical examination the p

¥

-

. following information was 22ijﬁ::ated:’ v
. . . ‘ .
© s, Total annual unit szfes in the Canadianimsrket from

& 7 2

- time of the product's introduction until the end of 1972.

2. Total annual unit sales made by each of the major ‘
department store firms from the time Hfotlie product's .
introduction until the enéd~ 972.

24 f -

'P)
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t . »

Canadian market from the time of the pPoduct's intro- o
duction un;il the end of 1972. Py 4 Lt
4. *Total annual unit sales of imported versions made by ‘ )
g each of the major department store firms from the tite 4
of the product's introduction until the end of 1972.
. ’ & . ,
5. 'The date of original offering for 8ale of the product - >
by each of the major department gtores.

3. Total annual unit sales of imported ve;sions in the

¢

All of the information on . annual unit sales and imports of _ .
i N A )

o
.the major department stopes was thalnable only directly from records

'pf the ihdividual companies and‘required a major effort on the part of

]

. 2,
these firms to put together. The five large Canadian department store C e
o - ]
chains were selected as the main source of unit sales data because ‘ -
they were the most prominent examples of powerful,‘broad-based
distributive institutions in Canada.” Within the Dominion Bureau of ) R
Statistics classification of department stores, five firms stand out °
> . : f . .
) . X - ] o '
as dominating the market# They are: : i °
.‘- ’ The T. Eaton‘Comﬁany . v
. Simpson-Sears Limited ° o :
( C The Hudson'g Bay Company o
- The Robert .Simpson Company
: _Woodwards Stores Limited” ‘= S
.S a ‘
These firms comprise ajerivately—oﬁned Canadian firm (T Eaton — ’ .
S SIS S
“Co7), two publigq;;ﬁZld Canadian firms (The Robert Simpson Coé%any and ‘ :
Woodward s ﬁtores Limited), one U.K. controlled firm (The Hud&on's Bay )
/Company) .and one flrm with ovmership divided between Canaga and the 2 i\

United States (Simpson—Sears Limited).

‘ Ad
. In view of the high degree of concentration among Canadian

department stores, it was ‘decided to solicit the ccoperation of all five

]

of these firns in providing the lnforma;ion required.

~ . @ ‘
The accumulation of annual urit sales and import data for the

»

=
=]
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. 4 ‘ A )
total Canadian market was someWwhat more complex as it involved tappifg

o "a

a variety qfkipformation sources. Among these sources were D.B.S,,
published statistics and special stgd%es, published and unpublished
statistick of the Department of Industpy, Trade and Com@érce, U.S. De-

partment of Commerce export statistics, export statistics of various

, fo. the Canadian market.

’ -~ The Hoover Company Limited

\.’ . ‘ .
other foreign nationg, statistics of certain Canadian Trade associatfons,

several Ca fdian and foreign trade publications, and personal interviews
.with senior officials of a number of Canadian manufacturing and distri-
- N ' »

butiwe firms and Trade Organizations. The latter source of information
i 1) . . -

k] . . - - .
in fact proved to be.most valuable.in providing information on the

- critical early pé¥iod iﬁmediately following each product's introduction

L]
hY . ]
, ‘ | .
The following firms and organizations participated generously

-

in'providiné informatiqn important to this sépdy:

-

G.S.W. Limited
Canadian Appliance Manufacturers Association
Market Data Division, Department of Industry, Trade and

o,
Ty . . " -
. .

Much of the difficulty encountered in the gathefing of national

3

. [
annual unitl!sales and import statistics for new consumer products was
s i e .

relatied .to the fact that until an individual product attains a rea-
5 . .
sonable volume of sales in the Canadiap‘market,_ﬁa defined by D.B.S.,

v

L]

. N Commerce
. Bell and Howell Canada Limited .
R Canadian Photographic Trade Association . .
~ reau - * B
= ROCTATTImtesd T o s e "
. - ., Head Ski Company, Canadian Division .
wt ° Philips Electronics “Industries
] Retail Council of Canada
’ . Canadian Kodak Limited
” Interphoto Corporation of Canada Limited ,
o Sunbeam Corporation (Canada) Limited c .
Canadian General Electric Company Limited
. Electronic Industries Association of Canada . o«



is_relatively small, it was found to.be impossible to rely om D.B.S.

information pertaining to it is not available separately since the
product is jlumped in with other similar types of goods in all published

data. - Because this study focuses on the peridd immediately following

a p;oduct's introduction to the Canadian market when its sales volume ]

statistics gxclusively._‘Unfortunately,:ﬁhilg,there are also limitatibns

in the quality of the annual unit sales and import data secured from

the remaining sources, no other more satisfactory options were available.

’

PART 1Y

In theﬂsecond.part of the research, an attempt was made. to gain - .
some insight concerning the stratequ'décision processes of wvarious
types of distributive institutions in Can#da vith respect té:adoption
of the particular cons;mer products selected for examination in this <
dissertation. It was aqticipated.that the results of this largely
qualitative phase of the research would enhance qhe impact o% fhosé'

findings of the first and more quantitative phase. More specifically,

e
it was hoped, that knowledge of the scdurces of information used by those -

s
in djfferent types of fitms cbagéeafﬁifﬁ“ﬁikiﬁz_aéftsivﬁg

7 penea ara 2oty vy

1 T \
products would offer an improved understanding of the influences on the

developing pattern of acceptance in the Canadian market of the various

i~

products being studied.

Ll

The empirical 33ta gathered in this phase of }he research was

‘provided through the medium of a mail questionnaire to 4 probability

-

sample of retailers and wholesalers across Canada and tﬁrough a series -

of personal interviews with several firms.

» In this phase the following information was accumulated for
)3 .

o




each of the products studied: - S

1. The date of original introduction into the ‘Canadian
market.

2. The date of original offering for sale by each of the.
_retail and wholesale firms surveyed through the quest-
ionnaire. )
. > o,

. tutions offering the product “for sal@?ﬁiﬁ%f“ﬁu ‘their
. being adopted by the major department store chains.

[ — R PURS Y

4. Sources of ihformation ‘concerning new product ideas
used -by variouS'distributive institutions in Canada
T —““audtthE“nature*of the decision processes of these
firms which preceded their adoption of the new
proquce, ' - N

-

5. The mature.of .interactions ‘between the ‘major depart—- -
ment store chains and their foreign ‘suppliers which
led to the importation of the product.
The bulk of this information was secured by means of the quest-
»
= -
ionnaire which appears in Appendix C. The questionnaire was sent to
a sample of about 360 retail and wholesale firms throughout Canada .
which wese selected according to the following procedure; :
First, using the 1966 Census of Retailers and Wholesalers in ’

G
Canada compiled by the Dominion Bureau of Statistics, those categories

3. Indentification of the t tj%es of  distributive insti=—-- e e

6f'firms§hand1iqg the specific products selectedfor study—4in—this

"dissertation were isolatdd. Within each of these categories a simple

rd

random vsample was drawn from the D.B.S. 1266 Census enumeration lists.
‘This 1list of firms wyas cthecked using 1970 city direetoties and telephone
directorie; to eiimiﬁéte those which had aisappesred between 1966 and -
‘1970. Questionnaires were<then‘sent to the,approiimately 360 firms
remaining. , -

“ . ,
In of'der to test unanbiguously the relationships hypothesized

earlier, cettain of the terms used had to be clearly defined. The




96

s

specific measures employe§.in testing the various hypothesized rela~

N

tionships are discussed in Appendix D. .The means by which the indivi-
» L] ’ N .

+ dual products’examined in the research were selected appear below.
2z

SELECTION OF PRODUCTS FOR EMPIRICAL EXAMINATION @

»

T '““OHE*Uf—the—desirable“charactenigtics of any theory ig, that it .°

~apply under ‘® sufficient variety of circumstances so as to be of value

in fhe sense of 1ts practicalutility to decision makers. In recog-
AY . . N T o
. pdtion of the’desirability of maintaining a reasonable scope, an attempt

. ° . «
was made to test, the previously hypothesized relationships in the con-

text of a variety of corsumer products.

> bes

It was decided to focus on the category of non-food consumer

products for the purposes of thig dissertation partly because a constant

* flow of innovation is in evidence in,this category of products, partly
g 1 o ! .
' because Eraaaéin such products represents an increasing proportion of

-~

total Wgrld trade, partly because trade in these productg is in,maqy

respects more attractive to the exporting nation than is trade if

natural resources or non-manufactured goods, and partly because the

"pattern of influenees—on-trade flows for this category of products is

.
e e

xts

perhaps most complex. -« ) S

Since the category of iSh-food consumer goods itself represents

" an enormous range of products of widely varying characteristics, it was
decided to confine the empirical tests to nine specific products with

differing charaéter}stics in an effort to expose the hypothesized
N e :
relationships to as broad a variety of product types as possible.

-

In selecting the specific products to be considered for detailed

, ' examination, the views of individuals representing retailing, ‘manufac-
i ! ‘ ' . %

-

~ '




* opinion were among the most noteworthy to appear in the Canadian market

\
A
-]
1

~

turing and the Department of Industry, Trade and Commerce were soli- ‘
cited in order to minimize thelpossibilify of constructingia sample
biased in favour of the hypotheses. Each individual was requested to

_1ist sevéral of the non-food consumer product innovations which in thelir

.
i3

-®

withinﬁfhe past two decades. A major ctfferion in the narrowing of

these preliminary lists of innovations to-a final selection of pr&ducts

was thg availability of information on unit sales. Many innovations;

papticularly in‘tbg very significant cateébry of wearing apparel, had

to be exclided because ‘of the virtual impossibility of ob%aining rele-

vant data. The problems of isclating and”ﬂefiningfspeciftC“iqnovations

in the apparel field also ruled out such producis. After honliderabié

deliberation, the following products were chosen from the list Of

possibiflities for examination in the propose& research: i i

B - v

)

Product Category i Product .
Major kitchen appliances Domestic Dishwasﬁers b )
* Twin-tub washers
' HJ;e enterta$nment Eroducts Console stereo record players »
Colour telévision
Small appliances ' caron Cﬁ&ﬁﬁﬁmné recorders ‘ ;__
Beauty aids Electric hair J;yersr(ﬂard shell)
‘Photographid equipment Sﬁper 8 movie cameras N
Sﬁorting goods ‘ Metal skis
4 Home.furnis?in;s | Needle punched‘éarpeting \ ) g,,

' : ' ' . /
It is perhaps noteworthy that of these nine products, -seven
were originally commercialized in the Unitgd States, one in the United

Kingdom, and one in Holland. Although data was accumulated from fhe
¢ ’ - Y.




*

major departmental chains and through the mailiqhestionnaire for all
nine products, it subsequently proved impossible to secure meaningful
data on natibnal unit saleg of needle punched “carpeting. Consequ'ently,, )

this 'item was deleted from the list leaving eight consumer products for

detailed examination in the following chapters.

-
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CHAPTER VI 4 : L

- HOUSEHOLD ELE?TRIE DISH&ASHING MACHINES-

0 e
: Perhaps as a function of its revolutionary newness in terms

s,

of the use for which it was designed, the household electric dishwashipg

machine has exhibited 4 pattern of market developmentuquite distinct

from fhat of the other products examined in this study. Nevertheless,
[} N .

from the time of its introduction to ‘the Caradian market, the pattern
l -
of adoption of the household dishwashing machine has been almost

identical to that which the-"Diffusion Model" would predict.

‘One striking feature of the development of the household

dishwashing market in Canada has been the length of time during whiich
) ‘o

the product has’ remained in the “idtroductory .phase of its life cycle

¢,‘

in comparison to other new housebold appliances.~ Although electrie

- dishwashing machines would even today be described as "nevw’' by many

[ v e )

- 4
- «®
[ 4
hd 3

.‘L.
potential consumers, they have, - in‘fact, been offered for sale in Canada ?J

» >

for ~wore than three decades. o : : . R

_The fire; household electri! dishwashing machines were developed

\ 7

»

by aFU S. firm and offered'for sale in that country as ea"Iy as 1925.
< R ]
It 4is believed that the first units were made available to Canadian

consumérs by 1939, although the earliest known attempt by the Caéhdian

[ 4

subsidiary of a U.S. manufacturer to market the product. in Canada came
. ] D . ’

in 1946. 1In spite of its early introduction to the Cana ' marget,
it was not until the 1950'¢’ that household electri¢ dishwashers really
progressed beyond the stage of being a "curiosity” to consumers n

3 e

Canada. All units sold in Canada during the early Years were imPogted

s
- -
-

’.0/‘
- .
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' fiom the United States either'by-Canadian apbgidiaries of ﬁ.S.'manu;

L ® - E - -
¢ facturers or by hodsehold appliance~distribntors. Saies and importe
remained negligible, climbing to only 1,330. units in 1952 Xhe first .
!

year for‘rhich recorded statistics are available on Canadian imports

i}
©

" of the.product. During the following year, one Canadian subsidiary

“of a U.S. firm reportedly began to assemble units from component parts
: ' ) o , » .
imported from the U.S. although the volume of umits produced -in the

Canadian plant remained nominal until 1959. Othef subsidiaries of o

- Amerigan producers of dianaahers continued)tocimport completed‘nnita
ﬁ"..:,.ﬁroh their U.S. parents untilathe early 1960'3 ¢ ‘
, 1 AL -01;65961 the Canadian Government'took steps to slow what by then |
' ”. - was a rising tide in"householdrdishwashing machine imports into Canada.

- During that year: hozaeiéld electric dishwashing machines were first .

classified for custonms purposes as !'made’ in Canada" which resulted in a

sharp increase in import tariff from 7%2 to 22%1.' The effect of this . T

2

. action, as might be expected, was fotlead several other subsidiaries of

- - b a

.
L&Y .

Amerfcan broducers of dishwashers to undertake production in Canada. At
| .

- this time "production consisted largely of aasembling units from com-

entwpaxxsuimuﬂxﬁgd_from the U.S. parent. It71s onIy*gfnce—tﬁetiatter;m—~§d&=—

half of the 1960's that Canadian production has begun to approach an in- "
’ n’\ . - r B N
tegrated precess with an associated decling& iniforeign prodiced component -
? ‘ ‘, N - ; '
content. 2 ‘ ’ -

¢ @

y . . Total annual Canadian sales of household dishwashing machines had . f_

climbed slowly to 18, 128 dhits by 1962, thereafter increasing sharply to

.\.,_.,‘
3

124,600 units in 1972;1 (See Table 1). Gfowth in Canadian imports before -

1970, while steady, occurred at sgmuch slower pace, with the result that ey

as a percentage of total Canadian sales, imports dropped from over 9QZ in
' -

~
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1960 to less than 30% in 1968 and 1969. During the first three years

3f’éﬁé‘19§6}§;xbgdever, imports have increased sharply both in abﬁblute

/ o A
¢ terms and as a pqrcengxye of‘tdtal Canadian sales. (See Table 1)

/ ’

A uniqﬁe ?nd important feature of the market for household .

»
‘

dishwashing machiﬁes has been the major evolution which has occurred in
product design‘;ince the tifie the originaivunits entered Canada. 'Tdday .
there are théee distinct basicgtypes of dishwashing machines offered i;
‘Canada: the undercounter or built in, ;he top-loading portable and

the front-loading porFable. Most firms now offer each of thege types

in a variety of model; and colours. While the fundamental task per-

P ,

' formed by all three basic types of dishwashers is identical, major

shifts have nevertheless occurred in the relative volume of sales R N
‘accounted” for by each type of machine. Between 1968 and 1972 portable .
top loaders declined in impdrténce from 46.6% of the total market to e

11.5% while portable front load models.increased their market share

during the same period from 15.8% to 51.0%. Built in mogels accounted

for the same market share in both 1968 and .1972. More recently, the

. ,

appearance and proliferation of the use of colours in dishwashing’

machines, YR N 1 MY o (1) ol T V-3 R 1300 - Lo TuT-T I 0¥ £ T Tulel I ) B by [op ot =20 ) iy

factor in the marketing of the prgduct. And finally, ta further

~
-

complicate the picture, manufacturers have tapped still other, avenues

of product differentiation with’the addition of certain features to the

basic dishwashing unit itself such as the woaden chopping surface
whi&h has become: commonplace on many- portable models. All this is to
. ®

suggest that the household electric dishwashing machine, which only"

recently has bégun to enjoy wid; acceptance among Canadian consumers,-

repfeqenfs an enormous improvement over the first units imported from .




!

A final feature of ghe dishwashing market in Canada which

the U.S. more than 30 years ago.

vﬁears mention involves the, channels of distribution for the product.
In addition to being sold” through traditional retail outlets, a
substantial number of units gs;directlxctqvbuildergwggr_;psggllégrpn__
in‘new homes or apartments. In recent years, more than 15% of dish-
washing ma:hines sold inugansda have gone through such buiiders.

An examination of the developing pattern of acceptance of

- ) P 3 14
household dishwashing machines in the Canadian market from the pg

yields additional insights The experience of Canada's jor department

store chains with the product has been varied. One firm actually
P

reports having offered electric dishwashing machines for sale as early

as 1946 although the results of its early éxperiment were described by

- L4 ]
one“;iecutive as "unsuccessful”. . The same firm, in fact, repdrted that
its total volume of dishwashef sales remained negligibLe until the

-y

_ early 1960's and even in 1969 its total unit volume in the product

amounted to less than five percent of the total accounted for by the

o g

five major Canadian department store chalns alonie.
"A second lsrge4de;srtment store chain began to sell i@ported
household electric dishwashers. in 1951 fdllowed within‘a year hy a-

third. Both these firms indicated that the original units which they .

offered for sale were sourced thgough Canadian-based distributors or

agents .for the products df the U.S. manufacturers The fourth major

. departmental chain bought a smdll number of United States produced"
- I . 3 b

"

units through a Canadian. importer in .1954 but hy the folhowgng_year

was sourcing direct to another. Amekican producer. At the other end of-
“ L ,
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-
X

the adoption spectrum, the latest reported date of first offering for

sale of dishwashers by a major Canadian depirtment store chain was

early 1961 In contrast to the practice of the other large department
stores, this firm bypassed Canadian distributors and agents in favour
of importing directly from a U.S. manufacturer and, in fact, as of 1972 ,

- continued to import-all but 5% of its units direct.

Reports of unit sales'of‘household dishwashing mathines prov;ded
r by the five 1argi Canadian department store chains revealed a gradual
increase until the miazle years of 1960 at which time the rate of growth
accelerated‘noticeably (See Table 1 and Chart 1). As suggested by -
" the third major hypothesis addressed in this study, the share of total
Canadian unit sales of household dishwashingvmachines acc0unted for by

the five large department stores’ climbed from 13.6% in 1961, the year»f

-in which the last of these firms‘h&opted the product, to a high of 36.17%

X . + in 1971. The rate of increase in market share aifounted for by t
' .jor departmental chains dropped ;ff.after 1970'and‘iﬁ‘f§72xghs,££fféms-*’p )
‘ centage ?gtually fell to 34.0%. In additien, it is to be noted that it
was during 1963 tgat total Canadian unit salestof dishweshing machines

began the sharp upward climb which has continued—into—the-1970 s with

. the single exception of the year 1970 which marked a minor recession
]

in the Canadian economy as a whole. 1In terms of sales, then, dish-

Pal

washers do" appear to fit the pattern hypothesized - in the "Diffusion
Model" as sales growth entered its steepest phase within two years after
the last major department .store chain adopted the product. Furthermore,
as sales of dishwashers entered the rapid growth period, department
stores were seen to have captured a rapidly increasing share of.the

total market, but as rapid growth continued, the rate of increase in

-

/ c
’
s
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share dropped off and finally“the share itself declined reflecting

the increasing participation of other types of retail outlets in sales

of 4£he product.

P

Turning to import activities, tﬂe results with respect to the’
-.‘ - ¢

major department store chainsare even more enlightening. We Have seen

that total Canadian imports of dome;;ic electric dishwashing u%chines
~ : !

climbed steadily up to l96plat whiéh time they dipped sharply, reflec-

4

ting the increased duty levied during 1961. By 1965 total unit importé‘
» e . .

b

had again surpassed their 1960 level and with the exception of t*% year

1968, have continned to rise ever since (see Table 1)1, As a percentage

s .
of total Canadian sales, however, imports dropped in almost every year

up to 1970 dipping below 30% in 1968 and 1969. Since "then imports have
- s } , . ‘
risen sharply to 48.9%Z in 1972.’ In sharp contrast, the import pro-
/ ' 27 S
portion of unit safes through the five large department store chains as
‘ h

.,a group has: not only been larger than the proportion for the nation as__
"a whole in every year since,Cé@adianﬂproduction Began in earnest, but
in recent years has risem to the h{ghest level since Canadian production_

began. - During 1970, sales of imported household diéhwashing machines

through these five fIfﬁE‘represented“95*9% of—their—tet&l~sa1esﬁof_‘i\ R

T T et eyt L —
CHCMRMLS IR Gk vhe L s S A L YA R ok A RBAL 4 e T Fe marmaag o s

‘ dishwashers.. Two of the firms still imported 100% of their units from

U.S.Jproduce?in ~l972. _The proportion of total Canadian imports of .

household dishwashers accounted forxgy these five' firms alone climbed

in every yeaf’to a peak of 95.7Z in 1970. (See Tableil) Conversely,
if we éxamine anit sales of imports for all Canadian retailers excluding-
K <

these five major department store chains, we find that the total volume

i “u

has flpuctuated irregularly since Canadian prtuction began, with the

& * - figure for 1970 being the lowest of any preceding -year. Predictebly,

| _ —
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therefore, the percentage of unit sales through these remaining outlets‘ e

represented by imports declined steadily to a low of 2. 3% in 1970 “before
Ty climbing back to 27.8% in 1672, Thus, hypqchesie 1 of disproportionate

import 1pvolvement of major departméht stores is firmly upheld in the

t . ‘ . . : e 'y
N case of househdld electril dishwashing machines., K -
s o 4 , . ) ¢
The results of the sample survey of Canadian retailers also -

a

offer strong suppbrt to the hypotheses in the case of dishwashers and,
- in'additiou; provide a compreh%nsive ehronological pfeture of the invo-

a ]

lveofnt‘of various tipes of d}stribuéive insgitutions»with thie product.

+

0f the 106 completed questlonnaires received 54 .firms reported tﬁét

they currently stocked electrie dishwashing machines, they had in the ‘

past or they intended to in the future. Of these 54 firms, 41 indica-
’

o [N

fad

ted yhe specific time at which they first offered dishwashers for sale.
. {

The,dietfibution of reported adoption daees was as“follows: )

(1) Five firms, all independent specialty appliance
retailers and all located in major Canadian urban
centers rgported offerinp dishwashers for sale before-
1951 whichcwas the first year that a gpajor department
store chainm repoztéﬂ seriously offerlng Ehe product
for sale.

¢

i D

: 2) " Twenty—one firms reportedly offered dishwashing
machines for sale for the first time after the last
of the major dgpartment store chains accepted the
product (i.e., after early 1961) )

- - (3) The remqining fifteen firms reported first offering

. . dishwashing machines for sale betwden 1951 .and 1961 °

' and most were in the second half of the 1950's

quthe thirteen firms which did not report a gpeeific date of
i L4
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- >

Thus, the results-of tlle sample survey ﬁith-xespeht to dish-
..'\ B -

washing machines support the idea that, yhile major department stores

were not first to offer the product for sale in Canada, they did so
. L ¢
gérly relative to the bulkgcf other types of retail firms. It is also .
# noteworthy that serious production of dishwashers in Canada did not

occur until after all tﬁe'major‘department store chains had begun to'

o

offer the product for sale. This obsérvation also tends to suppott

the "Diffusion Model™. - ,

A
[ - .

