
“Consumer Sovereignty” in a world of advertisements 

One of the major advantages of a free market economy is that consumers are 

supposed to be “sovereign”:   i.e. their market demand, according to their own 

preferences, ultimately decides what is to be produced, by whom, in what 

quantities, resulting in incomes to which factors. 

 

German economist Von Mises coined the term: if producers, whatever their 

market power,  wanted to remain in business, they must satisfy the preferences 

of consumers 

 

Every dollar spent by consumers in the free market is effectively, a vote in favor 

of the product being bought. 

 

 The more consumers demand a given product and "vote" for it through their 

expenditure decisions, the more producers will furnish that product. And vice 

versa. 

 

It makes sense, does it not?  But.... 



How do households’ make their purchasing decisions? 

From EC101 Macroeconomics, where Consumption is defined to be some 
function of Income eg C = a + b Y   (different hypotheses: relative income 
hypothesis, permanent income hypothesis, life cycle hypothesis). 

 

Major decision probably: housing: buy/own or rent? 

 

Then major and essential items? 

 

 cars, trucks 

 food and drink items (including alcohol and tobacco products) 

 toiletries 

 sports items 

 etc etc 

 

In the modern economy, all of these are increasingly influenced by non-price 
factors such as advertising, and not just by “facts” or “bits of information”. 

 

Or a mixture. 



What motivates consumers’ purchases? 

Evidence about consumer behaviour comes not just from economists  

 

But also from those interested in the impact of “marketing” and the use of 

“psychology”. 

 

Give you some evidence from US studies 

 

Interesting to examine these same questions from the point of view of 

consumers in the Pacific: there is little data to inform us. 

 

Hopefully the following will make you think a more deeply about Pacific 

consumption habits. 

 
 



Two strands of thinking regarding consumer behaviour 

1. “Gestalt”:  (associated with Wertheimer, Kohler etc): focuses on rational 

decision-making, rational use of resources to fulfil conscious goals – i.e. 

consumer behaviour based essentially on factual information 

 

2.  Psychoanlysis: (Freud, Jung etc): human behaviour (including consumer 

choice) is determined by instinctive drives, subconsciously motivated, seeking  

goals or “needs” which we may not even recognise or are unwilling to 

acknowledge even to ourselves. 

 

Heavily dependent on symbols;   appealing to psychological forces and types: 

 

extroverts/introverts/energetic, neurotic/creative, oral/anal/genital/sexual, 

parenting, loving, caring, wisdom, etc 

 

These are all fertile grounds for advertising. 



How do advertisements work? Why do they work? 

Advertisements: 

 

1. have to be seen: attention (conscious or unconscious) 

 

2. must be understood: perception, involvement: liking, interest, identification 

 

3. must be convincing to ordinary people 

 

4. must be remembered: recall is vital; as is repetition of ads 

 

5  must be acted upon by the consumer 

 

Note: ads may be important not just to increase sales, but maintain sales in the 

face of other competition. 



How does advertising use values/needs? 

Values amenable to advertising: 

 

 social prestige: being “up-market” 

 

 being “with it” or “modern” 

 

 buying what peer group or reference group is buying 

 

 being thought a “good” housewife (based on gender stereotype) 

 

 being thought “economical” and “good judge” of value 

 

 being thought pretty, attractive, beautiful. 
 



What is a “brand image”? 

A brand image is acquired over time:  

 

 brand name 

 

 company name 

 

 price, pack, use by others 

 

 physical appearance  

 

 actual attributes 

 

 “associations” which are not necessarily true, but believed in or 

 perceived by the consumers 



Is there “Brand Loyalty”?  Or is it all about prices? 

If particular families had a choice of brands A, B, C, D, E, F etc they may be 

buying 

 

What percentage would show over time,  

 

Undivided loyalty A A A A A 

 

Divided loyalty  A B A B A 

 

Unstable loyalty  A A A B B B.. 

 

No loyalty  A B C D E ... 

 

With credit cards/flash and gain cards etc- retailers have interesting data on 

those families who shop at MHs etc with these cards. 



One early study found  

If families had a choice of A, B, C, D, E, F etc they may be buying (just giving three 

examples here) 

    Tooth-paste Cereal Orange juice 

 

Undivided loyalty A A A A A 61%  12%      27% 

Divided loyalty A B A B A 6%  23%         7% 

Unstable loyalty A A A B B B.. 18%  18%      39% 

No loyalty A B C D E ... 15%  47%      27% 

 

Which product had the strongest “brand loyalty” ?  which weakest? 

