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Industries prefers monopolies by S L Rao

The Advertising Congress in Jaipur provokes the question as to whether industry prefers monopoly to competition in markets. In the days of license-permit raj, industrial and import licenses conferred monopoly or quasi-monopoly positions on the licensee. He could produce shoddy goods and not bother too much about efficiency improvement and costs because he could pass on rising costs to the consumer. 

The public sector was by definition given monopoly positions except to the extent there were pre-existing private producers or suppliers. Electricity, water, roads, railways, civil aviation, oil and gas exploration, refining and distribution, and insurance were only a few of the instances. In other sectors like steel, aluminum, electricity, banks, etc, new entrants were not allowed. The government owned enterprises enabled such private entities that were there in the sector to do extremely well. As Russi Mody, then Chairman of TISCO said one year when announcing the annual results: “Thank God for SAIL; because of them government keeps raising prices and I make money”. The customer was the one who suffered. 

Now that the bad old days are gone, does industry actually prefer competition to monopoly or quasi-monopoly positions? This is where the Advertising Congress comes in. What is the purpose of advertising? It is not just to inform; it is to persuade the consumer. The enterprise has a product around which it uses advertising to build unique attributes. These attributes could be real or merely in the mind. For example some lipsticks cost a lot more than others. The expensive one has created an image in the consumer’s mind that it is special and will do things for the user that a cheaper competitor that may be formulated in exactly the same way, will not do. Even when the consumer is knowledgeable, this kind of belief can be created b y advertising. 

India does not have much in the way of generic drugs. But in the USA most large retail chain stores selling pharmaceutical products, have side by side, the branded and the generic version of a product. A good example is the chemical ‘acetaminophen’ sold under the brand name of “Tylenol”. The branded product costs a lot more but it still enjoys vast sales. The active ingredient is the same and stated boldly on the package but very many consumers still pay the higher price for the branded version. Advertising has persuaded them that the branded version is somehow superior, more reliable and effective than the unbranded one. 

So brands create trust and confidence in the mind of the consumer. Advertising is the means by which this is created. In a country like India where there is a huge production of fakes and imitations in pharmaceuticals as in many other products, the confidence in the brand in the mind of the consumer is justified. Research by NCAER some years back showed that Indian consumers had more confidence in advertised (and therefore branded) products than in those that were not. Interestingly, this was truer of rural consumers than urban consumers, though both had a high degree of confidence in advertised products. Brand information collected by NCAER in its annual surveys of consumer products showed that the top brand tended to stay there for long. It was the lower positions that were vulnerable. 

   What does the advertiser seek from advertising? He wants an invulnerable group of consumers who will stay loyal to his brand. He is trying to build brand loyalty so that they will not switch to another one. This is a monopoly position. Only, it is not sanctified by government license. Hence a competing brand can also use advertising to pull away some of those ‘invulnerable’ consumers. As the example of lipsticks suggests, some brands may also be able to persuade the consumer to pay more for the privilege of using that brand. This is another characteristic of a monopoly. A manufacturer or supplier of services is trying all the time to build as large a base of such loyal consumers as he can. His competitors are trying to take them away. Neither can relax because he has enough. 

In the case of infrastructure, every private investor is looking for a monopoly for instance in the privatization of electricity. The proposed new Bangalore airport is likely to get the existing perfectly good HAL airport closed to civilian traffic so that the new one can exercise monopoly power at the cost of the consumer. The private investor might be more efficient unlike the state electricity board or the IAAI. But  the reason for private entry is not to give the consumer a choice through competition. Thee investor is looking for a monopoly position. This monopoly position is not that of a brand in relation to other brands in the market. The brand can be displaced by a more persuasive competing brand. The monopoly position is always vulnerable. That is not the case with infrastructure. 

That is also the reason why infrastructure needs independent regulation. At least the independent regulator will safeguard the consumer from being exploited, just as the competing brand does to other brands in the market.    (851)    