In summaryg the case of the &omestic electric dishwashing <
~ . - -machine in every instance appears to confirm the hypotheses outlined '
? earlier. It is a classic representation of the early phases of the
. "Diffusion Model". . o ’
8
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SOURCES OF STATISTICAL\INFORMATION

(1) Derived from company production data and imports in the ear1§
years and from data provided by the Canadian Appliance
Manufacfurers Association in subsequent years.
(2) Derived from United States Department of Commerce FT 410 until
1963 and DBS 65-007 since then. » :

- (3) Accugulated from confidential records of the individual major
Canadian department store chains.
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. C\ CHAPTER VII

3 TWIN-TUB WASHING MACHINES

*
»

- The twin-tﬂb washer is a product of particular interest to

2 M

this study because it had its commercial origin not in the U.S. but
rather in Europe, in response to needs peculiar to the European market.

It is perhaps not difficult to envisage that such a product would be

conceived in a nation characterized by family dwellings in which excess

space is non-existent. Unlike most North American homes, a typical
dwelling in Europe ‘does not have a basement in which to place laundry
appliances. Consequently, as more and more families were able té M ford
don{estic laundry equipment but did not have“.e space to éc:commodate a
large North American style washer/dryer set, the development in such a

1)

setting of a compact and portable unit incorporating a small automatic

-washer and spin dryer was not surprising.

. The acceptance of the twin-tub in the Canadian market came about

’

" in response to a somewhat different set of need conditions. Its major
appeal in this country was to apartmenu/ggellers who also were facgg

with a shortage of space but, more important, were'obliged to share

communal laundry facilities, often located in a distant part of the

building and which normally were available only on scheduled occasions.
L]

The addition of a twin~tub unit in the apartment itself enabled the

-

occupant to process small loads of laundry frequently. In‘addition,'

[

the original twin~tub washers featured a much shorter wash cycle time .

than traditional wringer type machines .which made them attractive to

112
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consumers dinterested in minimizing time spent doing laundry. A parti-

cularly illuminating fact concerning thg spread in acceptance of thinf
tubs to other markets is that not only was thel product. originally

commercialized outside the U.S. market, but it had been successfiully

., . R .
introduced to other markets such as Canada before even being offered
N o o

to consumers ip the U.S. *

The original developmenf of the twin-tub concept has been

- ‘
credited to the large multinational Dutch based firm, Philips in the . .

early 1950's. However, the first successful comﬁércialization of the
- M ' »
twin-tub was engineered by Hoover in Great Britain about 1935. Twin-

Y

tubs were intrbducézkiE;Zhe Canadian market by the Canadian subsidiary
of Hoover in September of 1964 and the firm enjoyed a virtual monopoly
in the Canadian twin-tub market until 1967.

From the time that Hoover introduced twin-tubs to Canada, the

_firm has sold directly to retail dealers rather than employing the

Y -

. . L 4
servicesiga distributors. Interestingly, and in contradition to what

the "Diffusion Model" would predict, the first two retail outlets to

“
’

offer twin—tubg for sale in Canada wére major departmental chains

o~ r

although their "success with the product ar the outset was limited.
Immediately thereafter, Hoover began a program of offering twin-tubs to
selected dealers thgpughout Canada.

A peculiarity of the early development of the tﬁin-tub rcarket

-

in Canada was that until 1967, product accepfante in the major nmetro-

4
-

politan centres lagged relative: to that of smaller population centres.
Nevertheléss, the products growth rate between 1965 and 1970 was without
precedent in the Canadian appliance iIndustry with arnual sales reaching

a high of over 137,000 units in 1969. The following year sales dropped

“
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dramatically and although there was a recovery in 1971, unit salés
to date'have not regained their 1969 high. (See Table 2 ;nd Chart 2)

When Hoover introduced the twin-tub‘to the Canadian marﬁkt, -
they imported complete kits from the U.K. and assembled units In Eh{{;
Canadian plant. Within two years, however, th;\firm ha&hincr;asgd \

Canadian content of their twin-tub to the point that production of the

]
product was a highly integrated operation. A second Canadian based )

subsidiary of a foreign firm began easing inté production of twin-tubs

. _ N . - ~
in a similar manner during 1969. By 1971 what had begun as an assembly

¥

' . - L d
operation using British produced components &aa approaching 50% o-°

7

Canadian content. -

- "

-

Other Britiéh producers-began exporting completed units te

‘ “distributors in Canada during 1967 but with limitéd succeéss until

-

arrangements were made during 1967 with Canadian manufacturing firfs

@ .
having established marketing depqrfhents to assume the task of marketing
. . . ‘

British produced twin-tubs in Canada. 1967 also marked [the appearance

o

of Japanese produced twin-tubs in Canada. These units Were sold through
. . §

distributors in Canada and by 1971 the number of imports of Japanese

-

produced units had surpassed that of units coming from the U.K. Unit

¥

1mporq§ of twin-tubs from the U.K. and Japan jumped shagply to 38,849

units in 1968'with.16,972 of Japanese origin. With the
the year 1970, tﬁe iarge increase in imports continued }Pto 9{}
(reaching 82,175 units'of which 26,154 came from the Y.K. and 55,944 -
from Japan). 1970, however, saw a substantial drop in the number of
twin-tubs imported as well as in the number of uniﬁé produced in Canada.

" The decline was described by one industry official as the result of a

ve}y poot first half in 1970 due to unfavourable economic conditions.

1
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Nevertheless, although a strong revival occurred during 1971 in both -

-~

imports and sales, by 1972 it was clear that the unprecedented growth
R .

record of the twin-tub market in Canada was over. The percentage of.

total Canadian unit twin-tub sa}qs'represenfed by imported units which

had risen sharply in 1968 and 1969.and then dipped slightly during 1970

jumped dramatically again during'1911 as at legst one major Canadian
producer began to ' phase out of.domesfig produétiﬁn.
. ' .
One feature of thg.tdin-tqb itself bears mention in this
discussion s%pce it has undoubtediy influegceé the parket development

to some extent. The washing machine assembly. 'in the first twin-tub

units was of an impeller driven type in whic¢h the swirling action was .
provided by jets of water sprayed from a rotating impeller. This
principle has been maintained 19 the units of one major Suﬁplier and

in virtually all the Japanese units. however; in 1967 a new'type of

[

" washing system, employing an agitator of the type common to a wringer
washer-was introduced in an otherwise similar twin-tub unit. _Althouéh

this agitator type twin-tub was able to command-a greater than 30%
. L}
retail pniﬁf premium over the impeller type unit, it had nevertheless

by the end of 1970 gained more than a one third share of “the tgtal
Canadian twin-tub market.and was increasing.

By 1970 other types of miniature portable laundry systems were

being developed and sold in the U.S. market. These ﬁrgducts were quite

different in design to the typical twin-tub, yet'wqxe developed to

satisfy a similar need. "while 6nekindustry official commented as late’

i

/] .
as 1971 that these new systems did not represent a threat to the twin-
tub market in Canada because they required special electrical wiring,

by the following yéar it was obvious that the future success of the

A

*
»
- -

L -
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. . twin-tub would be powerfully influenged by the performance of such
systems. In 1972, 12,000 compaét automatic washing machines and 22,000

compact electric dryers were sold in Canada and industry forecasts were
. : . ’

v

calling for & doubling of washe;ﬂgales and a 50%Z increase in dryer sales

within two years. In its 1973 Major Appliances Industry Conference

r

Report the Canadian Appliarce Manufacturers Association (C.A.M.A.)
commented that sales in Canada of twin-tub washers would be increasingly
displaced by sales of compact automatic washers.

Thé distribution of twin-tubs in the Canadian market has been p

handled alﬁoit‘entirely th;ough conventional outléfs. "Unlike the

\ situatign for other household applignces inc1ﬁﬁtﬁg“autnmatic;washets~——~——;—f

and dryers- in which builders account for a substantial proportion of

salesy very few twin-tubs pass through this channel of distributien.

The experience of Canada's major department store chains with
twinlkubs is unique among the products studied yet tends to offer
support to the central propositions of the "Diffusion Model'. As out-
linedvearlier, two of these firms offgr;d,the product for sale in |

¢ September of 1964 before any other Canadian retailers. Tée first units
sold hy these firms were obtained from a Canaglian~based affiliate of a
large British ptroducer. A third department store chain began to offer
twin-tubs for sale in 1965 with its source of supply being the éame as
that of th; oLher departmental chains. Then, in mid 1966, a foq}th
major departmeni storelgdopted twin-tubs, also sourcing its original
‘units<through the sole Canadian supplier. However, in the following

- /A\\\

year, this firm ‘elected to bypass éanadian sources of twinjﬁdﬁs in -

favour of bringing in a number of the units directly from a British
’ L

produder. Suﬁéequeﬁtly, the firm reverted to sourcing through a’

o - ' '
- N AJ
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Canadian intexmediary largely because of éervicing‘prbblems associated

with the product. The last-reported first offering for sale of twin-

tubs by a major Canadian department store chain came in the Spring of

[z

1968. This firm bought originally from importers of both British and

Japanese units and has continued to import all the units it sells.

The pattern of growth in combined unit sales 6f twin-tubs

through the major depattment store chains in comparison to total growth

. e

in the Canadian market is in marked contrast to the case for domestic

electric dishwashers, partly because of the tremendous growth in twin-

-

tub sales which occurred very soon after the  product was introduced and
= . .

-

partly because two major departmental chains adoptedmiﬁ;#§ggﬁzzz before

ft was availabié‘to other £anadian retailers. Tﬁé product, in effect,
had already progressed well into its’so;called "growth stage'" in the
Canadian market before the last major départment store chain even
offerdd it for sale. From the year in which the twin—tuﬁ was” intr¥oduced

to Canadian consumers, the mhjor department store share of total "

%

Canadian twin-tub sales actually declined up to 1967. The drop in

\ | Ty
share was interrupted, however, in 1968 when department store sales
jumped sharply upwards, reflecting. the entr& into the market of the

Vd - v

last of the major chains. Sincell967 the major department store share

has climbed steadily. (See Table 2)

.

The import experience of major Canadian department stores

[ . ! -, .
relative to other distributive institutions is consistent with what the
N . P

. P4
“Diffusion Model” would predict. While Canadian-produced units were

avallable from the outsety the major department stores were relétivaly

quick to adopt foreign sources of supply and have tg the present day

.

continued to import a large proportion ofythe twin-tubs they sell.

-

;"M ﬂ
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P .
During each year, they have imported a much larger, proportion of their

requirements than ggve all other types of firms.
The resgltéhof the sample survey with respect to twin-tubs adds

suppart to the hypotheses of the "Diffusion Model". ‘fty-five of the
firms returning usable questionnaires reported either that they cur; : .
rently stockgs twin-tub washers or intended to in the future. Of Ehe
55, some 41 indicated the specific period of time during which they
first offered twin-tubs for sale. The distribution of these times

» féllows: .

| “ﬂlj Contrary to‘ﬁﬁ;t the.'Diffusion Model"” would predict,

"~ the first retail 3Institutions to offer—twim—tubs for —
sale in Canada were two major departmental chains’.

(2) Twenty firms indicated they first offered twin-tubs

for sale only after the period during which the las€

* major departmeny store did so, or that they had not
yet done so. If the relatively late adoption of this
last departmental chain is taken ingp consideration,
there are a total .of twenty-nine of the firms repor;ing §
which adopted twin-tubs after all the other major

, department store chains'. h

(3) Only ten firms adopted twin-tubs during the period
September 1964 to June 1966 which spanned the first
sale offering of all the major departmental chains
with the one exception.

(4) Of the 14 remaining firms which did not report a
specific time at which they first offered twin-tubs
for sale, nine indicated eitlyer that they adopted
the product only after it had demonstrated a general

. - market acceptability or that they adopted the product
” after they knew it to have been offered for sale by
major departmental chains.

N In summary, the results of the sample survey reveal that more

. than two-thirds of the fifty-five firms rgpofting on twin-tubs offered

. the product for sale subsequent to its having been available in %11 but

P . !

one of the major department store chains.

.

‘'The case of the'twin—tub washer offdrs mixed supporteto the -

o




B

Y

119

central propositions of the "Diffusion Model”. 1In this case, cont;agy .
o - * “
to Hypothesis II (a), ft has been found that. two major departmental

chains were attually the first distribu%ive institutions in Cénada to

t ~

" offer twin-tub washers for sale. ﬁowever,'adéption of the product by

all major departmenfsi chains did precéﬁe¢that of ‘the bulk of firms

~ 3 .
surveyed as part (b) °£ Hypoth%sis I1 wqyld‘predict.v Becond, it has

been confirmed that the period of most rapid growth in unit sales of

o3 . -

twin-tubs in the Canadian market began shortly after the product had
» D R s

PO

been adopted by a}l but one of the major departmental chains. The y
proportion of total unit sales accounted for\by the major departmenfal
, i

§ -

chains has continted to rise to the present d;§_EaiiBwi£§'a&bﬁliédwﬁi
- \ ..
~

. the last majorcdepggtmental chain in 1968. This continuai‘iﬁcreaée in

A

market share has occurred, in spite of the fact that totél Canadian

~

sales have never regained their peak of 1969 and -now show signs of .-

étabili;ing_as other miniature laundryﬂsystems become an increasing

sfactor in the markét. And finally, consistent with Hypothesis I,

the propoftion of depaf%men(&store sales of twin-tubg represented By
-- ’ <Y

) - N . ] ! s - . [}
imported unifs has been seen to exceed by a wide margin the proportion

for all other’types of distributive institutions. o

S

o]
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SOYRCES OF STATISTICAL INFORMATION

Derived from confidential company records before 1968 and from
data provided by the Canadian Appliance Manufacturers
Assoclation in subsequent years.

Derived from DBS 65—007 and information provided by+the Canadian .
Appliance Manufacturers Association.

Accumulaéed_from confidential records of the five individual
‘major Canadian departmental chains.
&/(




CHAPTER VIII

COLOR TELEVSION ,

The case of color television provides a most interesting con-

firmation of the "Diffusion Model". The introduction and subsequent
¥ s " . N .
spread in ageeptance of this product in the Canadian market has followed

-

a clearly.discerhible pattern in which different types of institutions

have been important participants at different stages of its acceptance.

/ 4 -

Color televisiod has a ynique origin in that a systematic

planned program of research by a U.S. leader in cohsumer electronics
¢ - ) ‘ - ‘

with a élearly defined objective precedéd'the~innovation of this

e .

-

iy :
product.’ The basic problem surrounding the develmeent of color tele-

L

vision was one of developing & picture tube which would brovide satis-

factory quality énd performance at reasonable cost and would not lead
e - - 1

to exorbitant costs in chassis design and construction. Herein lay

®

the inndvgtion associated with color television;-since the skills of
chassjs des}gn and cabinetry were not unlike those required in tﬁe
construction of black and white television. The color tube designed

4

by RCA in the U.S. set a standard for the industry and was incorporated

at least initiélly into most of the color television»sets produced in

'”Canada, ¢

b Cglor television sets were -being produced in the U.S.- as eq;lya

3

as 1953, the year in which the' Federal Communications Commission approved

the standards for color brbadcasting, although the first available o

-
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“records of any substantial production date from 1956 when 100,000 sets

were reportédly produced. When a substantial increase in the amount

of color pfogramming occurred in the fall of 1961 sales of color

;televisionAsets'}n the U.S. began to climb steepiy.

-
“
]

Color televisigﬂ’setq_were actually made available in Canada

by subsidiarieg of U.S. manufacturers as early as 1954. These first nd

units were offered for.sale through dealers handling the products of

the “importing subsidiéry. Sales in Canada remained nominal into the

1960'g, and it was not until 1962 that the first célor.sets were assem-
bled in Canada by RCA, uéing U.S. components. During that year total

, Céﬁadian sales of “color television sets were estimated aﬁ 1,10q;units.

In the following year some 750 ‘color sets were agsembled in Canadda
. ‘ ]

with an additional 1,800 imported from the U.S., and in 1964 the totals

o .
‘¢limbed to more than 1,500 and 3,672 units respectively. (See Table 3).

i N - . \'
At least two more firms in Canada began to produce color sets during

3\ \‘ 1964. . oo .

Although color television broadcasting did not take pla®e in

~

Canada before fall of 1966, mamy Canadian hqmés were able to receive-

j

color programs before that time from U.S. stations either directly or

‘via cable B.V. Consequently sales of Eflor sets in Canada exceeded
. . ) 5,000 units in‘196k and {gached 12,000 in 1965. When color bfoédcdSting
c?mmenced in Canada dufing 1966, sales rocketed to 100,000 units in that
_year and continued to grow Fapidiy reaching 817,716 u;ité in 1972. A
number of other* Canadjan subgédipries of U.S. companies began producing
coloer sets“in Canada during 1966, likely in recognition'of the‘zoi

tariff placed on imported units. The year 1966 was an important one

to the color television industry in Canada for yet anothér reasonm,

’
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for it was in that year that Canadiap producers first experienced

import competition from nations other than the U.S., notably Holland ,

and Japan.
Since 1965, importing of color sets into Canada has taken a

number of forms and been carried on by a variety of different organi-

zations. Fitrst, Canadian subsidiaries of U.S. manufacturers have

v

continued to import completed unigs from their)American parents largely
‘s to f111 out their lines with "top-of-the-line'" models not produced in

Canada. - In addition, however, they have recently begun to import

"low end" p;rtable units from Japan because of their inability to match

the very low costs of these Japanese units. A second type of importing

has been that resulting from the efforts of certain U.S. pfﬁducers to
. market a full line of éolor sets 1in Canada direct from their U.S. plants.
Although these firms do not havq.manufactﬁriqg subsidiaries in Canada,

. - 9
they have estabiished distribution facilities %hich have enabled them

' R R e

to carry out aggressive marketing programs in the Canadian marketﬁsﬂ .
. . ;“""‘ter.-ﬂnv -

Importe of coldr sets from Holland have been made by the Canadian co oo
subsidiary of a powerful consumer electronics cofporation headquartered

" 1in Holland and have tended -to be of higher priced units. ’ _— : ’

- * e 3

Imports of many of the Japanese sets, however, have been of a

quite different type. A large number of these units are kaown to hévé
} : -
been imported directly by Canadian retailers, notably the major depart-

ment store chains who, even as early as 1§66, elected to bypass Canadian

suhsidiaries and aistributérs in favor 6f sourcing directly qifh the
. . . o -

- ’

U Japanese producer to take advantage of substantiélly lower prices, Many

of these Japanese units were private brands built expressly for indiv- -

idual retail firms. Total imports of color sets inEO\canada climbed

-
1

4
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rapidly to‘312,265 units in 1972 ‘f‘whicﬁ 169,505 came from Japan. A

reduction of the import tariff to 15% during 1969 had undoubtedly

stimulated -the importation of low cost Japanese units in subsequent
years. During 1970 Japanese iﬁports had for the first time surpassed -

those from the U.S.

[3

= " An important feature of the color television market in Canada
pertains to the changing mix in sales and imports between types of units.
a [ .
Where the first unigs'offered for sale in Canada were 1afger console

models, in recent years table or portable modéls have assumed an

¢

increasing share of the market, sutpassiﬁg AOZ‘by 19¥90. 1In light of

this pronounced trend, it is significant that‘wﬁile most of the cdlor
!

sets imported from the U.S. in the immediate paét years have been of
’large console units, virtually all those coming from Japan have been

portable models. - _ . K '

N

In summary, it has been noted fhat,color television was

’orgginally.introducgd to the Canadian market by the Canadian subsidiary

7

of a large U.S.” consiumer electronics firm. .This firm imported, from

its U.S. parent, the first units it offered to its dealers but was also -

- L

first to initiate production of color sets in Canada. ' While several

-

other subsidiaries of U.S. companies and Canadian-owned firms subse-
qﬁently entered produc;ion in Canada, imports remained substantia%,
pérticularly in the growing portable aegmént of the market.

The experience of Canadafs‘major departmental chains with coior
television, while va{ied, nevertheless tends to support the central

propositions of the "Diffusion Model". The first major Canadian depart-

mental chain to offer color television for sale reports having dohe so-

as of November 1958. These original uni;s'were imported, being sourceq

/ - )




through a Canadian-based subsidiary whicﬁ brougﬁt/in units from its

U.S. parent. Subsequently, this firm also sold Canadian-produced

v

units, but in 1966 arrangements were made to import a substantial

>

number of color sets directly from a foreign manufacturer. These direct

£y

L1

" imports have accounted for an Increasing share of the firm's imports

& -
to the present day.

During 1964, three more major department store chains began to

>

offer color television ‘sets for sale, and although they all sourced ‘
4dnitially through Canadian subsidiaries of U.S. producers, in two cases
b ’
the units were imported, while in the other they were proquged in Rt
1 -

Canada. The last major department store chain to- offer color television
for salé did so early in 1965, sourcing directly with a U,S5. manufac-

turer. This firm has continued to deal difectly with manufacturers in

L4

both the U.S. and Japan for all its import requirements in favour of

going through Canadian subsidiaries and distributors. All the portable

. a 3

units sold by this firm have been imported directly from Japan.

Reports of: unit sales of color sets through the major depart-

mental chains indicate that sales through these outlets were:small
:unfil 1965, at which point they began to glimb sharply. Since 1966,
sales‘thréhgh major department stores have maintained their rapid "
growtﬁ rate, regching 128,744 units in 1972 (See Table 3). The pxo-
portion of total Camadian saléa of color sets accouﬁied fsr-by the five

ma jer department store chains rose from*'4.5% in 1962 }o 20.2Z in 1967;

théreafter declining steadily to 15.8% in 1972. .The decline in major

department store share of the color T.V. market which octurred subse-

quent to 1970 occurred while the growth in total Canadian unit sales

continued at an acqgleratéd pace. It is significant that the largest

.
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increase in méjor departmeht store share of g;tél sales came shortly
aftgr all these firms had adopted the product and during the early part
of the pefiod in which growth in total Canadian sales was most rapid.
Ogce.again, the part{Fibation of m;jor departmental fhains seems tér
have increased:éharply early in the period of most.ra?id'grqwt£ in the
total Canadian market and declined thereafter as an incfeasing number

K]

of oth ail institutions offered the product for sale.
Vs

The import involvement of major depaftment store chains does

not appé;r éo support the "Diffusion Mgdél" on the basis of aggregate
import data. Ho;ever, as pointed eut earlier in this chapter, the
.existence of three d{;tinctly different tfpes of import activity
involving color television sets has the effect of &isto;ting Ehe sign;-
ficance of aggregate import figures. Contrary.to what the "piffusion’
Model" would suggéét, the proportion of major department store unit
sales represented bz imported sets is lower in al% bu{ one year (1966)
.than the corre3ponding'peréentage for ;11 other types of distributive
outlets. However, if saleg and import; are separatéd 4nto portable
sets and comsole sets theréicturé is quite different. Major department
stores appear to be importing nearly all of the portable_color sets N
they sell and, moreover, mogt of them are soutéing these portable units
direct from manufacturers in Japan. In recent years, a much higher
proportion of the portable units sold in Canadg‘have‘beeﬁhimpprted from
‘Japan or the Unite& States than has been the case for console units
where fewer than 10X of the units sold have been imported. ‘furthetmore,

information provided by the major departmental chains indicated that in

excess of 757 of the portable units they sold were imported while the

pr%pdrtion for the nation as_a whole was below 50%. However, when it is
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. 4
noted that thewproportion of portable to total unit sales of color units
£ through the major departmental chairf® is much smaller than for the
nation as a whole, it becomes clear why the gr§s department store
" import percentage is smaller than the percentage for all other retailers
(/ N - .
'combined:\\ln the case of portable units the import percenfﬁ@e\gf the .
: . . ' '
major depaé%mental chains was substantially higher in each year than {
2
/
the percentage for all other retail institutions but for the larger
. console units the department store percentage woﬁlq be expected to be
smaller. - .
* o - s
Results of the sample survey for the case of color television
once again tend to confirm the participation of major department stores
As coming relatively early in comparison to the bulk of other types of
distributive institutions. A total of 75 firms reported either that
" they currently stocked color television sets or that they intended to
in the future. Of these firms, 58 indicated the specific time at which
they First offered color sets for sale. .The distribution of these times
’of‘fi:st offering are as follows: ‘

: - (1) Four fyrms, all Independent retailers sLecializing in
televigion and related products or appliances reported
offering color television sets for sale prior to late
1958, when the first major departmental chain in Canada
began gffering the product for sale. . P

(2) Thirty—ﬁi of the firms reported first offering color
television |for sale dnly after the time at which the
last major /department store chain adopted the product

. (i.e., afffer early 1965).

