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ABSTRACT

Previous research in marketing has shown how retailers and manufacturers may harness the across-store purchase histories available in scanner panel data to develop targeted price promotions. Because an individual firm may possess this information for only a very small fraction of its customers, the large-scale application of these methods may require that it use store-specific purchase histories, which may be readily available via a loyalty card program. However, there has been no prior research to assess the effectiveness of promotional plans based on this more realistic, but limited, information set.

The authors show how a retailer can develop a targeted coupon program to maximize category profit based on a latent class model of all three consumer purchase decisions: purchase incidence, brand choice and purchase quantity (ICQ). Based on a set of known parameters, the authors simulate purchase histories for a “panel” of consumers across three stores and use it to develop three corresponding store-specific panel datasets. While an ICQ model estimated on the across-store data recovers the true parameters very well, the same model estimated on the three store-specific datasets does not. This situation does not change even when the number of consumers in the store-specific dataset is increased to a level far beyond what has typically been analyzed in the literature thus far. 

The authors also conduct an empirical analysis of scanner panel data in two product categories (yogurt and margarine) and reject the hypothesis that parameter estimates based on across-store purchase histories are the same as those based on store-specific purchase histories. The estimated parameters are also used to develop optimal targeted couponing programs for (i) manufacturers maximizing brand profits, and (ii) for retailers maximizing category profits. For both types of programs, the authors find that  profits based on the store-specific information set are substantially lower than the corresponding profits based on across-store purchase histories and sometimes even lower than the profits realized from a strategy in which no coupons are issued. Unlike previous research that has identified large potential gains from targeting households with customized prices, these results suggest that retailers employing more realistic, store-specific, information sets may not realize these benefits.
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