 

What might be the impact of above data on “advertising” strategies?  

 

Ring a bell with Fiji advertisements? 



Impact of brand loyalty on  advertising expenditure decisions 

“Loyalty” may be to a particular store, to the price, or “force of habit” 

 

“Brand loyalty” exists if the consumer tends to repurchase a particular brand because of 

some “real or imaginary superiority attributed to that brand” 

 

Claimed: The majority of shoppers do have a favourite brand, very few shop around 

Claimed: A large proportion stay with the same brand for long periods of time 

The strength of the brand has more significance than the type of commodity! 

 

And if brand loyalty is high, good case for large or massive advertising over short 

periods (i.e. saturation advertising) to win customers who are expected to continue 

purchasing the brand over time. 

 

If brand loyalty is low, then advertising expenditures are maintained at steady-state 

moderate rates over time- “paying as you go”  

 



How do advertisers use market segmentation 

The reality today seems to be that many brands sell to some segments of the 

market and not to the whole   

 

What do retailers have to think about?  Age, sex, income, geography are 

important but other factors appear more important: 

 

Product design has to be tailored to the expected most profitable segments 

 

Determine what appeals will be most successful 

 

Choice of advertising media is important 

 

And timing of advertisement is important 
 



eg what kind of market segmentation applied to watches? 

The percentage of people who bought watches for: 

 

(a) effectiveness at low price (23%) 

 

(b) value: long life, good workmanship, good material, good styling (46%) 

 

(c) “emotional qualities” eg anniversaries, birthdays, engagements (31%) 

 

How would retailers design their advertising strategies given the above facts? 

 

 

What about the market segmentation for cars?  What do the ads of difference 

cars appeal to? 



What do the most common PIC ads appeal to? 

hair care products? “skin whitening” creams  bathing soap? 

mobiles   noodles    soft drinks 

alcohol products  cars:    deodorants 

 

Write down what you think are the marketing strategies used by the advertisers 

to sell these particular products? 

 

Write down what you think are the mental “associations” or psychological 

“needs” and “wants” these adds appeal to? 

 

Are there some culturally “inappropriate” perhaps even racist traits that these 

ads appeal to?  

 

Focus on the first row products above. 



What of products for which there are no ads? 

eg Generic goods for which no one will advertise because the specific advertiser 

will not personally gain: dalo, yams, cassava, bele, ota, fresh fish, kaikoso, kai:  

 

No one has ever branded these items; hence increased sales will benefit all 

producers alike, and not just for the person advertising. 

 

And if out of “enlightenment” a government ministry (say Ministry of Health) 

advertises local foods 

 - who pays? taxpayers,  

 - who benefits? (no one knows) 

 - who checks on effectiveness of the ads?  No one. 

 

Can you recollect what the messages of these government ads were?  How 

catchy are these ads, compared to those for coke or Sprint soft-drinks?  

 

On the other hand, look at private sector advertisements 



Look at ads for Coca Cola,   Twisties, etc 

Over last three decades, dozens of soft-drinks manufacturers have been replaced by just 2 

companies (one has dominant market share) 

 

Blanket TV, radio, press media advertising: much aimed at children : what do most of 

these ads appeal to? the “psychological needs”; the greed for money.. 

 

Look at the marketing through sponsorship of national primary and secondary athletics 

 - twisties games, coca cola games, ,,,, 

 - even employment of a “Coca Cola sports officer” for the games  

 - on TV show the Coca Cola executive assured the audience that Coca Cola 

  cared for the youth of Fiji 

 

The importance of “neuro-marketing” : can now identify through brain scans, whihc 

emotions are being appealed to, when a “brand name is mentioned” research result of 

blind choice between Pepsi and Coke, and choice after Coke was first identified. 

 

Kids, all ethnic groups and ages, just forking out money for essentially junk food, 

causing all kinds of life-style diseases, and terribly wasteful of parents’ money. 

 

But in Australia... 



eg In Australia: Coca-Cola attacked over jamboree sponsorship  

Jill Stark - The Age (15 November 2006)  

LESS than 24 hours after Coca-Cola said it did not market to children, The Age can 

reveal that the soft drink giant is the main sponsor of the annual Australian Scouts 

Jamboree - a 12-day event for 12,000 youngsters mostly aged between 11 and 15.  

 

Angry parents and nutritionists have accused Coca-Cola of targeting children at the $11 

million event to be staged at Elmore, near Bendigo, in January.  