/ (3) Fifteen firm§ indicated they first offered color
. televisien for sdle between late, 1958 and early
1965 and five of these adoptions were in 1964.
/ ‘ (4) Of the remaining fifteen firmg which did not report

a specific time of first offering color television
for sale, nine ind%cated they had only done so either
after the product was available in department stores

: 'S

\




or after the produ%t had been offered for sale by
other firms and had demonstrated its acceptability,
in the market.’

\

Thus, thé sample survey indicates that nearly two-thirds of the

75 reporting firms added color television to their product assortment

S

?ley after it had been available in the major department stores-while
only four firms offered the product for sale before any of the major
. departmental chains.

Color television, although unique among’ the products studied in

terms of its market development, nevertheless appears to conform to the

pattern hypothesized by the Diffusion Model. The relatively low import

v

involvement of the major departmental chains in the xase of color tele;

3

vision is particularly surprising in view of the considerable initiative

known to have beep taken b;\these firms in importing directly from

¢ ’ H
.

foreign manufacturers.
4
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CASSETTE TAPE RECORDERS

The cassette type tape recording system is a relatively recent
+  ‘innovAtion and is unique among the products studied_in that it repre-
sents a maior modification of an existing simidar product, .the reel to

reel type tape recording system. As such, it experienced ‘competition-
. - ot
from other new tape recording systems almost from its inception and the
L

marketin§ strategy of the fiim which launched the cassette system has
- undoubtedly been 4 major influence on its subsequeht market development.

'The product is alsé'qf particular 1n£erest insofar as it was originally )
» N

s /-J | h ) C -‘e

developed outside the U.S, market.

Cassgtte type tape recorders were developed by Philips, a large

Dutch based multi-national electronics firm in the early 1960's. They

g’

had their world commercial premiere at the Berlin Radio Show of 1963.

At tﬁe time the cassette system-was introduced, the tape recording field-

s N :
was changing rapidly ‘and a number of promising innovations were appear<

~

/L?concurrent;y. In pa_rticular,' two types of -eartridge tape playing )

- systemst made their appearanceé at about the same time, namely the so-

called four track and eight track cartridge systems. While both these

- ' ]
. C
latter systems boasted superiar frequency response characteristicsnto

J—_— e [ ————— b ——

the cassefte‘system they sufferep the disadvantage that, éhey could

neither be used to record nor could tﬁey.be,rewound—-functions which

‘ﬂére readily%ﬁerformed by the cassette system. “..

.

In view of the copsiderable market uncert@inty ssurrounding the

" introduction of the cassette system, .Philips recognized that it was in

X .
\ . : ) .
.

-

. = 13y . -
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their interests to promote acceptance of the ¢assette system reéatdless

of whc might be manufacturing cassette recorders in order cO‘insure a )
1arge market in total. Rather than closely protecting their patent

rights on the cassette system, thereby assuring themselves of a largc

share of a small market, Philips elected to make the invention and

\

design available free of chérge to other manufacturers in order to
] ° 3

bogst the cassette systems chances of gaining a major portion of the

uncertain tape recording market. While'the company forfeited any .
licenéing revenues under such an agreemént‘ they did, nevertheless,
assure themselves of close control over manufacturing quality which has

. N v

prevented the entry of low quality versions ingo .the market. The net -
- : -7
effect of this marketing strategy has been the rapid appearance on the

market of low cost Japanese produced units of quality comparable to
& 1 . .
that of the units produced by Philips themselves. As early as 1969 more

than 907% of the’ cassette tape recorders .sold in Canada were of Japanese

origin, :
" 1S
The first cdssettg tape recorders were. introduced to the

Canadian market by the Philips subsidiary in the Fall of 1964. These
© 2 ' . .

first units reached the retailers thrcugh those Canadian distributors

M td

who handled the Philips line. In the following year, the first ship-

il

. - N .
ments of Japanese made cassette recorders arrived in Canada and since -

@

" that time Japanese iwports have ctrimbed sharpiy.—Importsof eassette—— - — .

tape recorders rose from 4, 547 units in 1964, the year in which cass-

- 4

ettés were introduced, to over 754,850 units in 1972 of which some 84%

-

ccﬁe froﬁ Japan. . (See T;ble 4). Sales may be considered to closely

reflect imports since as of 1972 no cassette recorders have been

produced in Canada.
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The involvement of the mazjor Canadian department stores with

cassette tape recorders has exhibited many of the characteristics of

-

,their involvement with color television. In both cases major depart-

péntal chains have demonstrated considerable initiative in sourcing
“a : y »

the units they sell directly through Japanese manufacturers rathes

than going through distributors based in Canada.
v !, ®

Two major departmental chains report having offered cassette

i

P

' tape recorders for sale in‘}964, the first year in which they were

available in Canada although sales in that year were reportedly nominal.

Ths_first units obtained by these firms were of Dutch origin and came

thrgugh a Canadian distributor. However, in 1968 one company began to

source a large proportion of their requirements directly with Japanese
manufacturers thereby bypassing Canadian based distributors. The

second firm also adopted the strategy of importing directly from -

"foreign praducers in 1969. A third departmental chain began to offer

cassette recorders for sale in 1966 with their original units coming

¢

from Japan via a Canadian importer. The fourth major department storec
a

- chain adopted the product in 1967. Their first units were obtained

through the Canadian sub?idiaty of Philips but in the following year

-

they too began to secure the majority of their requirements directly
from Japanese manufacturers: The last major departmantal ghain to offer

cassette recorders for sale did so early in 1968 While the first

units they obtained came from Japan via a Caﬂadian importer, thig firm

switched almost immediately to sourcing the vast majority of their

requirements directly with Japanese manufacturers.

A ]



)

- .

be'en phenomenai climbing sharply to over 100,000 units in 1969 in
comparison to fewer than 4,000 in,}967. (See Table 4)‘L It is.important
to note that the unit sales figure for the iajor departmental chains )
during the year 1969 were heavily weighted by the extraordinary repbrted
unit: sales performance of a single firm. This firms unit.sales, which
were already relatively high in 1968, réportedly increased by a factor
of five between 1968 and 1969 and then slipped‘by 73% of the 1969

'figure in the following year. Consequently, the debartment store data
for the year 1969 must be considered to be except;onal. When eompared
to total Canadian sales of cass€tte type tape recotders the proportién

. 3 . ’
of unit sales accounted for by the major departmental chains rose from

P

a low of 2.2% in 1965\;0 25% in 1969 This increase in share has been

since 1967 when the total cassette market had

’

just entered its period of rapid growth. As of 1972 the proportion

particularly noteworth

of total sales accounted for by major department stores had dropped
belay that of the preceding year although the rapid rate of growth in
the total Canadian market for cassette recorders showed no signs of'

slowing. The drop during 1972 ip share of the total market for cassette

- . N
recorders accounted for by the major departmental chains is consistent

with hypothesis III (b).
The hypothesis regarding the relative imp&rt involvement of

major department stores could not ba testdd as of 1972 since-all units - -
sold in Canada eontinued to. be imported.' Nevertheless, there is one
important feature of the import involvement of major departmental chains
which does bear comment. As pointed out earlier, virtually al‘he

major department stores obtained the first cassette tape sets they sold

from Canadian based distributors or agents who in turn had. imported from
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abroad. However, in at least four of the five cases for which data
we;e available, it was noted that the firmé verthuickly bypassed these
Canadian distributors and,iﬁﬁorted tﬁemselves direct from foreign
_manufacturers. 1In 1968, 31.2% of reported department store imports of
cassette recorders came direct from the foreign.manufacturer and in -
1972 the proportion climbed to 862 thch represented nearly 10% of all
Canaﬁian imports of cassette tape recorder units.

This aggressive import activity on the partﬂgf major depart-
mental chains had already occurred in the.case of portable color
teleyision sets and was not without explanation. By imp@rting direct
from fbreign producers, the majof department store‘chaixz\found that
‘they were able to offer céssette recorders to coﬁsumers at more
gttréétive prices than had been the case when they bought from Canadian
distributors.- Consequeptly they realized a competitive advantage over
other types of distribdéive institutions é&ndling ;he product:

The reason why majﬁnadepartment stores were able to command a
lower price was related to the fact that thei;_distribution coste when
buying direct were lower than those incurred by other firms such as.
distributoré and subsidiariés of foreign manufacturers who were bringing
.in units for resale. The major departmental chains were able to buy

cassette recorders in substantial quantities and to distribute them

among their various outlets: Canadian based subsidiaries and distri-

o
butors, on the other-hand, which also bought large quantities were

-

then faced with selling them in addition to all the physical handling

costs associated with the product. Selliné could involve a sales force
and perhaps even brand advertising, the value of which was uncertain

®

since brand loyalty appeared to be declining in the cassette market in
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recent years, What is perhaps surprising about this aggressive import

<

éctivi;y on the part of major departmental chains'is that it came at
such an eariy period in the life of cassette recorders in the Canadian
market. -The effect of price on demand;doeg notﬂgormélly take on such
an important aspect uﬁtil a produgt has gained“a broad market accept-~
ance. It is important in all this to recognize that while major®

department stores have in recent years become actively involved in

sourcing cassette recorders directly with oreiéh producers, they were,

nevertheless, not first to do so. - It was pRly after Canadian distri-

butors had ggqeﬁéed the risks of dealing inilyially with foreign
produceré and after the producf began to depgfonstrate its solid potential
that majar departmental chains moved to :di t importing.
The results of the sampie survey [offér clarification of the
participat;on of major departm;nt stores [in the Canadian garket for
* cassette tape fecorders. This participation in s?fe ways parallels
that of the tw{n—tub washer wherg one of the major departmental chains -
appeared to offer the product for sale relatively late in comparison
to the others of its type. Nevertheless, tﬁe case of the cassette )

recorder once again offers support to 'the "Diffusion Model".*

More of the firms surveyed reported hawving stocked cassette

.-
-

recorders in the past or having the intention of adding them in the

future to their product assortment than was the case for any of the

other products surveyed - 76 in total. The distribution of times of
first offering for sale of the 58 firms who reported specific adoption .

dates, were as follows:

’ (1Y Two firms, both independent retailers specializing A

. in T.V., radio and Hi-fi products reported offering :
cassette recorders for sale before the time specified

, !
v

L 4
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by the first major d¢partment store chains. However,

' both these first alsd indicated that they believed
other firms to have oXfered the product for sale in
Canada before they'did. One even indicated that he
believed that department stores had done so before -

™s firm.

(2) Thirty-four firms reported having first offered
cassette recorders for sale after the time at which.
the last of the major department store chains had
adopted them. (i.e., after early 1968).

(3) Twenty-six firms indicated that they first offered
cassette tape recorders for sale between the
beginning of 1965 and the end of 1967 and of these
ten were during the year 1967 by which time all but
the Iast major departmental chains were offering
cassette recorders for sale.

(4) Of the remaining fourteen firms which were unable to
indicate the specific time at which they first
offered cassette recorders. for sale, nine reported

) that they did so only after the major department

U ' stores carried them or after the product had demon-.

. R strated its potential in the Canadian market.

L .

-

Thus, in the case of the cassette tape recorder, we find that
{f .. ‘ L ]

‘more than half of the firms surveyed did not aaopt the product before

it had been avgilable to consumers through all the major department

-

.store chaihs. ' What is perhaps.unigue about this case is that two major

£

department store firms were apparently among the first retail insti-

tutipns in Canada to offer caésetFe recorders for sale while the others
did not follow suit for nearly two years. Nevertheless, the pattern

of adoption exhibited bx'the.qassette tape recorder appears. to qu

-

. further gupport to the central propositions-of the "Diffﬁsion‘ﬂodei".~w~—~

b —

Major departmental chains have all adopted the product in advance of

the majority of ret TS sgzzgyed/and\fﬁé period of most rapid growth
; g ; :
in total Canadian sales began just as the last major departmental chains
. )
were first offering cassette recorders for sale. Furthermore, as the-

4




model would predict, the share of “the total market accounted for by

L4 < r

major departmental chains has risen sharply during the early period
. A

of the rapid growth phase. As of 1972, the majdr gepartment store

share had actually declined in spite of the fact that the growth rate

in the total Canadian market showed:no signs of slowing down. (See

Table 4 and Chart 7). - i
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SOURCES_OF STATISTICAL INFORMATION

-

1. Derived from DBS 65-007, Special study #26-71, Import Analysis
» Division of the Department of Industry, Trade and Commerce,
and Japan: Exports and Imports, Japan Tariff Associatiom.

[3

N 2. Accumulated from confidential records of the five individual

& major Canadian departmental chaims. ,
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CHAPTER X

CONSOLE STEREOPHONIC RECORD PLAYERS
. - . @

Of the-products chosen for examination in thi& study, siere07

- A

g\dﬁ§‘~\viﬁgnic_x§cord players in console formﬁyay be one of the more advanced

".in terms of its pog&tion iﬁ.theiproduct 1ife cycle. One fact is clear

Vith'reépect to- the stereophonic.markét in Canada and .that is that ' _'

*

. 5 .
since the end of the 1960's it has beeﬁ'changing rapidly. *Sales of

[ ’ . - : o .
console units have dropped off appreciay%y since 1969 while the growth

in-modular and custom component s;ereophonib systems has been consid-

LIrS .
R 2

erable. The existence of a definite trend away froﬁ,éonéoles’and
Eal : ’ ‘ .)

“ - . N * a -
. towards components appeard to beGFonfirmed. It is to be noted:that
- R Y

. . , . . ]
from a.technical point of view, this transition.is net proving to be

, . . -
‘an easy one, particularly for Canadian based producers. The explanation

- rl
¢

is simple. The chassis in a typicél console stereophonic system is .
gs » - v .
. : AN Lo
cubic while component systems employ a flat chassis, As of the end of
‘N .

>

1970 no Canadian pfoducérdwas producing the flat,éomponeng type chassis

. ‘ o . R e
and’thekinvestment involved in switching over is congiderable. Conse-
quently, very few component systems are biing\produced 4in Canada. ‘ L
- N . ' b © ‘ ‘ ‘ ‘ ‘s 2
Those Canadian based manufacturers who are gproducing -Componerit systems

»

. . . : ) ) ) G b ‘,, -
are importing the component parte- and assembling them in'cabinets. One

seniof{eiedutive of the Canadfan subsidfary of e« 1arge4mu1;i—na§ioha1,

]
-

electronics firm has prgdietéd that"Canadian basedLprogqurs~of.consdle

steregphonic sets Wwill increasingly import~the'e1egtronic components

and assemble these £oaéab1nets while phasing out production of the °°
. L9 . ‘ - ~ .

Id .
oider cubic stereophonic‘chassis. The net result of the recent growth

. ’ “ \ . .
14, . -

P
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Y

in the market for ster%ophonic components has been that console units

)
v . e

have passed relatively quickly from a state of rapid growth -to one.of

_9» -

' 2
’ decline.

L

“Stereophonic record players were first commercialized in the

1,

st U.S. 15'1956. During the same year stereophonic systems were intro-

~ » : -

<> B *
duced to Canada apd - in 1957 the Canadian subsidiary of a large U.S. * = °

k)

electronics firm offered-the first packaged stereo units for sale by
. © N .
’

“ importing a small number of console wgi;:Oto-be sold through its @' .

. . distributors? Imports, however, were a st immediately supplemented

ﬁ@ dpmestically produced units as €anadian based manufacturers quickly

. "moved into the mandfacture;of console stereophonic sets ’during 1958.

«

Data on sales and imports of console stereophonic sets is - ‘

’ < 5 ‘ . .
® somewhat complicated by the fact that such units are lumped in with all .

g B N ‘('

combinatiorfs whichboontain a radio includigg cassette ﬂlayer—rggio

~ L

B combinations and other similarl;ypes which are not console units. Tﬁis
s

complication is particularly troublesome in the case of imports where

»

the majority of units are non-console combinations. Fortunately, the
' L '

59

N difficulty ha% a .simple resolution when4it is recognized that»virtually
~ T all i;oorts4bf console stereophonic units.into’Canada come either’from ’
the U.S.-or from West Germany. Since’very few nop—eonsole'comhinations .

' are manuﬁactured in Can;da; the data on sales of domestic pr;duteg - »
;o combinations closélyrrepteéentstales ofaconsoleﬂstereopnqgie record . s

-

L players. . . - " . ’ - . : .

. . v [ o — e e .
. N . :

Py r

P I; P ~  Sales information onrstereophonic consoleﬁsystems°is sketchy .

during the early years because of the factathat stereophonic and ®

1

” monaural units were lumped together in the statistics. .However, ]
hd <

industry officials~were quicﬁ to point out that in tHe field of ‘console” “
: : 4 5 - -¢
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A o - . ¢

units, monaural systems were being phased out as early as I§59 and by
the end of 1962 they had virtually disappeared. Between 1957 and 1969
bl . . ‘

total Canadian uni%'salééﬂappeaf ‘to have climbed at a relatively stgady. o, -

rate onm an estimated 4,315 units_to 170,904. As indicated eérlier

ﬁﬁe picture‘for 1970 represénted a reversal with éales dropping nearly
13i/alth;;gh they did come backustrongLy in 1971 agd‘l972. (Seé_
Tabig‘S)-. Impérts of console];tereopéonic sets ‘have not follés;d a
def;nite pattern éut have tended to flugtuate from one year to the

next. However, the sharﬁ increase in console stereo sales during 1971 ’ -
- N . R .‘ B -
and 1972 is largely, accounted for by increased imports from the United
States of uﬁits.packaged in new types of‘ comsoles. . : .

B

In examining the market in Canada for console model sterecphonic
record players, it is essential to note that improverfents have been

taking place continnAllf in the stereophohic equiﬁaent which is’ incor-
L / porated into the console models and the typical unit offered'for sale
> b . 1n 19?0 represented_a ;ubstantially ﬁigher qualit§ product than t@é
: first units offered for s#le in Canada. o ‘ .

s . ¢ 2
Because of the length of time console model stereophonic record g~
.3 4 e \\ o i 3 PR - i

- O - ;
players have Been on the market, some of the major departmental chains

hazf/i4;ountered difficulty in assembling coﬁplefe data on unit sales

a

. and imports.“'cbnsequently, the reported major department stores

‘. experience “with' console stereo is based on the experience of the four

L}
s

largest of the five major department storeé chainse with the data from .

‘ [ J

one of these bejhg incomplete prior to 1967. This latter firm actually

e reported offéripg console stereo units for sale during 1956, the year .\

7 L

in whiéh they were introduged to the Cénadiaq market. Hdwévef, the unit'

r volume sold bj‘the firm prior to 1967 was reportedly small in relation

L
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\ . v
to other departmental chains and continued to account for less than 10%

of the departme;t stére total in .all those years for which the firm had

a

‘ unit volume records. The first units handled by this firm were obtaineé
from the Canadian suﬁsidiary of a ldarge American electronics firm.

While the first units were imported from the American parent, éince

-

1968 all the units sold by this department store chain were Canadian

made,.v All three remaining firmssréport having first offered console

. stereo séts for “sale during the following year, 1958, although one did
s0 in the Spring season while the other twso followed later in the year.
The firm which adopted earlier in the year imported,all the units it

sold in 1958 directly from a manufacturer 1n'the U.S.” However| in .

subsequent years virtually all their console stered requiremerits were . =

n

\'\\ ‘ met by Canadian manufacturers. Both of the mdjor departmental chains

» . s

which first offered Fhe éroduct for sale later in 1958 reported
sourcing the original uqits they‘soldlthrough Ca;aisan based producers
) : althéugh one has subs;quentiy engage@nin the sale;gg/iﬁborted units in
" recent years. |
Reported u;it sales of!;onsole:stereo gn;ts throuéh these four
major depagz;ental chains grew at a gradual rate until the middle part —
Yof the 1960's when sales increaseq sharply during a périod of a few
. Q"ears.. (The'leap io unit sales reported Ain 1963 is a result ¥ the

fact that ﬂ}ior to that year bne of the firms did not have récorﬂs of

"pnit sales although they were known to have‘been"significant).‘ The

‘3ata in Table 5 indigateufhat the shéréigf the total Canadian console
Py X
. . P

stereo market ‘accounted for by four of the five major department store
L4 Py 0} P

o ‘ chains has d;clined in every year except 1971 from a peak during 1968.

' »
The case of console model stereophonic record players appears -
ST L ' ‘

»- . ’ »
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™ /N : - .

to confirm somevothers of the hypotheses agsociated with theﬂdifﬁuqion

.

model. First, it, has been noted that at least one departmental chain ‘\\k\\\\%

‘offered console steres units for sale before Canadian based producers

had actually entered into domestic production of the prbduct.? This !

£ - .
observation is particularly significant in this case where the tech-

nology required to produce stereophonic console units did not differ -
. , a :
enormously from that required to produce monaural units which were

£

~

already being produced in Canadian plants. : ) .
The case of console stereophonic iecord'blayers offered powerful

support to another prpposition of the "Diffusion Model", namely, that

A \

which would predict that the department store -share of the totélﬁ
Canadiagn market would rise‘eafiy in the rapid growth phase of the-
products life‘cyclg but would subseqﬂently decline as other ;etalle
‘outlets adopfed ihe product. In the case of console stereos, the major

department q;gre éhare climbed fo a peak in 1968 - 1969 and then de-

clined as growth in the total Canadian market was checked as a result
of the growing acceptance of component stereophonic systems. Growth
in th%,total market itself unlike the situation for most of the other .-

products studied, did not exhibit ,any one period in which unit sales’

b
-Suddenly began to climb steeply. Thus it was difficult to asgess
n ' . - .

whether the rapid growth in major department store share occurred early
or late in the growth phase for the total Canadian market.

., . -, ' .
The results of the sample survey serve to clarify the partici-

P

pation and timing of involvement of the major departg&nb stores inm the

Canadian market for.consolé model stereophonic Tecord players. A total

of 73 of the companies returning usable questionhaires reported that,

‘they currently stocked console sterea sets or that they intended to in

e
A 2

e e e e e D - ————
, - — [P

- ~ LY

* o~ ‘ - o

-
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g
the future. Of these 73 firms, 55 were able. to specify the time.at -

~ which they first offered consoie stereos for sale. The distribution
of these adeptioh times relative to the period during ﬁhich the major
department store chains reported first offering consoles for sale is’

- as follows? . 1/
(1) Fourteen firms, consisting primarily of specialty . "
retajilers but including three regional department
store firms, reported offering console model’ stereo
record players. for sale before the time at which
the first major departpental chain did so.

(2) Thirty-eight firms reported having adopted console. =
stereos only after the Mmriod during which all the -
major departmental chains had done so.

u

(3) Three firms reported first offering console stereos

1 . for sale during 1958, the year in which the three
largest major departmental chains also adopted the
product.. .

