The Competitive Consequences of Delegating Pricing Decisions to a Category Captain in the Presence of Retail Competition

An increasing number of retail stores have delegated the task of category management to one or a number of their manufacturers who become known as a “category captain”. To facilitate the arrangement the retailer generally shares information on sales, pricing and turnover of all brands with the captain, who in return conducts an analysis of the category and provides the retailer with recommendations on category management related aspects for all brands in the category (Desrochers, 2003). Although there is usually no explicit monetary payment made to the manufacturer for providing this service, the manufacturer's incentive to provide the service may lie in the advantage of having, at the very least, some influence over the retailer's decisions within a given category. 

The European Commission (2005) suggest that there may also be some additional benefits from category captainship:
· Allowing a manufacturer to achieve economies of scale 
· Reducing listing fees which favour larger manufacturers
· Increase in consumer satisfaction due to category better meeting consumer demands and possibility of lower retail prices 
· The retailer can benefit from effective management of a category, without having to invest a significant amount of time and resources into the process (FTC, 2001).

However, there are many potential risks from category captainship implementation. This paper focuses on the possibility of partial competitive exclusion. As defined by Desrochers (2003) competitive exclusion may occur when a category captain with sufficient market power uses its role and influence over the retailer in order to exclude other rival manufacturers in the category. Under partial exclusion, the competing brand is negatively affected, like for example through a reduction in their profits.

This research makes several contributions to the literature. First, thus far the analytical CC literature has used models with a multiple manufacturer, single retailer setting (see Kurtulus, 2011; Wang, 2003), which overlooks the impact of retail competition. Second, there has been a lot of discussion in regard to whether or not category captainship leads to competitive exclusion and research thus far is inconclusive. Thirdly, there is limited research on the impact of category captainship when the scope of category management is pricing decisions i.e. when a category captain is responsible for setting the retail prices at the retailer which it serves. Therefore, this research aims to contribute to the ongoing debate in regard to category captainship and exclusion by using a model which uniquely incorporates both retail competition and endogenous prices. 

The research uses game theoretical techniques to model several different category captainship structures in a market with two manufacturers and two retailers. By comparing the profits of all firms across each of these scenarios, this research finds that partial competitive exclusion of a manufacturer is a possibility when product level and retail level competition is sufficiently high. Additionally, for sufficiently high levels of product and retail level competition, retail prices increase relative to the benchmark demonstrating potential harm to consumer welfare. 
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