 

The conglomerate will sell its products exclusively and has signage rights on the site, 

which will encompass a 40-bed hospital, police and fire stations, a shopping centre and 

an airstrip. It even has naming rights to the main stadium: the Coca-Cola Arena.  

 

On Monday, federal Health Minister Tony Abbott accused Coca-Cola of fuelling 

Australia's childhood obesity crisis.  
 

Kathy Chapman from the Parents Jury, a group concerned about the influence of soft 

drink and junk food marketing, said gaining a prominent presence at a major event was a 

typical tactic for companies.  "Kids are just not discerning enough to realise they're being 

manipulated," she said.  

 

And in Fiji???  Any concern at all? 



At the most fundamental level, what impact does advertising have? 

Where the choice is only between Noodle A and Noodle B  

and Noodle A is the advertised product, what happens if Noodle A is advertised?   

 

The indifference curve is rotated towards noodle A (the red curve),  

In equilibrium, more of Noodle A is bought, and less of Noodle B. 

 

Some consumers may change, some may not.  But the total amount of noodles demanded 

will remain the same, just more of Noodle A is bought, and less of Noodle B 
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But what if Noodle B also begins advertising And noodles also 

have other close competitors like dalo, cassava, yams, roti 

There is blanket advertising going on all day all night often targeted at gullible 

children: All kinds of promotion gimmicks such as entering draws for school 

bags and calculators, and scholarships (are these ethical?  should they be 

allowed?) 

 

Children throwing tantrums, are going “hungry yaar” and dancing upside down 

 

Almost certainly consumers are buying MORE of both Noodle A and Noodle  

B.   And the demand curve for noodles as a whole MUST shift outwards. 

 

What evidence do we have?  The 2008 HIES will establish this conclusively. 

 

But intuitively, would the two duopolists continue competitive advertising, if all 

they were doing was merely changing their market share, backwards and 

forwards, and both spending more and more on advertising? 



Demand curve shifts out, impact on perfect competition equilibrium 

More of X is produced in equilibrium, at a higher equilibrium price ; Which is of course 

far higher than the old consumer evaluation of the product without advertisements 

 

And produced at a much higher Marginal Cost (to the firm and society) than the original 

equilibrium MC (in tutorials we will examine another possibility for PICs) 

 

ie. (will show this later) there is genuine welfare loss taking place for society, since we 

are going beyond the desirable point where P=MC at which this economy would have 

produced, without advertisements 
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Empirical evidence of impact of such advertising  

on prices and profitability?   

Many studies some disagreeing with each other 

In a study of 133 processed food products in US, [Robert L. Wills and Willard F. Mueller 

Southern Economic Journal, Vol. 56, No. 2 (Oct., 1989), pp. 383-395 “Brand Pricing and 

Advertising”  found: 

 

* advertising expenditure was positively linked to higher brand prices and profits in 

manufactured food items  

 

* prices of weakly advertised brands were significantly lower than strongly advertised 

brands 

 

* quality and cost differences did not matter for the price differences 

 

* price premiums and higher profits were largely attributed to market power, not superior 

products or lower costs: 

 



A profit maximising model based on these research findings   

Extraordinary modeling results (remember “Big is better”?) 

 

Units  Optimal  Optimal  Advertising Adv.Profits 

sold advertising Price  Profits                 as % of Sales 

  40 m $1.0 m  $1.03  $0.2 m      0.4 % 

100 m   6.0  m    1.11     5.0 m      5.0 % 

500 m   8.7  m    1.13   56.3 m     11.3% 

 

Large firms tended to advertise more heavily, and have higher prices and higher profits 

than smaller firms, especially when their market share was large, but not when firm’s 

sales were small share of market. (think!) 

 

Indeed, going further, they found that advertising-created brand power was also largely 

responsible (in addition to collusion and greater efficiency) for the positive relation 

between (market concentration/advertising intensity)  and (higher prices and 

profitability) 

 

 



What does market capitalism lead to? 

“Consumer sovereignty”?   Or “producer sovereignty”?  

Fantastic books by John Kenneth Galbraith:  

 

 The New Industrial State 

 The Affluent Society 

 

Argues that far from consumers deciding what should be produced, it is the 

producers (mostly giant corporations)who are deciding what should be 

produced, on the basis of what makes the most profits for them,  

 

and consumer demands are manipulated in order to ensure that these are the 

products that are bought, and produced. 

 

Also read Ralph Nader- and the phenomenon of “planned obsolescence” by 

producers who want to make sure that consumers keep buying, by ensuring that 

products  break down and have to be thrown away: look at modern gadgets. 

 