(4) Of-the remaining eighteen firms which did not indicate
the specific time at which they adopted console stereos,
ten reported that they decided to adopt the product for
,sale only after the major department stores carried
them or after the product had demonstrated its potential
in the ‘Canadian market.

e

. . In summary, the case of console stereos appears to conform to

* . - . .
the pattern of institutional adoption hypothesized by the "Diffusion

” »

» Model". Nearly two-thirds of the firms reporting in the sample survey
-+

~

indicated they adopted the product.after it was available in all the.

major d}partment'store chains. One unexpected result of the gurvey was
: . @ . -

the relatively large number of firms reporting having -adopted the
wsmee . = product before any of the major gebartment stores. Such a result is,

., however, consistent with the unusually early entf? of Canadian based

¥

prodficers into the manufacture of console stereos. It was also.noted

e . 1)

that the share of: total unit sales of console stereos accaunted for by
: ~ . : ‘ -

) r
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a slow decline. -.

Q | 154
the major &epartment chains did increase steadily during'the period in

which growth yin the total market was most rapid and subsequently began

“ -
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SOU%CES OF STATISTICkL INFORMATJION -
A
Degived from.DBS 43-004, DBS 65-007, United States Exports FT 410,
Bureau of the Census, and information provided individual
companies.

—

Derived from DBS 65-007, U.S. Exports FT 410, and information
provided by individual companies. -~

Accumulated from confidential records of the five individual major
Canadian ‘departmental chains. ¢
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CHAPTER XI '

SUPER 8 MOVIE CAMERAS

. In some sense, the Super 8 movie camera could be described as
. .,

the counterpart in the photographic -field to the cassette tape recorder.
Both products represent technological modifications of existing products- . >
and Skmajor benefit of both has been that they offer significant

‘advances in simplicity of opegation. The Super 8 camera was developed
r - .

around a new type of 8 mm movie film which was contained in an easy-to-

use cartridge rather than being loaded on a reel as the existing

h ]

regular 8 mm movieﬁfilmysystem required. In effect, the real innovation

was the cartridge type movie film itself but the necessity of devel-
’ . N
oping a camera capable of accepting the new type of film was of no less

impor tance. . ¢

~

The Super 8 movie system was developed by Kodak in the U.S. and

first commercialized in that market during 1964. The system was then

L4 -

inggpduced to the Canadian market by Kodak's Canadian éubsidiary in the

Spring of 1965. . Thé introduction was noteworthy in that it took the

-

2 _ form of a blanket introduction to-deélers,and retail outlets. Such a .,

»

rapid widespread adoption of an essentially new pi‘oduct bw distributive
institutions in Canada may be related to the fact that the new system
. had been wi@elj publicised in advance of its introduction and many

consumers were aware of the product before it was available in most
retail outlets. There is one peculiarity of the Super 8 movie camera
experience which bears special attention. When the product was -

. introduced to the United States market it gained rapid acceptance among

; L 157




L3

American consumers and, furthermore, the innovating firm, Kodak,
secured a major proportion of the total camera market. However, by

the time the Super 8 system was introduced to the Canadian market g
. L]

e
b

year later, a wide ramge of Jaﬁanese produced umits were already
available and as a result, Kodak never did gain a significant share of

the. total Canadian market for Super 8 cameras. The share of Canada's -~

'Super 8 camera market held by Kodak was known to have been h&ghest

during 1965 but even in that year was not appreciable. .What is even

more significant in g1l this is that accepténce‘of‘the Super 8 system\\ : R
“~ ) M w -
itself by C&nadian consumers was considerably less widespread thaniwas

~

the case in the United States market.
<

The stiategy of Kodak with respect to the manufacture of Super 8
™ movie cameras closely paralleled that of Pﬁilips in the Cassette tape
recorder market. In late Feil of 196Q’the Canadian phofographic .
industry had been advised by Kodak that the Super 8 éystem would be

introduced td the Canadian mirket during the following Spring. In !/

addition, the firm announced that they would not charge royalzies on ‘\w“
Q Super 8 hardware production in order to encourage other manufacturers '

to produce Super 8 eguipment. Kodak realized they did hot have the

capacity: to provide all the hardware requirementé to satisfy the demand
s A [ 4 . P

yhich would be generated by t‘e introduction of the new system, nor did

ES

t
° Vs

they have the cipabilityﬂto roduce the range of camera types that

would bevfeduired. ,Tne waiving of royalty fees virtually assured Kodak
. ¥

that a sufficient supply of the iight types of Super 8 cameras would be

available to consumers at tne fime of imtroduction of the new system.

Kodak had a second’ reason for making the hardware technology freely™

; available. About the same time that they were introducing the new

-

‘ .. ) 9
- r - o ’ . -
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Super 8 syste& to America, the Japanese firm Fuj&ahad“developed and

v introduced the so called "Single 8" film system whith also represented

marked improvement over the existing ﬁegular 8 or '"Double 8"’system.

Herein lay an additional ifcentive for Kodak to encourage hardware
F

- L > . - *
manufacturers to produce equipment to support the%;~5uper 8 system

rather than the competitive Single 8 system. It is important in all
zhis to note that the primary interest of Kodak was to sell the Super 8
. -

film cartridges themselves and without'SUffié?ent supporting hardware,

-~ ' ‘
‘5 satigfactory level of salés.could not be a#tained. Cj

The first Super 8 cameras sold by‘ﬁodak in Canada wgre report-
- . . g
edly imported from the U.S. although the. company did begin m&éufacturing
S 7 -
. cameras in their Canadian factory during 1965. - Other Canadian producers

. were readyowith Super 8.units® imported from the hqi ed States and Japan

at the time Kodak introduced the system but aé early as 1966 sales of

Japanése units accounted for more than 80% of the Canadian total.
. a,

o £
% .
' " Growth in total Canadian sales of Super 8 cameras has been both
2 [

sluégish and erratic clim%ing from 15,?00‘unit§ in 1965, to égzloo

e units in 1972. While\1971 and 1972 sales did represent imprpvement,

-

the product has not to daté' bnjoyed“widespread .acceptance. One industry

- official attributed “the limfted success of the Sdﬁer 8 system to the

)

fact that many consumers had been ''turned off" movie systems in general -
14 -

follgwing bad experiences with poor quality Double 8 equipment prior -

[ 14
-0 to the introduction of the Super 8 system..

1 -

The experience of Canada's major departmental chains with

- B

Super 8 movie cameras lends additional support to the Diffusign'Model.
Three of the major departﬁent'store chains act;aliy reported have . ¢

adbptéd Super 8 movie cameras in April ¢f 1965 when the new system was

K -

v




' 16,

- et v

formally intrbduced to the Canadian market. The first units o?tainiﬂ—v
hy thege“firms were importsﬁ from‘thf U.§.”ahd Japan and were ohtained
'from the éanigian subsidiaries of foreigp manufacturere. Two of these
- three firms have continued to se&%~4mpnrtgd units exclusively ‘to the

present day. A fourth major departmental chain began to offer the ¢

P L]

Super, 8 movie camera for sale, in the Fall of 1965, obtaining {ts first
units from the U.S. via an importer. This firm has imported all'the

+

Super 8 cameras it sells but 1ike the other departmental chains, has

b done sb thro‘hgh an importer as opposed to sourcing directly to foreign ;

4

,manufacturers. The Jast ma jor departmental chain- to report offering
¢ ] - 3
. ‘ Super 8 camerds for sale did so early in 1966. The first units handled

» by this firm came directly from a Canadian producer although sinoe that

"

o time both impbrted and domestically produced units have been sold

"

through the compamy s outlets. All imported units have@heen obtained"

through importets.? . . .- X
1 ’ ’ ‘v .- - ‘ i
. It is noteworthy that none of the maJor departmental chains have

A

‘plected to 1mport cameras directly from foreign manufacturers _ One of
. 3. C o
the reasons given for this phenomenon’ by a senior execufive of ‘one of
g : 5 A ‘

the companies was: that servicing of Super 8 cameras presented 4 number

) ., -of problems with mhich depaftment stores did not wish to -become
- involved.: By sourcing through.importers‘the éer@icingnproblems'cquid
be handed o:er to ;theseipeop};e.p i o ¢ - .- 3 .
; "It is a widely quoted opinion that sales of‘éuper 8 movie
Y .
cameras’ in Canada have to. date fallen short of ‘the manufacturers'w

N , S ’ M .
expectatibns for thg_product sirce its introduction. . The experience of

“

the major departmental chains would|bear this out Since 1965, the year - .
L |
during which the Super B system was introduced unit sales have only

. .
L . . . ./\..l \ -
. .
\ ‘

.
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. climbed from 1,693 unite in 1965 to 13,421, 1, 1972 It would appear

that the Super 8 sysgem has yet to enter its period Df rapid growth -

“

C ; ° if, in fact, it is destined to do so. The pattern. of grow€h in Canadian .

: . . N -3 i
~ " Lo . , -
» S, ftmarket acceptance of Super 8 movie cameras has been further distorted

°

‘by'the fact “that cénsiderable evolution has occurred in the natunf of

- the product since its initiai‘introduction in‘1965: In particular, the
developments in recent years"of cameras reqyiring no auxiliary 1ight Y
source for indoor use and of cameras with synchronized sound recording
units have.undoubtedly expandedéfhe‘appéal of ;arlier units s;Ehoutﬁd

e these features.. The proportion of major department store sales of

Super 8 cameras represented by imports has remaiped very high (over 987%),

o -
¢ - C

' in every year and shows no sign ofﬂ’dropping.
. RN L]
Only thirty of the firms returning usable questionnaires
o “reported thaa -they had stocked Super 8 cameras, that they currently did
. & 4 . . ~

LOr that they intended to in therfuture. However, the small rumber

s0
. ! ’ o Ty, .
is not to be interpteted as an under-representation of firmsucarfying

the product since'post Supex 8 cameras are solf through relatively few
types of retail outlets of which photographic supply stores are by far
{ ~thé most important. Unfortunately, these photo supply stores handle

very few of the other products examlned in the survey and the surveying
. . - . '
of a larger number of such firms was neither warranted nor could it be

. .
justified. Of “the thirfy fixms reporting, twenty-two indicated the
c

-

LY

spec1fic time at which they first offered Super 8 movie cameras for sale

/ The distributidvn of these times in

\ |

% the major departmental . che

lation to the period durfipg ‘which :

uirst offered the'product is as follows:

o .F (1). Although three méjor departmental chains reported
e offering Super 8 cameras for sale from the time the

new system-was formally introduced to the.Capadian

. ] “
LI, R ' -

. - - ‘
* . - .
. ) .
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: market in April of 1965, five other firms re?orted

YN o= handling Super 8 movie cameras during 1964 in

’ . anticipation of the €anadian introduction. .

. (2) Eight firms reported offering Super 8 cameras for
sale during the brief period which spanned the

: adoption by all major depattmental chains.  (i.e.

oA April, 1965 to the end of the first quarter 1966)

.. .(3) Nine firms indicated that the§ firsg offered the
. " product for sale after it had been available in * - . - -
- o all the major departmental chains; . KR

B '(4) The eight remaining firms,dié’not indicate a time
' at which they first offered the product for sale.
However, only two of the eight reported that they
believed they were among the first firms in Cahada
. to-offer Super 8 cameras for sale. ,

Thus, in spite of what .might be described as unusual circum~

stances'surrounding_the‘introductionAof th? Super 8 system to Canéda,

2

v - - + - ' ) - el .
the sample -survey f§nfirmed that major Canadian departmental store

- -

chainé while not giﬁgt, néyertheless-offered Super 8 movie caméras for
. sale before the majority of‘otﬂeriéanadian retajlers handling- the

éroduct. As a result of the blanket introductio;‘of the system to the

Can?dian market, with all its preceding aAd accompan&ing publiéﬁty, the

survey also\gthirmed that three majgr,CanadiQn departmental chains

were among the first firms in Canada to adopt the product. -
. ) J o , e I
The data pertaining to the case of Super 8 movie cameras offers

¥

strong support to the propositions of the "Diffusion Model"ﬂéoncerning j\
. . ) #

¢ ‘ the relative import involvement of méjor department store cﬁains and -
. N . ' / ‘.
the chronology. of adoption by these firms in relation to other distri-

’

butive institutions ‘in Canada,

w
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SOURCES 'OF STATISTICAL INFORMATION 6

-

1. " Derived from confidential data provided by private’ companies,
DBS 65—007g Japan: Exports and Imports, Japan Tariff
Association- and U.S. Exports FT 410, Bureau of Census.

2. Derived from DBS 65-007, Japan: Exports and Imports, Japan
Tariff Association and U.S. Exports FT 410, Bureau of Census.

i R '1 - .

3. Accumulated from confidential records of the five individual

major €anadian departmental chainms.
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" ‘ f~ CHAPTER XII .

, . . .
:> ) HARD SHELL DOMESTIC HATIR DRYERS

e -
‘e -

-
. ¢

The case of domestic hard shell hair dryers is an intevesting

0

b

one for examination with respect to the diffusion wiodel as its unit

price to consumers is significantly lower than that of any other product

2

. under study. The low unit value has alsd led to considerably greater {_ .
diffuculty in obtaining national data on the product as little is
available from publishgd sources. A most striking feature of the

B @

- development of the Carttadian market for domestic hard shell hair dryers
. , . -

.

was the rapidity with which the product was ‘acceépted by consumers. As
L] (™Y ‘ ’

shown 4n table 7, unit sales during 1963, the year;in ®%hich the produgt

was *introduced to the market, were substantial and‘subsequent annual

4

* unit sales increments have been small relative to the 1963 total. Such
. rs - , a

performénce may be partially explained by .the fact that while the hard

*  shell hair dryer specifiecally was a new product, other’types of por;éble' -

domegtic hair dryers had been available to- Canadian consumers since

. ’ * v
the 1950';. Thus, acceptance of :ﬂt visibly -superior features of the’
hard shell type dryer was simple and occurred dlmost instantaneously.

4 3

\Thé first hard shell type domestic\Pair dryers were developed

: by Schick :E?the United States and introduced to that market during’
, » . . ) . v . i 4 _
1962. 1In mid-summer of the following year the product was introduced

e . to the Canadian mgrket‘by the safe company. This firm enjoyed.a vffégéygnﬁ“?f'

- a At
.

' - - g e * S, v .
« monopoly in the Canadian market until.ﬁ?é&ﬁhﬁﬁ‘ﬁuilq up a ldrge market :
. befdre two othér subsidiaries &f“large American consumer Poducts firms .
i s ' A

offered units for sale in Canada. -All the hard shell hair dryers. sold

- \

. »
: ' : ! » *
‘ . 169 .. ~ - -
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in Canada before 1966 were'imported from the United States although

some of the units were shipped to Canada in knocked-down kits and

[

' )\
, were assembled in Canada. The first integrated production of hard
- ® } t
'shell units in Cands was undertaQEh again by Schick during 1966 with

other producer's estaplishing,Canadian.production facilities within a
year. Distribution of hard s;eii,hairgﬂryers durifig the earlier years
was handled both through wholesalers and directly to dealers although
s recently, direct distrlbutlon has become increasingly important. o
.- . V An important feature of the market for hard sheil hair dryers

el in Canada is the continuous evolution which' has géegrgedrdn product

) N . . ' .
‘.’ - design .since the products introduction iﬂil?63. Among the more -

important changes have been the eddftionsof a,moveable coq}rol in 1965

v

and of a steaming feature to some dryer units in the Fall of 1966. fb

ngay hard‘shell hair dryers may be purchased with a variEty of features
o
and al hough the Jbasic functlon performed by the product remains

unchanged, the average unit solduin 1978-is readily distinguishable

from the first units spld in Canadsj. 5 .

>

,Total annual Canadian ea}es of hard shell hair dryers have

C° ’ climgji slowly from 121,000_un1t§’in 1963 to 250,000 units in 1972.

-

\ * Growth, however; has occurred at"a steady rate gince‘the year 1963,
s

Y TR o

(See Table 7) Imports whieh aceounted for 1002 of the units sold in

.

.,
P .
@ ,,y.,

Avagﬁdﬁ‘ ’ ¢anada prior to 1966 declined in 1mportance td less than 5% of the

Canadlan total durlng 1969 but have increased again in recent years

”

(See Table 7. ' L .

-

The pattern of ‘imstitutional adoption of the hard shell hair-

P

R
.

o £
dryer in Canada may be compa;?a to that of the Super 8 cameras since

'

-8
ey . . . - - -
]

o

- the year of 1ts 1ntroduct10n, when the producq,eanyed rapid BCCeptance. {'f'*-“




Bgth produéts dére formaily introduced to the‘Canadian market in

conjunction with an extensive.;rgmotion érogram by subsidiaries of
foreign manufacturers. §chick introduced the first hard shell h;ir‘
dryer to their Canadian accounts simultaneously in mid 1965 and thué
no single.type of institution may be iéolated as ha hg adopted the
prpduct before others. As for the Super 8 situationm, e initiétiﬁe
for introduction of tﬁe hard shel% Eair dryer was assumed by the

. N
Canddian subsidiary of a foreign manufacturer.

h-]

’

Because the majo? departmentai'chains were all accounts of

Schick, they all xeported gffering hard sheli‘hair dryers for sale as
early as the Fall of 1963. "However, it is significanf that the form
of ad;ptiop by these firms di&fered considetablyag While some of the
major depagémental chaigs introdyced the standard Scﬁi;k bﬁandedvhard

shell unit at least one firm reportedly contracted with Schick from the

é
~

beginning for exclusive designs bearing the department sfoges own
L Y .

I3

7 e

private label.
Unit sales of hard shell hair dryers reported by the four

. - P
largest of the five major dePartmental chains exhibit a pattern unique

-

among the products studied. ., The share- 'of the total Canadian market
Lo S T e

AR %

éécounted for by these firms was higher during the introductory yéar

than in any subsequent year to.date ggclining steadily from 48.3% in
7 - ¢ }

1963 to,a low of 16.6% in 1968. (See Taﬁie 7). Furthermore, the actual

. o
unit volume reported by these firms dropped $rom over 58,000 units in

1963 ﬁq‘fewe% than 30,000 units in 1965 wﬁile‘;héﬁtotal Canadian unit

5

volume was steadily c¢Iimbing. Both share of the total market and unit

-3

volumes of the major departmental chains have risen in recent years, ’

likely'reflectiggiinvolvement with new models of hard shell hair dryers

V 4




° ) ' ' _ 1%
'with improved features.

v While the case of hard shell hair dryers is not as clear as
that of other produets studied because of the rapid acceptance of the
product, it dees appear to offer s pport to the unit sales pattern
hypothesized in the "Diffueion Model". The most rapid ;eriod of growth
in total Canadian unit sales of the product occurred during the last

14

quarter of the year in which the product was introduced and all four

-

" of the maJor department stores reporting had offered hard shell hair
dryers for sale soon after the product was available. Furthermore, %as .
total éanadién unit sales of hard shell hair dryers continued to climb

, after 1983 the share of total market accounted.fot_by the major
department stores decliqed‘signific;ntly up to 19687 Unit sales
performance of hard ehell hair dryers has undoubtedly been affected,
particularly i? recent ye;rs, by the proliferation of proépct features
added to the basic unit and in some sense it is surprisieé tgat the
product's unit sales performance adheres as 61ose1y as it does to the

' pattern hypethesized,in the "Diffusion Model".
The departmental chains involvement in importing of hard shell
hair dryers lends powerful support to the pattern hypothesized in the
* ,"Diffusion Model". Since integrated production of hard shell units

. o ,
+ began in 1966 the proportion of department store sales accounted for <

by imports has substamtially exceeded the comparable proportion of all

other retéil,institutione in &&efy year. (See Table 7). In fact,

-

the units imported by the four departmehtal chains reporting have ‘
. . . ’ » - :
) ~ : . N

represented more than 407 of the total of Canadian "imports in every . :

~

e - year and climbed to ;!!rly 70% in 1972.— Most of the imported units

¢sold through department stores have been handled by two firms with one

e




, .
d [aY
. - 1%~
° . r .
)
. )

» -

in particular accounting for-the majority. This firm has in recent

years satisfied a major proportion of its reqdirements through the

[l

importing of "knocked-down'" units which are assembled in Canada. The
percentage of unit sales represented by imports through all other

retail institutions in Canada excluding the four largest departméntal
»
[

chains has not followed any identifiable trend but has followed closely
’ il

the fluctuatjions in proportion for the four departmental chains.

-
- -,

The results of the sample survey in the case of hard shell

-

- 2

type hair dryers offer strong suppogy‘to the pattern of adoption
s ‘A‘

hypothesized by the diffusion model. .
Fifty-three of the firms reporting in the sample survey
indicated that they had offered hard shell type hair dryers for.sale

at some time although some no longer did so. Of the fifty-three firms,

r

thirty-four indicated the specific time at which t“fy first offered the

/

product for sale. The distribution of these times i Ztion to the
period of ‘adoption spanned by the major d;partmentalnchains is as _
follows:

(1) Thirteen fifms reported having offered hard shell -

type hair dryers for sale during 1963, the year in
which all the major departmental chains, reporting

did so. < . -

(2) Twenty-one firms reported adding hard shell type
hair dryers to their product assortments only after
they were available in all the major departmental
chains. (i.e., after September 1963)

- (3) Nineteen firms did not specify the time at which
they first offered hard shell type hair dryers for
N sale but nine of these firms report that they did so
N only after they knew the product to be available in
department stores or in other outletg. ) -

ke

Thus, nearly sixty percent of the firms-reporfﬁng dates of

4
1) . ~>
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17«

L ° )
adoption indicated they first offered hard shell type hair dryers for

-

" sale after all “the major departmental chaiﬂé‘had done so. At the other

extreme, thirteen firms reported offering hard tyﬁz hair dryers dqriﬁg

<

the same year as all-of the major department stores.

a




[ I
$

.
‘
L

£

ViVQ FAIIVEVAROD S¥dAMG HIVH DILSIKOA T1IHS QEVH

_ §5T1 vaw Vil
14

-
2 ' ’ ) ) * - “ ) I
' ! ’ b n ' i ) .
Qo . ’ 6 a 0
) (€) (€ . . (@) (1) @3anos | .o
t\ ' .!‘ q
v -~ 4 “
t yoof 0 z'89 | S8 00L°1Z 11:TA8 (2 9°g $S0°0T  STLUSLT Lzt 9SLeTE oto.oz 4 ’
. - - . e |- [
e o 131 562 00z'81 v0%°99 1'8 €16°ZT  965°8ST 6°ET ETT'TIE  000°'SZZ ¢
1°02 86y 9°% 19101 sz oS $°9 goz*ot  “sr9'est 6°6 69€°0Z , 000°S0Z 0L61 )
. .
€1 ¢ay . 96T ooz'y L0Z°Lt 62 cg9‘y £6L°261 9ty $B89°s 000°06T 69 ..
v°0Z -5y 991 800*9 L6162 Ly 6869 o0Z'0ST  T°L - T 166'TT 000081 89
| €0 v’ 0°09 vz 0L0°TT. . 152°9€ 6°S _ OLE°L 378174 JN A8 4 ¢ Ov9'8T - 000°Z9T 19 .
9°2 S99 v 1y €29'€T 715°09 8'8 . €Y't 887°s8 S°9T _t—-99T'1Z  000°9YT 99 "
0°001 1284 AL 895°sS . 885°SS 0°00T 166 TI6'6L 0°00T 006 ‘SET  00S'SET 9 ,
? - ' . ! - .
0°001  _ STty — S 1y '00S €S . 00s ess 0001 ¢ 00Z°SL  00Z*SL “ 0°00T . -00L°9ZT 00L'SZI qﬁlk\iﬁ\
0°001 - £°8Y €ay 1118419 (329417 o0°oot .nne.«? £59°29 0'00T 000°TZT  000°TZT €961 .
) ~ ]
 3¥sjuaniag %30l jo Y 1¥30L 3o ¢ ®3aocdm] T3] Y- {FLCEEEF 83loduy eaTwsg ?¥v3uadiag s33odu] s918S
uu&auq st 8lxoday s® safwg ¥ . 3x0day . Jao0duy
: STUOLS LNIWINVIA ~ o YSTY0LS INIWLYVIAX HOLVK VOVNVO V0L -
- .
PO




-
~
-
1
<
<

0y

v WAL B R, i S i it e . e




-
~
-
1%}
«
<

L (o

[ SRR IS 3 A BPE., Y




i
s

g

|
S
!

— Q)*""é-‘"”"
A‘
e S
)d

o
Y
.
4
_

A

\ N ' ' . : i
L S : o 0 .
S SRR , R SUUSESU I S z-Lz-...l,...i._..:..-.,,i:-y SRS SRS SV SO0 SO SO S

[ : {
! T R BESTUR TR B
| :

_H‘._,.:_.,..*_. e -

TTETTY

.
3

R Y 04..;__4__,- .

Qg

5 m.:.mauouw JuauwlIedap [~f
! 10fem_In0} FIV

\\




\. « , .
. 4 L. s :
! ) '
) 9T ¢ RY T [ A T ¢961
o L : | 7 o T
- N P g
4 1 - . )
’ 3 LN ! ’
.W ,’n M 'e 4” ottt - e R - IJM
. ; i |
b _ <. -0y -
: L
b T i
o Lo . -0°91
* CooL .
L i
A3 -., _ ) . .“ 1 R
) “ i -
. .:....-....r-..“..‘@.(,f L CITE EoT RN
. LY P _ 7 “ _ o .
: : y R T 1 -V
. s ' . 1 i 1
P e b - - . 4
I R
2t b e e e . * . .
! : c.k . . m \ .
e som el e memme e s e e e [P .,4 oo *
R Lo { . . L. -
5 , Pt A : g
1 “ . ..b PN m... .- ‘v . -c w - -4
. ST Do ” . : ”
. A B A U T : .
N - ! T . .
.....»I?.i.-fv,..._3{..1'Lo..l.o“t-. !l‘.,r.:-.....” . [PURUSN .
, N . -
P : » N : oo .q . : - w. . . — -\ OQ
. A A e .,
- , TN S N R N | -
i L oo R S S I - S )
’ t R ; : !
. - LI SO SRSy SNV PUNG SUSUIIS . SN S R
: - ! , oo SRRV ) - gh
j 1 CoToimammr o [ o B O
: | R ¥ ', el R
h e N L o o
\ 1 R e RS S S SIS s
. — : N : R . ! i I : TR - oo i
“ - . FAVHS LINYVW JUOLS* LyIHLUVAEd YOLVW SUIAUG HIVH TTIHS Q@ - . (/ i .
YT LU¥HD . . . .
. . . ! . . . - * . .
| 7 . .r * " ' N .
o g . P . R . : .
- , . ‘ N .




_ \
— .
Do . : . 1% o
* ' “,' . T | - ‘
. . ,
"SOURCES OF STATISTICAL INFORMATION
[ " d ¥ N
1. Derived from confidential data provided by private companies and .
, DBS 43-003. . e
. N
2. Derived from confidential data provided by private companies and ‘4
wr ‘U.S. Exports FT 410, Bureau of Census. e

3. Accumulated from confidential records of the five individual
major departmental chains. -
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* © CHAPTER XIII v "

METAL SKIS. .,

’

. Thé case of-metal skis represents a noteworthy departure from

the other products examined in fhis study. The, product fgprésented a
significant innovation in its field when introduced although skis made

of wpod have .been in existente for many decades. In addition to the

superior endurance and performance characteristics of‘thefﬁetal.ski

. e R -
over its wooden predecessor, the product was distinguished bz a signi-

ficantly higher price to the consumer. An examiﬁatfén of the pattern .
- ‘ . L4 s

" of adoption in the Canadian market associataeg with this product .is of

~4

particular interest to this study since it representa.a major depérture
in terms of its use from the magotity of other’ products selected
’ While severai attempts had reportedly been made to produce’ "‘V
skis out of metallic’ materials prior to the 1950's, ‘the-f rst success-
»
fully commercializable metal'ski was deyeloged in the U.S. by the

LS

v

Head Ski Company .and was offered for sale in that country as early as

1950. Within a year of their U.S. iﬁtroduction, a few pair were

/

brought to Canada by well informed individual retailers and distri- .

butors although acceptance by skiers was relatively slow in coming due

to the high cost'and uncertainty associated with the new product. While
. R i
American produced metal skis managed to establish themselves {itmly_iq

y

the Canadian market by the early 1960's, European produced units’ swept

[

jnto Ganada thereafter and captured a letge segment of the market by

-

the middle of the decade. Unfortunately, most of the available--

1792 ¢ - TN

v N
*




table‘B represents an amalgamation of data for. %mports of metal skis,

"plastic skis and, in very recent_Years, metalo{?

e =

18y

<

-

’ statistics 6n.imports of metal skie are lumped in with imports of

-

skis of wood and plastic materials. While it has been found possible ¢

to separate o&; ‘most ofgthe lower pniced wooden ahis from the data, it

, =
\

is more difficult to separate metal skis .and Blastic skis because 6F,

the greater price similarity. Although plastic skis made an appearance

in the Canadian market as garly as 1963, they did not begin to account
for an impdrtant share of thgrnon-wood ski market until -after 1967.

Nevertheless, the import data for.the “total Canadian market shown in

3

T <

ic combinations.

-

Although precise data is not available from any. source, industry sources

[ 4

confirmm that by 1972 meé;i skis were a relatively unimportant factor

in the total Capadian ski market as plastic and metalo-plastic skis
» * / .
had assumed a dominant role. ‘

IS
Eefore 1967 all metal skis sold in Canada were imported but by «
the end of the decade ‘a subsidiary of an American firm was assembling

units in Canada and one Canadian company was manufacturing metal skis.

While precise data are not‘availaﬁle on Canadian production for any

~ e

year, industry,sources pointed out that the volume was so small as to

‘be negligible in comparison to the number of units imported. At no time

. . R
did-Capadiaﬂkprbduced units aceount for eveti 5% of total anadian sales.
- - . Py -~

P

An important-feature of tﬁe distribution of metal skis in Canada

. . ’
is the'relatively ‘important position held by the importers and distri-’

butors. Each foreign manufacturer appeared toxbe aligned with one’or

a few powerful importers who handied‘distribution of the brand for all

of Canada or at least for major areas of it.

L

The experience of the major Canadian department store chajins




Ac = 18_...
» ) - . ‘ -
with metal skis in terms of the time at which they first offered them
for sale variesﬂgreatly with one firm in particdlaf sg?iling the others
‘substantiélly. One major departmental chain actually feported experi-
menting in 1947 with'a Canadian produced ski made, of ad'aiumlndm/magdé—
sium alloy however, the‘experiﬁent was short lived. The first-rep§rtedu
. .

offeriﬁg of a commercial metal ski by a major departmental chain

. ' Y | \
occurred in the fourth quarter of 1954, The first units handled by

this firm were imported directly from a manufacturer in Switzerland.
However, shortly thereafter the firm switched to importing via a -

Canadia® importer. All the metal skis sold by this firm have been

importéd. “Nearly a decade passed before the next major‘department

store chatin began‘to offer metal skis for sale in 1963. This firm
dealt from the’ outset with a Canadian distributor which handled metal

skis produced in the U.S. A fourth major departmental chain began_ Y

selling metal skis in 1964 and they also sourced’gheir first pairs

in the U.S. via a Canadian distributdr The last major department .
. ..

store to offer metal skis for sale did so in August of 1967. This firm

- S

ele¢ted to bypass the Canadian distributors and in cooperation with‘a_

+

large U.S. retailer 'imported directly ‘from an Austrian manufacturer.

Sales of metal skis through the major departmental chains

climbed from 300 pair inm 1960, the first year for which sales data were’
available to a peak of qﬁéri&,BOO pairAin 1969. Thereafter;, unit sales

plunged as plastic skis'assumed a dominant market position. The sharp
. - - N ~

rise in sales du}ing 1968 may be largely explained by the fact that one

‘s

of the firms reporti?g did not have dgta before 1968 but by that year

was selling a largeé volume of metal skis. It is difficult to draw any

.

firm coﬁclusion as to whether the case of metal skis adheres to the unit

g
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sales pattern hypothesized in the "Diffusion Model" because of the

" fact that department store reported énit sales are of netal skis

- L

‘;xciusively‘while the national data includes all types of nontwood

skis. Nevertneless, it is signifiqpnt,that the department.store share
of theﬁtotal~Canadian non-wood ski m%rket does climb during the 1960's
from less than 3% in 1963 Bo nearly 7% in 1969. Furthermore it is to

3 i ’ . )
be noted that major department store sales of metal skis were virtually

non—ekistent by 1972 although the product was still being sold through

v B -

- €

other retail outlets. »”~ .

A
o

With regards to the import participation of the major department

store~ehains, it is noteworthy that in every case, 1007 of their

»

requirements were met frqg foreign froducers. While most of the firms

purchased their im orted units through fjngdian distributprs, one had
elected;to import directly from a foreign producer.

0f. all the_ products examined in this study, it is mes 1fficult

24

" to projeet firm conclusions concerning the metal ski market based/on .

2 o - .
the results oﬁ'the sample survey. Virtually all metal skis have been .
o, N " , 3 . )

Sodd through ,Specialty sporting goods retailers or through fil ’.“l.ine.
.departmental type*stores with sporting goods, departments and since the

- metal ski is the only product of those under study which is handled by

,sporting goods stores, a disproportionately large sample of independent

sporting goods stores could not be justified. A compounding difficulty

-
-

associated with the sample survey as it applied to sporting ggods stores

was a disappointipgly low response rate by ‘these firms relative to the

rate of other types of institutions surveyed. These factors in combin-

.. » ‘
ation are reflected in the fact that only 16 of th¢ firms returning,

- !

-

usable quéstionnaires reported that they currently stocked metal skis
. . . - . N



4
or that they intended to in the future. Fourteen of these firms did
indicate the specific time at which they first offered metal skis for
sale and the distribution of these times relative to the period of

~

adoption by major departmental chains is as follows:

68 ‘One specialrty sporting goods retailer reported offering
*metal skis for sale before the first serious offering
by a major department store chain. This ' retailer
indicated that he had seen metal skis while on a ski
‘trip abroad and had ordered a few pair to sell through
his outlets.

A total of eight firms reported first offering metal
skis for sale during the relatively long peried
spanned by their adoption by the first and last of *
the major departmental chains.. However,. five of these
eight firms first.offered metal skis for sale pmly
after all but one of the major department stores had
done so. . . . . :

(3) Five firms indicated that they first offered metal
' is for sale after August 67, ‘the time when the last*
major depaxtment store chain adopted the product.

The remaining stwo firms did not specify the time at
which they firet offered metal-skis for sale but both
indicated that they believed the product to have been
”aVaiIable in department stores before they ddd so.
v, A N t‘.' ' . . ]
. i .
\\.Thus, in spite of the small number of firms reporting theas is

1

ébidence in the case of metal skis df the pattern of adoption which the

"Diffu51on Model" would predict MaJor departmental €haink while‘hot

-

. first to adopt the metal skis in Canada appeared “to 'do so before the

) -

-

bulk of other. fitys which offer the product for sale today.

-

This examination of the market for metal skis in Canada has

beén of partieular.interest not:only because the findings.appear to

: offer support to the "Diffusion Model” but. primarily becausegtﬁe product
., - B . a4 - . PR - ro-

v

_involved is of a distinctly:different.nature from the othérs examined

in the study. Subjecting the godel to varying market conditipns was
P _ , '

e




+
0 4 &
a

one of the objectives which the study hoped to'Q;hieve.

v

1
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SOURCES OF STATISTICAL INFORMATION ‘
¥ S ’ ' ' ‘

1. Derived from DBS 65-007, Special Study 5~F4~64, Import Analysis -
Division, Department of Industry, Trade and Commerce, Austria"
Exports and Imports.
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2. Accumulated from confidential records of five individual major ..
departmental chains. -
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CHAPTER X1V

v . -AN_OVERVIEW £ .

N I *i"“'*%-‘ T — A .
In ‘assessing the principal results of this study it is worth-

. A ” while to examine QBCh of the two major phases in turn, beginning with

the mail survey and then moving to the major‘quantitative portion of
the research. * -
o ’ . .
. THE MAIL SURVEYﬂOF CANADIAN RETAIL INSTITUTIQN$
- 0

.« —

v In light of the focus in the major quantitative pnase of the

M LU

;eseArch on the“involvement of major Canadian department stores, it
° ‘was decided to obtain additional information concerning the products
neing studied‘by examining the nature and timing of participation of
other types of distributive institutions in the market for these
products. - In particuiar, thi! phase‘o?'the tesearch was intended to

Poo)
, provide verifiqation of hypothesis II dealing with the fime of/adoption

e of"new*prodpcts~by~maaer—Gaaadian_depaxtﬁental_chains in relation to

the time of adoption by other retail optlets. The validity of the

‘

. hypothesis across the range of products studied is examined in this

phase of the studya The- method selected for obtaining supplementary

information on "the eight pfbduots studied was a questionnaire mailed
\

¥ . to a sample of those Canadian retailers who hahdled these products.

2

The discussion of the mail survey will be divided into four

parts: lone dealing with the design of the actual questionnaire.used

N . ‘ S ¢ I

' - - . - - .
. . . . ~ P » a
] . &
.
R . . R
.
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‘ in the survey, a second which outlines the sample selection pfocedures,

a third‘whicﬁ explores the question of reéturns for the questionhaire:

and the last one touching on the p¥incipal findings of the survey. The

first three paﬁts are contained in Appendix B. - The principa}!findings

are described below. ,

_Principle Findings of The Mail®Survey

' > Detailed findings of 'the survey with réspect’to the dates of -

: ,

adoptioh of the eight.products under study %y the firms surveyed are
< reported in the chapke?s dealing with individual products: This data
showsvthat for all buf éhrée of ghevéroaucts, more” than 50% of the
fégéillfirmé‘fepdiflﬁg“ihdicated‘that-théy f}rst offereé—a_pioduct___*_l
for sale at a time aﬁter it had been available in élb the major depayf— ‘
mental chaigs: However, these results ar;uperhaps misleading when
’ >‘account is'taken of the fact that in the casé; of six of the eight
products, one of the majof department stores adoptéd consiaeraﬁly later
° * than Zhe others. For five of tpeseusix producté, the percentage of.
C)retgilers adopting after ‘all but one of‘the mgjorAdeﬁartmental chains

. /
is in excess of 70%Z, providing strong intuitive support to the hypothe-’

——__+ _sis that of the several types of merchandising institutions-whieh-do -

—— e —
—— e

. T ‘
adopt a new product, the major departmental chains will be among the .

earlier adopters.

Hypothesis ¥ (b): Addptipn by major departmental chains in relation
, to time“6f adoption by other retail outlets.
& . . .

. - - \

* . -~ The mail‘qﬁestiopnaire survey yielded a number of specific

e

adoption dates for each of the products from which a sample mean couid

b 1)

be calculated and.compared'to‘phe mean adoption date for the 'five major .

a

N

|
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departﬁental chains. These means are éxpressed in Table 9 in tgyms of
o~
the number of years after the product had been known to be available

L) - . B a

3 -

in the Canadian market. -
~ T , ' . ) ’ Lot
On the strength of a one-sided test fort difference between
means -at a 5% significance level, the mean'departmental chain adoil'on

- Atime-was-ieund.to«heisigniiiségill_§§£li§£_than that of the other

—— e
L

; ¢ retailers except for color T.V. and metal skis. At a IOZ level, only ,

color T.V. was not significant. In the case of metalpskis,'one major

<&

departmental chain adopted long after all the otﬁers had done so, which °

. i N
tended to bias the department store resubts. It is interesting to ! .

examine the case of color T. V for a possible explanation,as to why:

N T T o >

A

the mean adoption time of the major departmental chains was not found -

4

to be\éignificantly earlier than that of the other retailers eurveyed.

©s In chapter VIII it is. pointed out that Canadian unit sales of color
. .4 o . . . .
television sets increased by a factor of more than .eight during 1966,

- ~ B il ¢ T .
¢ the year .in which color broadcasting commenced ‘im this country. Clearly,

‘the ‘demand for color sets was closely tied to the availability of color

n:!sgraming in Canada.o Although .many Canadian homes were able to receive

4

nnlnr_prgg_agg from the U.S. statious prior to 1966 the 1mportance of s

< —

. color programing originatingwfr;;<Eanadian networks was neverthel R

shown by the data.on unit sales to be“a critical influence on Canadian

o : demand. ' There is little doubt thae the major Canadian departmgntaP

.

‘chains, which are constantly in search of new products with substantial '

potential salés volume would have examined the rekationship between
color programing‘and demand ¥or ¢olor set$ when considering the adoption '._'_

~

-~ of color televisign‘sete. Hence, the timing of their adoption of this

product may well have beéh influenced by some estimate of when cqlor :

. . . .

s
fiad
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broadcasting in Canada migHt ‘commence.
In summary, the data aécumuleted fRom the mail survey on .
.- adoption dates for each product offet powerful support to the hypothesis

that of the several types of merchandising institutions in Canada which

do ultimawelyéadopt a new product, the major department stores gill be

among the earlder adopters. The mean adoption time of the major.
A}

departmental chains was found to be’earlier than that of the other

retailers surveyed for all eight products studied and significantly

Al

. ' - ‘4 a - AN
eaxlier fer/ell but, color T.V. where special circumstances influenced

+ departmental chain adoption. Do

THE QUANTITATIVE STUDY

L 2

Ih this major hase of the'research,'an.attempt‘wéS'made to
verifyiempirieally the specific hypotheses arising out of the'ﬁreqiously.
discussed diffusion dbdel./ In Ehapters VI to XIII, eath of the eight
products for which quangbéatlve data were aVailable was examined in

~ .

turn with respect to the individual hypotheses outlined in chapter v.

.

_ThlS sectlon of the study is devoted to a detailed analysis of each'of

_____th_maior hvpotheses for 'all the products studied with a view to draw1ng

coﬂclusionS/about the valldity of each hypothesized relationship across -

- . .

\
a nangé_gg individual products.

L]

Import propensity of major. gepartmental chains compared
to import propensity of all other retail establishments.

Hypot

&,

It has been suggested the diffusion model that major depart-

2

mental chains, all of which have ove&seas 3uying‘connections, will, ‘even

at an early sfage in the life'cyele of a product in the Canadian market,
/ - . .



\ . . :
- + - . a

0
)

N , Do \ - L1985
" search’ domestic and forg’gﬁ‘markets alike in search of lower-cost-
. ' s ]

. sources of supply pf sources offering superior product features,’ either

of which will provide them w%th a competitive advantage in the Canadian
° - ' o

market. However, as Cahadian-based manufacturérs have tended not tor '
s A ~ .

become Heavily involved in the production of a' new product until it .

v

-deﬁonstrates“a'sigﬁificéﬁf‘ﬁifkéﬁ;ﬁﬁtEﬁtiaI;inméanédéy—if—is—te~be—_.~_.*~ﬁ4:‘__Nﬁ

.

expected that the méjor departmental chains with their ready access to

information on .foreign markets will tend to import a higher pr&portion,

Vs

~

bl

of the units of any new product they sell than would be the case for-

£

- . all other tybes of retail outlets-combined. Furthermore, bhilg it'is

’\/—‘\_ . . , L, i )
i (N suggested that the proportion of imports to total units sold,by major
/ erartmen;a} chaipS‘méy decline, as a:produc&\p;ogresses to a later
v stége in its life cycle -in the Canadian market, for the same reasomns {

.

’ , aé‘aboye, thisfporporfibn should nevertheless be expected’§o remain

®

higher than the comparable prépértion for allfother retail outlets.

An examination of the ihporf propensity of the majof departmental chains
1 . . .

* compared to all other retail outlets for.the eight products studied has

»
.

yielded the observations in Table 10. " ,

’

___ﬁw;“#\;gm__“__“‘w_;lg;ghg_géégugy cassetre tape Tecorders; e demesticman =
. » ] N - I
turing facility has to date been used to produce this product. Hence

thfre remain seven products which provide comparative dgta'on'import
. . ‘propensity. These seven products qéllectiveiy account for.a total of

N y - ’ ,\ . ,
uib\years during which both domestic and imported units were offered

forvsale in the Canadian market. During these 69 yeapg the import’ \\‘

]
L] -

prdbortion'é the major department stores exceeded that of all other
retail outlets in 45 years and was-less in 24 years. On the gtrength -

of aJLz test'of significance it has been shown tﬁat such a result

.

' ' * &
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:" *C‘ - . ' _’- R | “? -“, . . e e R
. offers strong. support to. the hypothesfs dealing w1th the import propen— 5:% A
TR v g l ’.‘ . e
sity of major departmental chains QSee Appnndix A) L. e :;t i

2 L

v Suppotrt for this hypothesis ik further strengthened when it-ié} 3

r

«noted that virtually all the 1nstances of smaller import percentages

. " -

for the maJQr departmental chaips were confined tg two products, namely
—_— . 4

»color T. V. and console, steréo record players. It is impegtant Bo®

M B . ’ - %

- - B
' examine these two exceptlons for p0881b1e explanatlons. -\

’

The explanation in the case of color T. V is stralghtforward

and has been aLluded to in Chapter VIII The reason for this” patterp-'.
: C

. \’) . R
is that the product category, color television, included both portable

-

units of which more than 30% have been imported'eaeﬂ’;;:r, and table

or console units for which the import proportion rarely exceeds 107%.

Those units of the latter type which,are imported into Canada;have
b

tended to be high priced and elaborate 'with features not’ofﬁe;sd on

-

/Canadlan produced units. Since more than 607 of the color T:V units

S ' . ¢

4
imported into Canada in recent years have been of portable units,

combining data on console, table model and portable units_haalkesulted

Che

in a,conclu51on that is misleadlng for this research Information o

provded ex}m:mwmmemlmgghg_@gelves has Indicated that

v i they account for a much smaller share of sales in the highly grice-
- e o gt

! gensitive portable segment of the total color T.V. market and in the
top prited console segment than they do of the volume priceiﬂ‘able '
]
» 7
. model and console segment. Furthermore, these flrms havesrevealed that

-

in the order of 707 to 90% of the~pqxtab1e units they sell are imported,

a proportion far in excess of the value for all other retpilers as a
group. Hence:>thIe thengrosé/iaport percentage of the'hajor départ-
, ) . .

mental chains/Avas found to be less than’that of allrother retail” .




@

institutions, in fact, thé ﬁercentage was substantially higher for

- »

portable anits considered-segﬁfateiy.

The probable exﬁlan;tién39f‘the observed pattern with respect

k)

to console stereo units lies.wigh inaccuracy in the data on total LT
. k) ' T oal - )

Canadian imports, as p&inted out in chapter X. An official of‘a large
. . < .
"Canadian homé'enter¥aiﬁmeng products manufactur;; poipted out that bl
. o ~‘ the daté publighed by,§tatistics Canada on Canadian impor;s of radio-
é;onogrgph combinations consists'largely o£ compact porthblé and table-

top combinations which are not under examination in this study. As no

r . Precise method existed for separating such units from larger consoles .

+

. . ’ . “ *
: in the import data, '‘gross data was employed throughout, with-th9 result

that the import proportion for retaillinstitutioﬁs other than the five.-

»

major department stores is éfiﬂficially and significantly high. An- -

equally important contributing factor is a confirmed incompletené@s y//) N
: ‘ -

-’df’défé;aﬁ“dﬁpaffhentvstore;impefts-fer=£he~years~prinrvto,lQﬁZLj In

» ~ n

. thé/gase of congole stereos, where by far the largest proportion of

units was secured from domestic ‘sources, the records of four of the
/ ’ ‘3?

Z . . 1 L] - "
five major departmental chaing on imported units for the years prior

of testing

‘the hypothesis concerning #mport propensity, 4t is quesfionable Qggiher

to 1967 ware known ,

,

: ?
data on cohsole stereos f&r,the years preceding 1967 ghould be ingluded

. o » : . %
" in theJLz test of significance. -
- . There remains an important obsexvétion concerning the form of "
imﬁort involvement of major depar%ment stores. Although in the case . v !
. . L T, *

of every one of the prddqcts studied imported uni'ts have been coﬁtin—\.
s l"' )
uously available through Canadian-based distributors or through Canadian *

* subsidiaries of foreigniproduéers, it is noteworthy that the major

o ¢

‘ N

k] ! - : -
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‘extent of direct importing engaged in by the major departmental chains

¢
department stores have repeatedly bypassed such firms in favour of -
sourcing their imported units directly with foreign producers. The L

.

is indicated in Table 11. | - . ..

In the particular cases of dishwashers, cassette recorders,

console stereos, and metal skis, at least one of the departmental

. —_— — -

chains imported 100% of its‘reqﬁifementé Eor some years directly from
foreign praducers. Conspicﬁous by the absence of any direct importing
on the part of @ajor dgphrtmental chains is fhe case of Super 8 Movie
Cameras, One senior depar'ﬁent store official explained this pﬁeno—

menon by the fact that department stored did not wish to become involved .

with the servicing of this product; by sourcing through Canadian-based
distributors they could leave servicing problemé to the distributor.

Two departmental chains in particular bear specialvcomment

at this point as.their impbrt activities were observed to he exceptional .
. " . .
relative to the other firms. One firm engaged in direct importing for
every product stﬁdieﬂ except super 8 movie cameras, while the other
imported\qsrectly five Qf the eight products."

-

In summary, the rébult; o{ the quantitatiYS phase of the research

it o [

departmental chains with respect to the products éﬁam%ned.
: . _ b _ y '

oifer powerful support tothe hyputhcuis«deﬁiinglﬁithuimpoztmpxbpensinymMWmM“umv

AJLZ test of the data provided confirmation of the hypothesis that

Canada's five major departmental chains as a group demonstrate a
1 . - . a .
greater propensity to import new consumer products than do all other

retail Jdnstitutions comfined. Ansimportant related finding is the
considerable deéree of direct import activity engaged in by the major )

) . ] SN

v . .
’ 14
-

-
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- Hypothesis «I1 (a) & (b): Chronology of Department Store Adoption
’ . )

- . -

In the diffusion model, it is suggested that the process by

which a new consumer product is introduced to the Canadian market will

r . .
be largely determined by the relationship of the innovating fofeign

company to the Canadian market. SpecioffiéaIIy,‘it"is‘TxrﬁnrjnqNﬂﬂﬁn$~—-

. that' the most rapid spread of a new product to the Canadian market will

tend to oceur when the original innovating firm is multinational with
an influential and,relatiGely'autonomous subsidiary in Canada. In

.

. ' . v
such circumstances the Canadian subsidiary is well placed to assess

the potential in the Canadian market for thé new product and to import
7 3 . - »
sample‘quantities to test market acceptance. Where the new product

?

is introduced to the Canadian market in this manner, the subsidiary

» >
\ ~ A

will frequently select retail outlets which provide max1mum exposure

" in order to test Canadian market acceptance. The most conspicuous -

.

example of such retail outlets are the major departmental chains.

3

Hence, in cases where the original innovator of"a new consumer

préduct is a multinational firm with a'significant_Canadian subsid!%rg, !

-

>

_some "fiajor ~_departmental chains may be expecteé to become involved

(i ] witﬁmtﬁembrodﬁet from ‘the time’ of ‘the’ product*s'bfigtnai‘introduction R

2 ]

In thé cases of six of the eight products examined in this study, the =~ .

orqi,gigl innovating fbreign company .had . an established subsidiary in T
Canada. .

It has been suggested, however, that the role or the major
. 'partmental chains is quite different where the original foreign

//innovator is inexperienced in the Canadian market. In such cases the

) ihi{fat}ve for introducing the new product to the Canadian market will




A%y

. ~

. \ ’
& ) s

- s { N, B EN . - \
tend to be assumed by an entrepreneur of distinctly differnt character—

. — ‘ .

istics, often an importer or a small specialty retailer. The risks : .

‘ associated with the adoption of&a new product‘%f tbis type are percelved

2

. : " as being greater than is the case wheén a Canadian subsidiary of the ‘

*“”‘*——“ﬁn—igtnai» f_entreprencur -in the Canadian
market Consequently, major deparfment.sgores will" tend to let otherd -
) , ) Ty o
ipnovative spegialty retailers experiment with the market acceptance

. o

of new cq‘!umer products of this second type before betoming involved - . 4

themselves. If the new product does'demonstrate £ reasodable potential‘.
. , A .

- ]

however, they will move relativeiy‘euickly to offer the prodult for

. ¢ .
sale. Of the eight products studied, only two were innovated by firms

which did not haye existing Canadian SUbs“tliaries.‘ These products L .

-

wvere domestic dishwashers and metal skgs. o ‘ : .

The two part§ of the'hypothesis\dealing with the,chronologyj;?“ ;z

department store adoption are dealt with below.

L . ; .
ia) Adoption by major departmental chains,relat1Ve to the original
date of introduction to the Canadian market. e .

4

3 "L t

‘-“"—rw“rﬂﬂ~—-—-——{{—b334waupsuggesLmLJjuug7he‘iixggyggr Canadian departmental

%

S

T T T e e e —

e T N

R e —

chains®will tend not to be the first firms in Qanada to adopt a new

product, particularly %p'those'cases wbere the product was innovatéd ..

‘by a foreign producer with no existing subsidiary in. Canada. An - N

o

. ‘ examination of the adoption dates of each of the elght pfoducts studied i

v
*

has yielded the 1nfofmation'shown in Table 12. ‘ -

*

Information” from Canadian manufacturers and the major depart-

[ s «

) mental chains ind{cate that in.the case of twin-tubs alonel'tﬁbxmaigr '
u o ;

a8 0 —

b

2 department stores were positively identified as befhg.the first

-." . -
v Lo . o
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retailers in Canada to offer 'the product for ‘sale. The case of twin-
tubs is unique iﬁ that the Canadian subsidiary of Hoover took the

initiative for introducing the p}oduct to. the Canadian market, and in .

order to gé!n'rapﬂd exposure to-the market it approached two major
N : a

departmental chains first. For 'all seven of the other products

[

studied, ,however, retail .institytions other than the major departmental,

- K4

chalﬁs were known to have been first to offer the products to Canadian
2 v ®

consumers. This»result is particularly interesting in the case of
-

-

products such as hardushell hair drYers, Super 8 movie cameras, énd

O

color T. V which were d@veloped and commercialized in the United ‘States

by firms wi;h establish d Canadian subsidiaries.

it is recognized that at least three of the products examined were

7

s In snmmary, the {research findings with resggct to seven of the

14

eight products studled offered strong support for the hypothesis that

ma;or departmental chains will teng(hot to be the first firms in Canada
' 7

- to adopt a new product. Theseﬁregults are particularly revealing when -

»

developed, commercialized and heavily promoted in the United Staifs at

a4

“the time of introduction to that market by firms with established

. &

Canadian subsidiarié% and yet were still adopted by other Canadian

retallers prior to their adoption by the major departmenmt stores.
Perhaps the impoitant peint to note here is that while some major

departmental chams were k‘wn to have adopted some of these products,

e o [}

at the time of their formal 1ntroduction to the Canadian market by the

Canadian subsidiary of the foreign innovator, Fhere were neverthelcss

. * N ) ¢
some other retailers who obtained units and offered them for sale prior

- v

.to their formal introduction. The'one contradiction to the hypothesis

was in the case of the twin-tub, a product| introduced to Canada from

~

&




-

‘producer. It is interésting to note that this product was- introduced

‘megntal chains may tend not to be first to adopt % new product in the

"departmeﬁtal chains to offer the product for sale and second-last in

203

Britain by the established Canadian subsidiary of the leading Egitish

to the Canadian market considerably in-advance of its intrbducpidn to

the United States.
f

(b) Adoption by major:departmentai chains in relation to timeé of
* adoption. by other retail outlets. . ),

>
v
»

The diffusion model would suggest'that although major départ-‘l

. .
Canadian market, they will nevertheless tend to be among the earlier

’
-

adopters. The validity of this part_ofﬁ;hgjhypgxhes;§_bas bqu‘ﬁssesggg"

in the first major section of this chapter dealdng with thglgﬁil

questionna?re survey. Some comments regarding the quantitative phase

of the analysis are, however, appébﬁriéte here.

* hd

First, it is to be noted that a reasonable degree of consistency

was observed to exist in conmnection with the pattern of adoption of -

the individual major departmental chains. One of the fivéimajor depart- ) s
mental chains exhibited a consistent pattern of being relatively iate -

in-the adoption of the new ﬁroducts examined in this study. For“six» -

<

of the eight products studied this firm was the last of the major P

a.'seventh cégg. Only once was this firm among the'first to adopt,
s - . . ,

and this occurred in the case of hard shell hair dfyérs which were
introduced and heavi}y promoted by the Canadian Subsidiary of a United

. 4 -+
States manufacturer. Not only was this firm consistently last to

J . oo :
adopt, but in at least four cases its adoption came more than a year

after all the other departmental chains had done so. At the Jiher

PR
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extreme; two of the major departmental chains demonstrated a consistent

pattern‘of aggressiveness in adopting the new produlté studied. One .
of these firms was reportedly first to adopt or tied for first in .the

. ) - s

cases of five of the eight products, and second in a sixth. The . -

. other firm was also first or tied for first in five cases but was
last in one and second last in two others. Of the remaining two major

departmental chains, one was first in one case and last in another,

but otherwise in the middle of the adoption time spectrum, and the

-
-

other firm was never either first or “last.

Another significant ‘feature of the chronology of adoption by

T the major Canadian departméfital chains wasthat the elapsed period

from the time the first firﬁ adopted a new product until the last
ranged from less than one year in the tases of Super 8 movie cameras
and hard ghell hair aryers,,to more than 13 yeafs in the cases of

domestic dishwéshers and metal skis. Suéh~a result is perhaps not
surprising when it is noted that the first t§0/products.wéré—Both'
heavily gromoted at the time of their intréduction to the Cénéiiaﬁ
@érket by Canadian subéidiaries of United States magufactufers, while
the latter two products were both 1nn;vated by foreign pro&uceré

with little experience in the Canadian market and no established

Canadiari subsidiary.

(=]

-

In summary, the section of this chapter dealing with thf mail
' ' kS 4

survey has provided confirmation of the hypothesis that of the several
fod - . .

types of ?erchandising institutions in Canada which do adopt a new

product, the major departmentél chains will be among the earlier

adopters. However, it is important to note that within the group of

five major departmental chains, there exist significant and consistent
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bring about aﬁ~increa§g,in unit sales reflecting acceptance by a
' -

. ©broader market segment. Initially, thé increased volume of sales is

4

1érgery to be attributed to the comsiderable power of department stores
[ .

) ° -

to overcome barriers to consumer acceptance. However, as the product

dempnstrates increasingly broader acceptance,'continued increases in

»
. °
.

unit sales are expecte esult from increased product exposure as

other types of retail outlets .offer tﬁg‘pgoduct for sale.;

© N -
. Evidence concerning both parts of the hypothesis dealing with

@

.the_%articipation of major departmental chains in the Canadian market

— 1s.presented bglow.

LY . s

. (@) Growth in total Canadian unit sales ;gllowing adoption by major
departmegtal chains.

It is suggested thaé once a new product ik adopted by the
. . - 4
major Canadian dgpartméntal chgins, the product will emter.a period of

more rapid growth in unit sales in the Canadian/market. The quanti-

RN . [N

tative verification of this hypothesis for the eight products under |

’

=, study was complicated by the fact that in some cases examined the

& Ty ‘ . .
+¥ period of time which elapsed between adoption of a new product by the

fir;t and the last of the major departmental chains spanned many years.
In addition, as pointed out earlier, éne of the major departmental
stores’was found consistently to édopt new products after.all the
o;ﬁers, and in at 1e;st four c;;es this lag in adoptioﬂ time was

- cé;siderable; Thus,,the decision as to precisely when a given product

could' be deemed ‘to have been ' adopted" by the major departmental chalns

e - " as a group could presﬁmablf\have.a significant efféct on the validity
. - L4 . - . -
of this hypothesis. Thus it was decided to employ two distinct measures

' ° ) . Y | .
. . b
,




of cut-off time and to compare the differences which existed between -

L

fhe two sets of'results. Uée/of th;‘timg of adoption by either the

first Ar last of the major departmental chains ran a considefg;;:‘risk

ofi biasing the results in relgtion to eithe? £he most Or the Lgas; ‘
inngvative af the firms. 1In introducing such a bias it Qas felf:that f§‘

‘ hat?

the results wqg&ﬁ not accurately refIEét the influence of the majof

departmental chains as a gfoug'on gﬁg/CanaQiaﬁ market. Consequezyly’.
" L4

the time at which each product was adopted by %he spcond major départ-

mental chain on one hand and by the second last on the otlier were

chosen as the cut-off for evaluation of the rate of growth in unit

]

I b P
sales of the products under study. T, : —

An examination of the comparative rates of growth in total

Canadian unit sales of each product befdre and after aéqption by the .
\ .
second major departmental chain yielded the results shown in Tahle 13.

By way of contrast the comparative rates of growth in total

Canadian unit sales of each product before and after adoption ﬁy all -

but one of the major. departmental chains ytelded the results shown in

“

Table 14. )

A

It is interesting to note that a change in choice of, a cut-off
time has no effect on the results in the cases of four of the eight

products examined. Due to limitations in the availability of data for

w . -

dishwashers and metaiisk;h in the ea;iy years, use of the time of

w

adoption by the second major departmental chain as a cut-off yields mno

Ebﬁpé?arive growth statistics in thbse two cases wheréhs,using the other
LA P ! ‘ L} '
cut-off does provide resu1t§ . '

“«

’ . .

The case of hard shqll hair dryers bears 9pecia1 mention as the

figures for this product in tables 13 and 14 areznot meaningful. The

-
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. explanation for the apparcnt cdntradiction.of the hypothesis in thid
case lies in the inapproprjateness of using the year as a J’!t of time. .
Adoption of hard shell hair dtyqrs by Canadian consumers was so‘rhpid

that it had been accepted by a broad range of consumérs-during the first
v - ’ ‘ ' :
o ) year £gt}owing its introduction tqv§he‘market. In effect the product

I3

moved from the Introductory ghrougﬁ to the General\ﬁccéptancé stéggé

of its life cycle with such rapidity tha; the Froduct 1ife Cycle 'lJ

'.coacept loses.much of 167 meaning in thip case., The relatively-low °

-

s v - unit priqg and h;gh rate of exposure of the prqﬁuct to cpngumers in

» .
- 3

- -’ * advance of ‘its introduction to the Canadian market through U. S. tele— ~

insion advertising and magazines pﬁbiished in the U.5. offer some

expianation for the rapid rate of acceptance in Ganada.

- d A

The results in tables 13 and 14 indicate that, with the exception

-
>

T of hard shell héir dryers, each product studied entered a period in

B ’ A [ .
which the rate of‘éiowth in ufiit sales in the total Canadian market

increesed sharply. 1t is important to note, h6WeGer, that in the cases

+ of dishyashers, 2sza1 skis and color .T.V. the total market was subse~

)

quently to enter a period ﬁith a still greater increase in rate of

growth in unit sales. In all three of these cages Canadian market

3
-

. acceptance was a more gradual process than was true of the other

products studied. At the opposite end of the Spectrum was the hard

N o

- shell hair dryer for which atceptance i’ Canadian consumers ‘during

.

the first year was exceptidnal. )

. ¥
There remains one aspect of the rates of adoption of the

individual products which merits special/comment. In the cases of

hard_shell haiy dryers and Super 8 movie cameras, it was observed that

adoption by the gajor departmental chains occurred much more rapidly -
. .

’ I3

-

. « g ' .
- -=




w

»
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than for the other prducts examined. In both cases at least four of
the five firms ha@ adopted during the year the product was formally
introduced to the Canadian market. It' is interesting to look for a

possible exEEE::tion of the abnormally rapid rate of adoption here.

. f . [4
- - Three features Yof these two products are noteworthy in this regard.
“w w o -/ 9 ' -

Yeoe Firs;; Ebey agg Both réléfively low priced items in domparisén to the

- < -otheyé.. Second, théy were bgth introduced with heavy promgtional
. back-up to the U.S. market within a year prior to their Canadian -
introduction., And third, they were botﬂ introduced by established

P
Canadian subsidiaries of the multinational corporations which innovated

T - -

- the/ﬁ&oducp in the U.S. It would.appeag that the multinaﬁiggal firms

E

played a significant role in the rate of -adoption of these two products -

in -the Canadian markét.‘ By way of %ontrast, the data would further

,", ~ suggest that the opposite effect holds in cases where established g
o v - . T
- Canadian subsidiaries of the originating foreign firm{dsfgot exist.

! . ‘s .
Such was the case with dishwashers and metal skis where periods of eight

. . and 14 years.reSpectiveiy elapsed betweén introduction t?/$he Canadian’
¥ market and adoption»by_four of the five major departmental chains. Thus

the findings of this research suggest an iﬁportané relationship between
rate of adoption of a n;w product in the Canadian market and the

_presence of an established Canadian subsidiary of the innov3ing firm.

A

» ., For the products under examination, support.for the hypothesis

concerning, the rate of growth In tétal Canadian unit sales followin

1l .

adoption by the major department#l chains is strong. Thus the data

\ tend to confirm that the rate of adoption "a new consumer product

in Canada is heaéily influenced by whether or not the major departmental

. chaiﬁg have became involved with it. 1In the case of each product, with

\\ ) : oy

AN




'immediately following adoption by the major departmental chains.

-

unclear, the rate of growth in unit sales increased drgmatdcally

-

There 1s(in the data,. however, an important qualificataaf ﬁo this

finding. It would appear that in those cases where the original‘
. - 9
. . 1 -
foreign innovator of a new product has a subsidiary in Canada with
- rd
{

established marketing facilities, that the rate of adoption both by

departmental chains .and ultimate consumers themselves will be acceler-

ated to an extent that may even overshadow the influence of the depart-

| I
mental:- chains. |,

L4l 3

(b) Retail market share'accounted fdrrby major departmental chains.

.
3

. Tt might be expected from the diffusiorw model that the retail

market share (in units) accounted for by the major departmental chains
. v

would initially rise from the%fime of adoption by the first of these

.firms but would subsequegﬁiy reach a peak and decline, reflecting .the

entry of other types of retail institutions into the market. An exam-
ination of the market share patterns of the major departmental chains

as a group for each of the products studied yielded the information

3

shown in Table 15.
|

The marke& share performance patterns of the major departmental

1

i
chains with respect to twin-tubs, hard shell hair dryers and Super 8

! -

¥ .
movie cameras bear. isolatiom for special comment because of the »

‘ ¢
exceptional cipcum%tances surrounding them. As pointed out earlier,
3

majof Canadian depatrtmental chains were known to have been aﬂong'the

first retail institutions in Canada to offer all these products for

sale and for twin-tubs, two 0f the major departmental chains were

rd

~

/
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A ) ;P N .
) » 2148
. identified as being the first retailers to addpf*the product. "Hence, -

N these departméntal'chains,aaslﬁkpected, accounfed for a significant

share of total Canadian sales of these products from the time.they were

=

introduced. This share, in fact, immediately deglingd, reflecting the

. R

eariy,entry of other non—deparémentai chaiﬁ% %nfo the market. but? as

other large major depaftﬁental chains subsequently adopted tﬁ§ prbduct
28 . N

o

i
the share accounted for by these firms as a group once again began to

%4

- rise. The situation for twin-tubs and Superxé’movie cameras was further

Yer

. X ) .. . o .
complicated by the fact that total Canadian unit sales of th -have
o ;

{ N
declined from the level of earlier years during thedr respective
histories.— s of- § ars_have shown

{

- ) . N .
sharp gains, with the:result that the hypothesized pattern of market "

\ share enjoyed by major 'departmentai chains has been observei}/'ﬂowever, -
/ ” ’ > ’ ) '
the decline in total unit sales of twin-tubs shows no s§gn of being

reversed and the departmenfal chains' share of the tota mariet, which

decliged steadily from the year of the product’s introdiction, has
- . ? ~ N -
risen in every year since the)l?sE}of the major departmental chains

]

offered the product for sale. As data on tgtal unit sales of metal

skis 1in 'the Canadi market were incomplete for the early yearé after

/ k
- ., - - Q v
its introduction, iy was not possible to determine. whether the share

" accounted for by thé major\dépaqtmental chains did increase subsequent

to the products adoption by the first major departmental chain.

< Howevet, the departmental chains market share for this product was _

subsequently observed to firét rise @nd thém decline in keeping with
\:X .o the hypothesis/éoncerning market share.
JThe products studf;d,4with the above qualifications, have all

+ exhibited a pattern of growth in major departﬁent Btore market share
! ; L -

- ) ) .
-y — ’ . N
.
w
. .
. -
\
e N
.
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consistent with hyppthegis III.‘.For";hese'produots tHe majoﬁ depart- . e

Y

- P .

mental chains market share rose from the, time of its adoption, subse-
quently reaching a peak and beginning to decline. Thus' the data appear .

to support the idea that the“sﬁare of the total Canadian mark& for a =~ .
R ) . ’ ® ’ B , i . O ;
new consumer product held by the major departmental chains as a group .

»

will first rise subsequent to its adoption by these firms in response
& .

to its acceptance by the much broader range of consumers which Eomprisg

. : i . a. : | ’ @
as other retail outlets fuFther incredse the products' exposure. #
. © o a ‘
A ?

<Ehe department storesl‘g&i;:tele and that this sharé will later decline

SUMMARY .
I ’ ‘ s

. o B ‘
‘ The combined principal fiﬁdings of the quantitative phase of "o
the research andupf the mail survey are the following: P

b

N & E

' «
- B - v o

«

<

1. The hypothesis which*stated,that.ffbm the time domestic

production begins, the proportion of department store unit’ ) ]

sales of each groduct reﬁresented by imports. will exceed

the comparable average proportion for all other retail L

ipstitution% combined, was confirmed. Major Canadian

departhentéi‘c%ains do exhibit a higﬁer propen%ity_to -
- ’ Lo
sourcé new products abroad than do other retail institu-

. 6 N
tions, and furthermore demonstrate.a marked tendency to

. import directly frem foreign prod&be;é in preference "to .
. buyisg from Canadian based importers. ° i i
. - i’ i {,é . o . .
- . B @

3 S Both’iaérts of the hypothesis dealing with relative time of . o

adoption by major departpéntal chains in comparison to other

retail institutions were strongly confirmed. The data
* ~ .




. revealed that major.departmental chains were not first

¢ to adopt in the cases of seven of the eight products ;

. ' studied. Furthermore, it was found that while major

departmental chains tended not to be first to adopt,

they were among the earlier adopters in all eight cases,

' (;, "examined: A m®jor qualification to this finding was ‘

that within the group of major départmental chains, two
. ) N ~ ‘ '
firms consistently adopted a more innovative stance with

t

- ) o respect to adoption of new products thart did the others

-

"and another firm was consistently last to adopt, apparently

’ preierning'to avoid the risks associated with*the handling
B ’ c }

. N . - - [ P

- v

of new products. e

-

3. Both ?arts of the hypothesis dealing with the involvement} .
[ R .
) . of major departmental chains intthe.pattern of adoption of

. new cansumer products in the Canadian market were supported.

. -

The rate of grQWth in total Canadian unit sales exhibited
H

a tendency to increase significantly in the period immed—

' iately following addﬂ!icn by the major departmental chains

Y . in seven of the eight cases studied. An important quali-~

© &
‘ " fication to this find;ng was that in cases where ‘the

original foreign innovator of a new product had ' a subsidiary
in Canada with established marketihg facilities, the rate -
\ . , S L
d of growth in unit sales was accelerated to an extent tbat

]

©' “yirtually oyervshtdowed the influence of the major depart— L

1]

mental chains. The' market share accounted for bf thé major

' oo ’ .. :
o -, . departmental chains was also fgund to rise following their

' . ‘ )




B Y
adoptiofi of a pfoduct, but subsequently to decline,

reflecting the inégéasing participation of oihenprefail $e :
institutions in the market. The majoflCanadian depart-. DT,
mental chains, thus, do appear to play a role as "gate-

o

.~ keeper" in the Canadian market, performing a linking role

- “

between the specialty segment and qQther consumers, & - .
¢
. P
’

1 ‘ ’
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CHAPTER XV

- IMPLICATIONS OF RESEARCH AND SUGGESTIONS

FOR FURTHER RESEARCH o

: g 3
The research reported in the'preceding chapters 1as presented

some revealing insights into theﬁimportant role played by the major

Canadian departmental chains im stimulating the flows of new consumer

.
e

products into the Canadian,marget and %n influencishg éhe,subsequéht . .
patterns of acceptance and Qf Erade inflows of thise pfgauCts in Canada.

It is noteworthy that;the qgéearch iﬁvolves a siggiéigant departu;é

from the traditionai:orieufatiﬁn 9ﬁ stﬁﬁi§§°3§éiénéd,td;eiamine'and
aexpiain developing patterns of trade bgtween ndtions. Specifica11y,

. » b ’ . .
it takes as its field"of study those distribugion intermediaries
- . ’ ‘ P

operating within a nation which adopts a product subsequent to its

original innovation in another country. Recent studies in the field
- t Vi v

of Intérnational Trade based on the Product Life Gycle concept have
tended ,to, goncentrate on the changing influence of both foreign and
domestic manufaacturers on trade flows as a product passes through

various stages of acceptance in a given market. What these studies

\

have neglected is the considerable market power represented’by firms

such as the major departmental chains in Canada. These firms are
Ve .

capéblerf intervening directly in the foreign trade process b& plécing
substantialfgrders with overseas manufacturers; fhereby byﬁassiné
noimal trade¢ channels. In~such instances the initfative for the trade ¥
process lies with the importing dgp;rtment.store and.not with ;he

. - &
foreign manufacturer or Canadian impérter. The observed capability of

°

22 .
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major Canadian depéfgpentél chains to source prodycts directly from’
. 3
foreign manufacturers offers these-firms an additional édvantage over

and above any cost saving thrBugh direct importing. Specigically, the

relationship provides the major.departmental chains wjith duicker access

to new product features which would not otherwise be available until a

_ later date if innovation were to follow the traditional route from

foreign parent to domestic subsidiary. The net effect of all this is

[

that the fnajor depar;meﬂfal chains in Canada appear to accelerate the
progression of many consumer products along. their life cycle in the

* Canadian.market and in so doing, they may distort the orderly dqvelopmeq;

o~

of a ‘Canadian-based manufacturing capability in the product. The .
LY B 4

. 4 * - .
suggesgion of earlier studies in the area has been that whila the first

~

units of a new consumer producg sold in Canada will likely be imported

from a foreign producer, once acceptance of- the product in Canada appears

.

assured, Canadian-baséd production will begin in earnest. Hg§§ver,
Canadian department stores ére seen very early in a product’'s life cycle

.to seek out foreign producers gfferidé either relatively/low cdsts or

exclusivity of product features and to source substantial quantities of

-

the product directly from these‘broducers. In so doing, the departmental

chains substantially reduce the potential attractiveness to Canadian-

'

. ' kY
based manufacturing facilities of producing the product. One reaction of

Canadian7based\producer§ to the aggressive foreign sourcing activities of

» « »

departmental -chains ha§ been to forepgo production of a prodpct‘?in effect
N /
skipping’ this stage completely) in favour of importing completed units.

%rom a fofeign affiliate and performing a marketing function in Canada

*. based heavily on the maintenance or creation of a manufacturer's brand

name a@s a means of competing with private~branded direct imports of

@
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~

departmental chains. In some extreme cases such as that of cassette .
\ v

recorders, direct importing has had such, a substantial influence on the

¢

Canadian market.that even a ‘sizeable import duty has not been a sufficient

incentive for a single Canadian-based facility to engage'ih p?oduction to

< -

date. / : . . .

n

Implications of Reséarch _ , .

The adoption of the particular‘ research orientation taken in this

-

* ) | .
study gives rise to a number of implications of both social and practical
"significance. The research should provide impetus for further study on
the structure of a nation's distributive network. The important inflpence
, ) -

of major departmental chainé in the Canadian market -on the flow of certiain

ca;egoriés of new products into Canada, and also on the process by which
. » »

‘ thesegproducts are subsequently diffused throughéut tﬁa.market, has been

documented in some detail in this study. One is tempied to specﬁlate as ;

to the nature of the process by which new products are adopted and subse-

quently gain acceptance, and the source and nature of influences on trade

inflows of consumer producté, in thosée economies where retail institutions

" such as major departhental chains are relatively insignificant or absent.

L3

At the very least, one would expect the life cycle of any givenvproduct to
be relatively retarded in such an economic setting. 1In addition,‘fhe lack

of powerful retail insgituti&ns exerting a significant direct force on °

‘e

trade inflows might be efpected to affect the relative importance of

'
domestic and foreign sources of new consumer products,

In Canada as major depgrtmental chains éxpaﬁd their operations
to gain exposure to an even broader segment of the population and as
théy accumulate expérience in deéling_directly with overseas manu- o
- ‘ . ‘ ‘
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facturing *resources, thelr influénce on -trade inflowg of consumer
; s .

*

products should’ further incrgase.i,Sudhlé situétiqn‘does not provide

(S

' much stimulus for Canadian-based manufacturing facilitieb, which, apart

-
T

froe broxim@ty an&%servicing, have littlé té offer aarétailen who views

the eﬁéife world as a potentiai source of its requiréments. 'éonﬁersely,
) any atteﬁ;ts to discourage major C¥hadian departmgﬁtal chains in -their -
aggf;ssive ;?urcfﬁé activities woul? have‘the ;ffégf of depyiné:; ;ajo;

»" segment of Canadian consumers quick access to new consumer products and
¢ R & ’ e ’ - .
improwved product featureg at lower cost, features which have resulted

L]

"from the active role to date of theée firms in the Canadian market.
. ‘ . 0

‘ & . F ) [ v .
: Ipplications of- the regearchrgpr'managers in both tHe manu- .
N . oo, o s = ,
v, facturing and distribution segments are numerous. For those firms
a - . -'G_.a.i ‘ . : ' N

cﬁrreﬁ%lonr potenggally involved with the category of consumer
s . .t Al . < -

products, tﬁe fipdipgi’offer“guide1ine5‘ﬁof“the fogyulation of strategy

and timing of merc?undise activitiés, Lonsider, for example, the '
.gignificaé;e'of ;Pe‘feSZarch to_ a }orqégq’iépovator. While it is
. - -temptiné for §dch anAipﬁ;§ato; to co tactiimmediately‘the @ath .
"ndeﬁartmgntai chains in Caﬁadalsf*hé d%sh:s to gain access to the

® > A . - - -
' Canadian market, the £in41ﬁgs sugges® that the vast potential market

. ‘*and rélatiyely few contacts réprefented‘bf'phese firms may be misleading.
t:Firét, sane‘the‘teﬂaepcy has been obs®rved for the major depart?ental
chaé;é‘ég.a.group to tend.not to gdopt a ;;w product immediately,
- Yo pfeferring to let other:firms ru;'thﬁ'r;sk of introducing a new product

-

into an uncertain market, the foreign innovator might be better advised ¢
- ’u 4

to contact initially an innovative Canadian specialty retailer or

importer who has access to such retailers to gain access to the market.

Such a strategy would have particular validity in those cases where the

-
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original innovator is inexperienced in the Canadian market and does not
have a Canadian subsidiary with estabi‘shed market‘connections.‘ A ‘
tsecond reason suggested by the research for a foreign innovator to

. avcid che major departmental chaing initially is that in exposing the
product tthhe éepartment stores prior to establishing e&en a limited
ecceptence for hf§ own productﬁin Canada, he increeses the r%sk of »
having the major d partmental chains seek out- another foreigcdsource
which -will produce a unit at lower cost or with improved features
under a private brand exclcsively for that departme#t store. The
situation will vary‘i:\thOSe case$ where the product is innovated by
a producer with a powergul Canadian subsidiary and an established

" brand name in Canada. éére the marketing power represented by an.
established and widely accepted brand name may more than offsgt those
/advantages which accrue to a departﬁentel chain through direct import- ‘ .

ation and the producer would be well advised to approach major depart- .

mental chains from the outset {; order to achieve rapid market

penetration. L
The findings would suggest a different strategy for foreign
or domestic producers other than the original innovator. Those manu-

‘facturers specializing in rapidly copying or adapting new products

would do well to monitor, the experience of innovative Canadian retailers

for promising new product ideas- and quickly offer a more attractively-

priced version of the product to the major departmental chains in
Canada. Presumably, this copy of the original new product idea would
be in a form which might make it more acceptable to a much larger

segment of the Canadian market than.the original innovation itself.

Canadian merchandisers, including retaiiers, wholesalers and




’ fzzg‘;

evkn manufacturers, maf find in the research implications’for.their
opérations. Those firms which are concerned about risk and uncertainty
assoclated with the addition of a new product to their line may be able g
to improve their confidence by systematically observing the experience

of other more innovative institutioﬁs in”the market which normally
4 2

adopt such new products relatively early.

Perhaps the implications of the ygdflearch for Canadian manu-

=,

facturers are more significant than for any other group. Since the -

risks associated with tooling up to produce & new product for which

acceptance is uncértain are much greaterqthanhthe risks involved in ¢ -

¥

A‘ ﬁuying a supply of the product from an existing manufacturer abroad,

the speed with which Canadian departméntal cﬁains are abie to pick up

a new product iﬁea and source it through a low cost foreign manufacturer
may incréagingay lead Canadian producers to bypass the production of

a new product in favour of buying it abroad and selling }t through

their own distribution facilities, at least until Canadian demand

0" -

enables them to justify productibn. Hardest Bil'bﬁ this tendénéi will

(el
E4

be independent Canadian manufacturers, who will be at a distinct

disadvantage relative to Canai}én subsidiaries of foreign producers

when it comes to buying—co?g}eted units abroad. For those few Canadian ( ‘
manufacturers competingdjy/the innovatiéh‘forum who are seeking foreign

markets for their produedts, the implications of the research are not
B . b ya X .
unlike those for the foreign innovator attempting to gain entry to the

Canadian market. . However, the Yanadian innovator faces the compli-

#

cation that in those markets wharé powerful- ail institutions such

as major departmental chains are not prominent, \the diffusion pattern
e )
would be expected to differ markedly from the?Cdnadian experience and
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a different ma{}eting strategy would be appropriate.

Finally, trade policy formulators and admiuisfrators'may find
LY .

:

in the research certain -important implications with respect to trade in

the growing category of consumer preducts. Since.tbe major Canadian_
. .
departmental chains are seen to exert such a profound influence on.the '
14

developing Canadian trade inflows of new consumer products, then

-
-

presumably their cooperation would be essen;ial to the success of any
program aimed at controlling trade inflows for such products or

4 . S e e e . )

Stimulating domestic production of consumer products. None of the five
. . o N : : ) “ . i - i N -

major departmental chaing examined indicated 'a’ reluctance to source

-

"merchandise'throﬁgh Canadian manufacturers, indeed some commented on

‘,insfanceg in which their own large orders had been respqnsible for

. setting domestic producers in motion. However, these firms are very
cognizant of the importance of maintaining competitiveness in- the
a

products they handle and will not hesitate to source their requirements

abroad if aanntages'result from such activities.

On the other hand, insofar as major departmengaf chains,

through importing, tend to make useful new products- availanle to a
broad segment of Canadian consumers soon after their introductioﬁ,

they might be encouraged to continue such activities because of the

benefits to Canadian consumers. Conversely the jimportation of widely
accepted mature products which might be éﬁsplacing Canadian manufactured

goods soley on the basis of lower cost might be discouragea. 1t is

important in connection with this latter comment to point out an

v

essential difference between the United States and Canadian trade
‘ *

situations with respect to consumer products. ®he work of Vernon and

his assoclates has provided répeated confirmation of the observation

a
-

"
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that the United States tends to export new products and import mature

ones, largely because most consumer products are innovated in the

»

" United States market. Canada, on the other hand, has been observed to

i

import both new products from innovating nations.as well as established
mature products fXom low-cost foreign spurces. To the extent that
major Canadian departmental chains are accelerating the rate at which

imports of low-cost, mature products appear in Canada, they may be

céntributing to th; current highly publicized défficulties experiepced

by Canadian manufactugfers of consumer products. On the other hand,

it migﬁ% equally be a ed that by importing at an early stage low-cost
mature products, the major departmental chains may be sparing'panadian'
manufacturers the losses associated with béayshort-fun decisions to

“manufacture a product. . |

The primary contribution of this study may pe:paps best be
emphasized by reference to a statement made by Louis T. Wells in the

foundation chapter of his book "The Product Life Cycle and International

PRI S

Trade".1 In discussing the usefulness of various product 1ifr'cycle

modelslof trade for understanding the flows of manufactured godds
across international borders, he commented:
e
For the advanced countries, the models offer food for
thought as to what the effects -of the spread of multi-
national enterprises might be. With the establishment
of efficient information networks among subsidiaries,
.the gap between introduction in the first market and a
second market might be diminishing. )

It is to be noted that -the emphasis in this statement remains
with the manufacturers themselves and with their potential influence

b )

on international flows of manufactured goods. The findings of this

study, however, offer powerful evidence that, in the Canadian market

]
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L]

3

suéh as majop, Canadian departmenta} chains may be at least as important

. o
a contributor to the diminishing of the gap between introduction of a

\

- .‘

new cohsumer product in the first market and the Canadian market.

4

% .
Yol

Suggestions for Further Research

@

1. Due to the limitations of time and resources, thig study has
been restricted to examination of the process by which
certain consumer product innovations were introduced to
and subsequently widely accepted in the Canadian.market
spé&ifically. Confirmation pf the important influence of
major departmental chains on trade inflows to Canada of
various pgpducts raises the question of whether a's}milar

. . . “
situation exists in other national settings. An examihation
-

of the distribution structures of other nations with

particular emphasis on determining the extent- to which
powerful institutions, comparable to the major Canadian
departmental chains, exist elsewhere and exert comparéble

influence constitutes an appealing topic for further

research. The United States market in particular with

P

its large numbers of major regional department stores
. []

would be of particular interest if for no other reason
than the fact that most consumer product innovations

originate in that market. Conversely, nations such as

Italy, where large department stores are known to be : -
relatively unimportant would also make interesting

topics of research for compar%}ive,purposes.
- . @
s
- ' *

vyt
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the important influence of major Canadian departmental

229

This study has, for reasons hf data availability, Been
limited to products of relatively high unit value, a

fact which limits the hypotheses examined. It is‘signi—

ficant that in the course of conversation wifh senior

"

executives of Ca;adian.departmental chains, it was
revealed that the extenmt of import i;volvement of these
firms in certsin other pfoduct areas, notably wearing
aﬂparel; was eveﬁ greater than for the products actually
studied. Support for the centrél,propositigns.of the

diffusion model would be further strengthened if the

4
’

range of products examinéd could be extended.

N ’

- - N

While this study has provided avsignificant picture of
& ' -

.~

chains on imports of new consumer products and the pattern
of market accegt@nce of,thése goods, it became apparent

during the course of the research that there was a

$

distinct lack of documented information on how large resale
institutions make sourcing decisions. A detadled exam-

ination of these sourcing decision processes would provide

-

valuable additional insights with respect to the importance
and nature of the major départmentalif?ains' influence on
flows of consumer goods into Canada.

\ .
While this study has established that in connection with

y

the introduction of new consumer productsmto the Canadian
o] ' 4

. A ’
market certain retail institutions haye tended to offer

these products for Bale prior to their adoption by the

-
’ b
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. ) : - .
‘major departmental.chains, the’principal focus bf the .
;. research has been the departmental chains themselves.

It would be useful to switch the focus and attempt to

isolate the outstanding characteristics of those retail
institutions in Cdnada which Jead in the adoptibn of new
consumer produets and to establish whether there is any . - -

. degree‘of consistency in the idertity or typology of

these early adopters,across different products.

.
<
> .

5. While this study has examined in detail the inﬁblvement o

over time with certain new products of Canada's major

L4

departmental chains in terms of their unit sales volume

-

relative to other retail institutions.and of the source of .

-

1

Y . .  the units they have sold, ho attempt has been made to
- investigate the effects of unit prices of the products
studied. - It would be most reyealiqg to explore in detail

| the relationships between price of those units sold by

C § \of the units. -It is to be.expected that the price factor

Y -

///// \ these firms, the relative volumes sold, and the origin
v

~would yield additional iﬁsights into the matter of the
iﬁfluence of major Canadian departmenéal chains on flows
\ . - o

ﬁof\new consumer products into- Canada.

o ' o \

6. Of the eight new consumer products examined in detail in

-e

N the research, 6n1y two were ¢riginally innovated by firms

. ' . which did not have an established Canadian subsidiary. A
) . ) .

particularly revealing finding of the research in this

:regaré was that, in the qases‘bf both these products the
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«r
,

rate of adoption amohg major Canadian departmental_chains

o

and hy ultimate consu£§rs*a$ a whole was observed to be
0 .
sifgnificantly slower than for the other six prodécts

studied. A more comprehensive look at the rate of adoption

of new consumer products in the Canadian market in the

light of the extent of the original innovating company's
; o ' > % .
dnvolvement im the Canadian market Wk the time of the new

products commercialization would be an interesting topic

.

for further research.

o

Although this study has yielde& a~significant ﬁicture of

. the influence of Canada's major departmental chains as a

" combined force on.developing patterns of trade inflows and

~ N

on patﬁgrns*of market acceptance af new consumer products,’

little emphasis hag been placed on an examiﬁation'of the

' . , P :
copsistently observed diffetences irt. characteristic . )

.
G S

patgerns”of behavior of éhe indi&?dual firms themselves.

o

] L Y
An appealing focus for additional resegrch in this area .

would be ;heitwo major Canadian depargﬁental chains whichh;'* .
in this study comsistently demonstrated more innovative

. . - ' "_ . . ) .
behavior than the‘o;hers. One objective of this additional

research could be to assess the role of these 'firms as

) -«

"gatekeepers' 1in the flow of nevw products to Canadian
. - . : . ’
consumers by examfng such issues as why these firms are

v . . .
~

"innoygtorsk-thei;_rélative success in.this role and how

i~

~

they ﬁake decisions about adoptigg and sourcing new products.

‘2
o

‘ ' (




APPENDIX A

. ¢

54 . TESTS OF THE HYPOTHESES ) . \
v h e

Hypothesis I:
> / :
From the timgldggésticnproduction begins, the proportioh of

(department store unit sales of ‘each specified product represented by

-

imports will exceed the comparable average pfoportion of imports for - .
: ) " ‘

)

the product sold by all other retail institutions. .

<. .
04 s
. > . - s

o

Data required to test hypothésis 1
. For each product:
. ’ ' %
1. total umit sales by yedr through major department stores

2.' total sales through major department stores by year of

' units which are imported * )
C ’ 3. total Canadign'unit salés,by year : ~ ~
) ‘ o, ¢
- . ' s
iy 4. total Canadian sales by year of units which are imported
: Form of hypothesis. test h . ) v .
. ’ . .- ~ . M
‘» ' . 1. Import proportions for each product studied were calculated

N
0 .

for department store sales and sales through all other

-

< institutions together and the difference noted for each
;yéafhaﬂdigaeh.Qfoduct*-~(S§§_£ablE,;9 of Chapter XIV). .

2. ~y59r each proiﬂéyénd each year commencing fro{n the time
o : )

" domestic profuction begins, a frequency count was made of
\./ i - . '

L " the'number of imstances in'which the departméﬁt store;

o '
. =

-

proportion of unit sales representég by'imports exceedegd °

4

the average proportion for all other institutions. ) N

>
¢ s

a
s )

r B

(%)
w
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The test of this hypothesis consisted of determining

whether the number of instances for which fhe‘department

store import proportion exceeded the average for all other

[~
r

institutions was gignificant}y different than that whigh

o o .
could be expected by chance.

41} Due to. the heterogeneous nature of the data collected and

~

_anticipated'differences between products, care was taken

in testing this hypothesis to spot any individual products

®

. . ] .
for -which the import pattern deviated markedly fram that

of the other products studied.
)

?

N

1. The Chi Square Test /—/

’ -

was testéd where n

The null hypotﬁeSLS of H, : n; =n, 1

0

is the number of observations for which-the department store.

]
import proportion exceeds the average proportion for all

other institutions. In establishing such a null hypothesis,

—— e e e BV S - : .

v -

As indicated insTable 10 of Chapter XIV therc were a
total of 69 years £8% which department store data was
reported for the eight products and during which Canadian

production took place. For 45 of these 69 observations, -
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k]
the department store import preportion exceeded the
'average proportion for all'othgr retallers and for 24 the
cogterse was true. These observations af; sumtarized beléw.

*», e A

‘ Expected frequency (E). Observed frequency (0)

' [ -

Larger department store

import proportion 34:5: , 45
Larger import proportiom o .
for other retailers . *34.5 24 .
69 ) 69
w
“Hence, for 1 degree of freedom: . ,
, 2 : 2
g2 a2 E Y A Sl B
: E1 4 E2
2 2
,{45 ~ 34.5 - ..5) (34.5 - 24 - .5)
=< - . - = 5.79
v 3.5 , - : 34.5
. The X? value for one degree of freedom and a probability of
.99 18 6.63 and a probabiltity.of .95 is 3.84 which suggests that.x?
hés(slightly less than 997 chance of being less tﬁan.5.19. Thus the
hypothesis of equal import proportions for major departmental chains
and all other:retailers is rejected.
* Hypothesis I1 (b): ’
. - With reference to relative ordéEvof ipéﬁitutional addpfiéns
’ ) e

(a) major department stores will tend not to be thé first firms

< -

° in Canada to adopt a new product -

(b) of the several types of merchandising institutions which do

adopt’ a new prodﬁc;, theé major department stores will be

amdng the earlier adopters




L4 v . -

Data required to test hypothesis Il ) . ) ) : .
For each product:

1. approximate date of introduction to the Canadian market
’ 4

2. approximate dates of adoption by major Canadian department

stores -’ - °
- ® 1]

3. type of institution introducing the product to the Canadian

market . -

4., approximate dates of adoption by a sample of firms from

% each of the six other types of institutidéns surveyed '

Form of test of hypothesis II (b)

1. For each 6roduct, every firm reporting was raqked according
to its or&er of édoptiqn. i '
' 2. In addition, all adoption dates were expressed'ﬁn terms
of number of quarter~years~after,the date of,original
- -introduction to the Canadian market. : ) ’
. 3. The tést of this Hypothesis consisted of d;tefﬂining .

whether the mean adoption daée‘fdr the five major department

_ stores was significantly less than the méan adoption date .

for the sample of other retail institutions.

-~

»

]

1. One sided test for differencg between means " -
Each of the eight products studied were tested using

the null hypthes;§ of ?0 :)k1‘=)R2 where,)t.I is the mean
. adoption time for the produci by the major departmental

-

' _chains and/\z 1s the mean adoption time for all other types
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of retail outlets handling the product. 1t was reasoned

in establisﬁ%ng such a null hyp;thesis that 1f there were

no reaso; fot adoption of a mew product by major depart-

mental chains to come at an earlier time than gdoption by

the majority of other retail outlets, thep, on avera;e,

one would expeptdno diffetenée in mean adowedon time for

the ‘two groups. The aitemative hypoi:hesis is Hl :,111<,4‘2
. Table 16'indicates the sample mean adoption time (in

\
. - chains and the mail survey respondents. Also indicated are

_years) and samplé variancgs‘for both the major departmental
the corresponding "t" statistics and degreeg of freedom
for each product. At a 57 significance level the null
hypothesis of equal mean adoption times is rejected in .

every case except those;of color T.V. and-metal skis.

€

Hypothesis 111

The adoption pattern of new consumer products in the Canadian

] >

" markét will tend to exhibit" the followiné general characteristics:
‘g\P”/ a) the périod ending with adoption of a new product by the

* last of the major Canadian department stores will be
R .

followed by a period of significantly more rapid growth,

. in total Canadian unit salef . . w
* .b) from the time of adoption by the first of the major

e

Canadian department-stpres, the retail ma‘ket share (in

units) accounted for by.thése firms will first rise to a
(3 ‘ : :
peak and subsequently decline T :
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Data required to test hypothesis 1II

For each produet: ‘ ’\ ' . ' P

1. appfoxiﬁ;te‘dates of adoption by each of the major Canadian
department storéiﬂ ‘ «

2. total Canadian unit sales bxjyear' :

3. total unit sales through the major department stores by

year
) ' T g
t4 4 . I_\
‘ Form of test of hypothesis III (a) . , ,
) 1. For each prodbct, the average ann rate of growth in,

Canadian unit sales was calculated for the year (or" years)

during which the major depaqtmen‘bstores adopted. Where

r
the period from-the time of adoption of the first major

department store until the last spanned=mbre than one year,
b r « .

. ) the average growth rate for the ﬁeriod was calculated.
2. \For each product, the average annualsraté of growth in

Canadian unit sales was calculated for the two years

-
P '

immediately following adoption by the second last of the

- major depgggpent‘stores a e average for these two years
Lt .
calculated.. : .

. \ - hY
* 3. The test of this hypothesis con%lsted of comparing the

average annual growth rate for the per1od during which each

’ [3 . . R \/
. of the major Canadian department stores adopted a new

v o product to thg_rate for the immediately subsequent two year -

- period’ to determine if the lattetr was significantly greater.

- - ‘ - . R
’ ) . . ' ' ‘ [ ) ' ) 3
. ) T [} ) ‘ ’ .

‘. L. ., ’ . 4

R L A -
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. . APPENDIX B

“ THE MAIL QUESTIONNAIRE SURVEY

-

Questionnaire Design

v

In designing a questionnaire for distribution to a sample of
Canadian retailers, a number of objectives were considered. First,
it was deemed desirable to restrict the/iimplete questionnaire to a

length such that it could be coﬁpleted within a few minutes by the

respondegt. Second, it was felt that the content of the dgcumenE‘

should be sufficiently straightforward that it could be completed
//

Dby a single individua , knowledgeable about his firm's merchandising

activities, with a minim®m of recourse to the advice of others in his

company or to other sources of informatioﬂz Both these requirements
weres felt to be essential if the response;ta;e was to approach ang
acceptable level. - -

In additional to these practical considerations, there were
othér objectives which‘the questionnaire was designed t§ fulfiil. One ,
of the more *important functions of these was to provide a distfibution ]

of the dates of adoption of each of the nine products by a sample of

the other major types of ‘retailers in Canada which handled each

" product. Such a distribution would provide a basis of ¢omparison
to the time at which the' major department stores adopted each pro&ucq
so that statements could be made as to the relative brder of adoption
of various types of institutions. It was also hoped to gain an ‘

impression of each retailef's.percept{on of the earliness or lateness

" .- of the time at which his firm actually adopted each product relative

4
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' " to other types of distributive institutions. A reigted objective was

to obtain each retdllers impression of the level of market acceptance
attained by each ;roduct at the time it was adopted by his firm. A
third importanﬁ objective which the questionnaire was to fulfill waé"
to provide insight into the new product strategies of a sample of

Canadian retailers of Ehe products -under study. Included in this

- objective were an examination of the experience of each retailer

s
.

sampled with respect to:
> 0 (i) the extent and nature of the firm's search for new

producgs with potential for addition to the existing

product assortment i

»

3’, (11) the principal sources of information about the
specific new products under study which were employed !
by the firm - Lo

(1i1) the identity of other types of distributive insti- v

[ 3]

tutions whose experience with each new product the'.

firm observed prior to adopting themselves.

And finally, it‘was hoped to determine to what extent those

retailers in the sample observed the assortments of other types of

\}

distributive institutions in Canada or abroad as a source éf new product

4 .-
ideas in genmeral. Such information would provide further insight into

’,

the issue of whether.or not major department store chains in Canada

!
-

influence the adoption processes of other types of distributive

institutions. ) - y

f\ . | .

E‘Questionnaire Development and Pretesting RS / ¢

20 _ : ,

‘An original draft of a questionnaire incorporating all of these
/‘-\_ -
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objectives wasteveloped and revised on the basis of comments hy various

individuals including retallers. The form and content of subseguent

drafts was also highly influenced by’a group of experts in questionnaire

design from Canadian Facts Ltd. When the questionnaire was\sufficiently

[N

madified, it was distributed by mail to a test sample of 20 retailers

in the city of London to assess its likely success on a national scale.

The ¢est mailing was folloved by a number of additional minor revisions

before the queétionnaire was deemed ready for the main sample mail;ng{ .

.

Sample Selection # .

In selecting a sample of retailers to be surveyed, several
\ )
options were available. These alternative sources were evaluased on
the basis of certain requirements which the sample was expécted to
meet.
A o .
Of primary importance was the requirement that the population

of retail firms from which the sample was to be drawn should include

'as many as possible of those retailers in Canada who currently handle

. or have handled the nine products under examination in this study.

This requirement necessitated a-‘}rtually complete listing of all retail

- B

firms in Canada according to the types of products they handled. As
the Dominion Bureau}%f Statistics was known to publish a quinquennial

census of Canadian retail trade, based on an exhaustive enumeration of

- .

retail establishments in Canada; it was decided to utilize such a

source if possﬁble. The Dominion Bureau of Statistics kindly éonsented

to provide access to the enumeration sheets of the 1966 census. “
4 N r

-~
-~ -

The enumeration of Canadiaw/ retail trade in the census of 1966

l!bted 135,833 separate establishments.. However) the majority of these

.

'
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. retail establishments referred to above.

~§raw-separéte samples from each category. The number in each sample

being studied done by firms in the category. The number of establish-

establishments from each of the nine categories, it was decided to

\
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establishments were of limitedﬂkélevance to this study insofar as they -
handled none ;f the products under examination.” Fortunately, the

complete 1list of retéii’estgblishments Qas\sepafated into categories
gccordingnto the types of prodgcte Fhey h;ndled. Thus it was possible

to elimina;e from the population all thosé establishments which ﬁid

not deal in the nine broducts being studieg.‘ In addition, there were
a large number 3£,categofies of rétail“establishments which did §ffer i
for sale one or a few of the products being studied but which collect-
ively\agcounted‘for such an insighificant proportign of the total

Canadian sales of these products that 1t did not wdrrant including

them in the sample. 1In fact, it was foun at oply nine categories

of retail establishments including’; total of 7,450 establishments
accounted for well over 80% of the unit sales of all but one of the
products studied. The gxception was the hard shell bonn;t type
electric hair dgyer which is'soId throggh an enormous variet§ of
retail outlets. Nevertheless, nearly two—ghirds pof total hair dryer

sales were believed to be accounted for by the nine categories of

In order to ensure an equitabie representation of retail

was determined through a weighting of the total number of establishments

in fhg.Cateéory by the relative volume of sales in the nine prodgfts

ments in each category and the corresponding sample size selected i

are indicated in the following table: P

-t




TABLE 17 ¢ 7
Sample Sizes For The Retail
Establishm?nt Categories Selected '
< Total Numbér of s - " T .
i - Establishments In Category - Sample Size
Department Stores _ 87 . ‘ 34
Furniture Stores ’ 1,891 s 43 S
Household Appliance Stores . 916 ' T30
T.V. Sales and Service Stores . 700 ‘ 25
Furniture, T.V., Radio and p ' ’ ..
Appliance Stores 940 74
T.V., Radio, and HiFi Stores 704 ’ ‘ 31
Floor Covering, Curtain and
Drapery Shops : | 855 y 43
Sporting Goods Stores 1,071 s 41 .
Camera Stores - 286 37
7,450 . 360

[

Because o{ the relative importance of the department store

category in sales of all nine products, it was decided to sample this

' €
category exhaustively. Although there were eighty-sev;n establishments

listed in the department store category for 1966, the;e were in fact

Y

fewer than 40 separate entities. All of thesé 'were sent %opies of

the questionnaire. In all the other cases, random samples were drawn °

.

from the category.
+ " 4 )

Since the lists of establishments used as the basis for_ the °
< ! < .

: ! o . : i >
sample had been prepared in 1966, it was anticipated that some sight

- ’ ° . - S
have distontinued operations in the interim between 196% and late 1970.

One obvious advantage of utilizing a list of establishments.compiled
t

in the mid 1960's was.that the possibility of inciuding in the sample

.
»

1

I
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‘

'newly—forﬁed firms did not exist. Clearly the inclusion in the sample

T

of firms which only came:into existence substantially after the date

at which a product was introduced to the market, and hence, were unable

3

to adopt the product, earlier, would have the effecg‘of biasing the
e ) . '
distribution of adoption dates. Before the final sample could be

<

prepared, it was necessary to confirm the existence in 1970 of estab-

lishments listed in the 1966 enumeration. This was done using current

city directories dg; telephone directories of the cities and townsg in
H - ( .

- .

which the various establishments were located. Tpe final list of 360

firms from the nime:-different categories comprised the sample of
. ! v T, ! : °

'

retailers to ﬁh%ch the questionnaire was sent. The origihal mailing

was followed up with a remind2r to those “in ‘the sample who had not

\ .
‘returned a completed questionnaire within four weeks after it had been

7
sent to them. . % )l

- A o

Questionnaire Return Rates L.

'0f the 360 questionnaires mailed out, 106 were returned
compléted, and an addf%iohal 25 were returned incomplete fgr a variety
of reasops. Some of the firms no lonéer*were in existence and their

questionnaires were returned unopened. Other firms reported that they

did nofﬂ:::;:?flyﬁstdhk and had never stocked\any of the nine products

. . . .
~under ex tion and thus were unable to- complete the questionnajire.

Still other dquestionnaires had'to be discarded because the questions

Ed

had been answered incorrectly. - -

- While the gross response rate for the total sample w in
i . ,
excess of 30%, respopse rates within the various categories of retail

eétablishments-varied considerably. At one extreme the Départment Store

i
| v
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" and Household Appliance Store categories recordepiresbonse rages of 4 .

well over 50%.° The corresponding rates for Sporting Goods Stores,

© -» .

o~

/ v .
/ -
T.V. Sales and Service Stores and Floor Covering, Curtain and Drapery .
| "y . , ,
Shops were less than 30%. It is felt that response rates were (part:é\:'“‘1
‘r R ” ) A Q .
cula}ly low in these categories because most of the establishments } /f’v

included handled only'one of the mine brodegts.and thus did:not -feel =~ o
the questiohnaire “applied 'to them". In the case bf T.V. Sales and - . .
Service Stores, there was elso‘evidence thar the exiswence of many

firms which engaged exclusi%ely in“servicieg and did. not sell new units

further contr buted to'a lbw response rate for ‘that category. .
i / N Q' , ,l.
*  If the sample is divided intp categories according eo the =~

population dens ty of the .area %a which each establishment is locateﬁ R

] E o & .

it is found .that nearly 4§Z of the establishments are located in © Y

Canada's nine largest population centres. An additional 23Z of the

~ . ’

establishment? in the sample are 1ocated in population céntres: of more

than 50 000-1nhabitants bht fewer _than 300,000. The remaining‘?&% of

the sample are lothed 1n'areas with a population of less than 50, 000

While the gross response rate in- all three categories ‘of the sample was
J

virtually ddentical it-was noted that a disproportionately large

number of the questxonnaires which could nqx be delivered ‘and were

returned unopeiied were destined for es;ablishments locat®d in centres.' - ° .
¢ * . . ’
. ) C . F TS : ‘
with fewer than 50,000 inhabitants. ‘ - . o
- , - . .

. ' v "
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g 4 - NEW PRODUCT SURVEY .

[

In answering some of the following quesnons you may find it heipful to talk to other.members of your
company.or check company records. . . please do so as we would like to receive as accurate information
as possible. Questions 2, 6 and 10 require the use of the enclosed answer card when.answering them. .

oy

REY

<
- 1. Listed below are nine different consumer products. Under column (a), for each item listed, please
check one of the four boxes to indicatc whether you have ever stocked this item or whether you
are planning to Stock it. Then under column (b), for each item you presently stock or stocked at
o one time, please write in the year your firm first offcred the product for sale, and then check onc
box to indicate in which part of the calendar year thrs occurred
(a) Ever stocked or are planning to stock? ~ (b) When did your firm ﬁrst offer this item
5 ¢ ' . . N o ? N
; - : ‘ T 4 . Do not for sale?
Have Do not Stock . .
. e , " Stocked Stock,” .and have . ‘ -
LA Currently butnot  but Plan  No.Plans - " Quarter in the Year
- o Stock Om'ently dodoso _todoso Yearg l? . 2nd 3rd 4th
Electric dishwashing © " y,
- . - machines ‘0 o o O B | S O 0 O
Twin-tub washers ‘O s 0 O o 19, -0 & Oes O
. €Console stereo . ’
record players o~ .0 o . [r3) 19___ DO 0 a. o .
“Color television 8| =} o ‘o 9_ o -4d. o o
Cassette taf;e L ! .
recorders O &) = O (] . 19 0 L0 (3] 0-
Electric hair dryers ‘ RO -
(bonpet typc) o ¢ oo o D 19_ 0 oy D o
’ Super 8 movie .. - ) ) .
< cameras o £ (] 0 ] 19 ] ] ] (]
\Needle- fhnched s . . ' .
Tpeting « - 0 = 0. o “ 19 D .0 0
© Metal skis' o a O o, < 19_v 0O 0D . O ‘
- ‘ ) - :‘ 3 Q
- . 2:. Please check gne box below fo indicate ®hich type of store best descri the en-
‘. closed answer card in prdcr to get a precise definitfon of each type of cutlet.
. Independent Spccipl_ty} Retafer (] Discount Store . O )
; Regional Specialty Chain (I National Department Store Chdin O ‘
Regional Dcpanmcnt Store O Importer/Wholesaler/Distributor o - .
National Spccnally Cham o0 Other (What? ) R
| -~ . .
3 In what ycu'r fid your ¢ompany Tirst bcgin'opqratidns? ' 19 " * Cs <
° . ’ ' R e,
- —- ' SN TR o . y — )
, -’
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4. How did your firm {irst become aWware of each of the its:m%':?which you curtently stbek or
have'stocked at one time or another? Please answer by writing'n, opposite each of the products
listed, the number of the one statement below that best describes how your firm first became
aware of the product. .

[y

1 — Through a systematzc and formal program we follow to find new products to-
. add to our merchandnse assortment.

2 — Through a constant but informal search to find new products to add to our
merchandise assortmient.

3 - From a presentation by a sales representanve of a manufacturer or
(/ dlstnbutor of the product. v - . )

4 —"None of the above.

\J N — We have never §tocked this item. » S ' \
- Electric dishwa,éhing machines - ) o Electric hair dryers (bonnet type)

Twin-tub wéshe‘rs oL — Supér 8 movie cameras

. Console stereo record players _— Needle-punched carpeting
Color television _ —_— Metal skis )
Cassette tape recorders

°

Y

Now, please think of the market dévelopment for each of the products below which you currently
trnck or have stocked.at one time or another. Theri, opposite each product, write in the number
he statement below {one only} that best describes the stage of the market at which you first

stocked the product.
1 — We were one of the fxrst firms in Canada to.make this product available.
2 — We were one of the first firms in our city or trading area to make thlS
product available. - . ..

/3 - We added this product to ogr assortment as soon as possible after it had been
introduced in the area by other selling outlets. .

"4 — We added thls product as soon‘as it showed promise of gaining wide acceptance .
among consumeers in our market. - .

5 — We added this product only after 1t had demonstrated general acceptablhty
among consumers in our market. '

N - We have never stocked this 1’em.

. .
.
4

Electric dishwashing machines —_— A Electric hair dryers (bonnet type)
Twin-tub washery ’ I Super 8 movie camera .
Console stereo f co’rd players s NeedlE—punched carpeting

Color television ‘ _ Metal skis

Cassette tape recorders ' o

7
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Under column ia) bel‘ow, check one box opposite each product to indicate whether you beligve
any other firm in Cantda stocked this item before your firm. (There is a box to check if your firm
has never stocked this item.) Then, under column (b), for cach product that was offered for sale
by some, other firm in Canada before your firm offered it, please indicate what type of firm this
was. Use the list of types of firms on the answer card enclosed with the questionnaire as a guide
and write in the number of the type as listed on the card. /

(a) Did some other firm in Cangda offer this product
for sale before your firm?

.

' Never
) ‘Don't © Carried -(b) If yes, what type of firm(s)?
Yes No Know Them (see answer card)

Electric dishwashing
* machines

Twin;tub washers

Console sterco
record players

Color television

Cassette tape
recorders

Electric hair dryers
(bonnet type)

Super 8 movie
. cameras.

Needle-punched
carpeting
Metal skis

-

) ~
Now we would like to know how your firm first learned about each of the products below which
you currently stock or have stocked at one time or another. From the list of different sources -
provided below, please write in the number of the oke source from which you first learned of the
product. , - . £,
1' — Trade publications e 8 — Observation of merchandise offered by

other firms in Canada ”* .

£ 9 — Observation of Merchandise offered by
firms abroad

\

] ey

2 v Trade shows and expositions
3 a’-biuying houses or associdtions
v4 -

5 — Buying trips within Canada

uying trips abroad L 4

10 — Promotional (iire"ct mailings

6 ~ C . itht ves of ‘ Il - Conversation with people who had | -
) ~ Lonversation with representatives o " already purchased the product elsewhére -

other retailers or wholesalers oE
12 — Other source (please write in)

7 = Sales representatives 6f manufacturers . L.
; N~ Newer stocked this item 2

) or distributors”
Electric dishwashing machines ‘ . Electric hair dryers (bonnet type) ~ ___

CGonsole sterco record players ) : Needle-punched carpeting

Color television / - Metal skis .
Cassette tape rec ‘ ,.
-~

Twin-tub washers ‘ ) Super 8 movie cameras A
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" 8.(a)Does your firm observe the product assortments of other "Observe Firms - Observe Firms
selling outlets within or outside Canada as a potential Within Canada? Outside Canada?
source of new product ideas¥- Please answer separately Yes No Yes No

- for each columnn opposite. . o O O 0O .

(b)For each ‘yes ".above, write ‘1’ beside the type of firm below -
that you ' observe most closely, ‘2* beside the type you observe
second most, ‘3’ beside the next and continue until you have
a number opposite each type of firm you observe. Be sure
to answer for each '}'es"in 8.(a). .

Independent specialty retailer * ' -
Regional specialty Chain ‘
' Regional department store . ’
3 , . . . - 3

National specialty chain

Discount store —_—_
National department store cham

.Importer/wholesaler or distributor

Other (please write in what) ) ‘ e

T

9. After learning of a new product what are the major sources of information about the product that
your firm uses to help in deciding whether or not to add it to yourgexisting merchandise assortinent?
Please’ write all the major sources your firm uses in the space below.

¢

o
~

L

-.10. _For each of the products listed below piease indicate under column (a) whether your firm, either

formally or casually, investigated other selling outlets experience with the product before deciding
1o accept or reject it. Thenfor.each product that your firm did investigate in other sales outiets,

» indicate under-column (b)a(he type of firm whose-experience you emphasized most #nd second
most. Please use the store type descnptnons listed on th& answer card when answering (b), writing
in the number of the appropriate store types. If your firm ch'ecked .only one type of store, write.
in “N”” under *secopd most.

«

(a) Formﬂly 85 informally mvestlgated ather stores  (b) Type of firm whose

experieng ‘with this product before deciding? * experience was emphasized?
L. oYes No Don’t Know \ Most  2nd Most
Electric dishwashing- 4 C -
machines A 0 o : .
Twin-tub washers . -a o O -
Colsole stereo  * ™~ . _ : R
recard players (/D-A -, o O . q
Color @ellevision , O = O . )
Cassette tape i . -
‘recorders o O =
Electric hair dryers . ’
(bonnet type) % a a @] .
Super 8 movie 4 ‘ S
camjeras O 0 o ’
- Needle-punched o . A
carpeting : . o a 0 . . . -

Metal skis , - b

D
O
m

»
q‘




APPENDIX D z 2

. MEASUREMENT OF VARIABLES c
&' *-. . ' - B €

The measurements used in testing the hypothesized relationships

.
. -~ . o

) . were as follows‘ - -

% ; s,
1. Proportion of unit sales represented by imports. -

/r—‘\ ~ ’ In a given period, total unit sales of inportedfversions

- .+ ' of a’product by each of the large department stores surweyed

were .expressed as a fraction of thelr aggregated unit sales

) ~ of both domestic and foreign—sourced versions of the

' product. In addition:\hn gregate proportion for th: ”

' large'department sto}es cghbined. was cskcglated.' The

| identicsl pro;ortipﬁ was;determined for th{ group cbiiposed .
- A ,

v

of all the remaining institutions. -~

L)

&

2. Tipe of adoption . T - \_—

v

Each of the major departmept stores surveyed indicated
z::\\, " that- point in time at which they‘first offered for sale -
each of the products. The time of first sales offering fors

each product was+ also determiﬂed for all the other insti-

tutions surveyed through the mail questionnaire.

"‘ . - s . \ M
3. - Retail 'market share 7 "

e 7 C ] . . A P ~

- '’ Annual unit sales of each product for each of the major

L4 ”»

Jdepartment stores sufve%gé‘was.expressed as a percentage-

-~ . -~ . 12
i? of total Canadian unit sales for the corréqunding year,
\ L.

Y ' .Y y
. The aggregaté of unit sales acrposs all the major departqgnt
. » . ' . " 'ﬂ

-

{ -




E , o251
. stores expressed as a percentage of total Canadian unit

sales was also calculated. The maghitude and direction

of change in percentage was noted for each product from

the time of 1its adoption b& the major department stores.
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