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Abstract

The need for this research stems from the dynamic development that the brewing industry has
undergone since the Velvet Revolution when the market was split between seventy-one regional
breweries. In the 1990s, customers began to prefer the larger nationwide breweries, a trend that led
to the bankruptcy of some regional breweries thereby creating a market niche that was quickly filled
by microbreweries. By 2015, there were 44 industrial breweries and around 300 microbreweries.
By then, the beer market had diversified, and since the brewing industry had been highly
dynamic, managers had to change strategy regarding customer requirements. Strategic change
has since been reflected in the pricing and quality of the beer, marketing communication, and
merchandising. Knowledge of developments in the industry and adapting strategies to meet
these changes have been key factors in determining future survival. The purpose of this study
is to describe the development of the brewing industry and the resulting strategic changes of
different breweries. Historical knowledge is required for future research into the perception of the
brewery managers’ strategic thinking. This paper is the first step in longitudinal research focused
on strategy formulation at the business level in the brewing industry and brewery performance.
The study is based on qualitative approaches and a two-step research design: the first phase is
historical research, where the data was obtained from contemporary newspapers, professional and
scientific journals, and annual reports from breweries. The second phase is composed of interviews
conducted at four breweries, which are representative of the population. The results of this study
help to clarify industry behaviour and are intended as a source of knowledge that practitioners can
use in their strategic decision-making process. The study reflects previous industry behaviour and
describes current trends in customer requirements that can be used when forming a business level
strategy and identifying an appropriate generic strategy.
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Introduction

The Czech brewing industry and Czech beer are world-renowned and regarded by many
beer drinkers as the best. The domestic production strategies and export strategies of Czech
breweries have undergone dynamic development in the last twenty-five 25 years. This
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development is connected to the Czech Republic’s economic transformation following the
Velvet Revolution in 1989. Previously governed by a state-driven economy, the subsequent
privatisation of the brewing industry after the Velvet Revolution proved to be the catalyst
for competitor fights throughout the entire industry, thereby making strategic thinking
compulsory. Different approaches to selling beer, which incorporated low-cost or generic
differentiation strategies [Porter, 2008] were used throughout this period.

This study focuses on historical research into the development of the brewing industry
from a strategic point of view. The pricing approaches, beer typology and quality, customer
requirements, competitor behaviour, market structure (the rise and fall of breweries),
ownership takeovers, and marketing have undergone immense change within the industry.
The research issue examined in this study identifies the factors that influenced the strategic
choices at that time. Czech managers have now learned management practices and strategy
formulation although their previous decision-making processes were sometimes without
analyses, which resulted in extensive problems and the closure of breweries. This historical
study identifies the causes and consequences of their strategic managerial decisions.

Academic discussion of the brewing industry is an underdeveloped research topic.
There is a lack of studies describing strategy development in the brewing industry. The
development of the brewing industry in the EU was described by Larimo et al. [2006]
and for the Czech Republic by Janda & Mikolasek [2011], and Pulec [2016]. All describe
the development of the industry in general or in connection with the post-transformation
development of CEE countries. Stellner & Polanecky [2016], on the other hand, are locally
oriented, and their study discusses the development of breweries in South Bohemia as
a specific region of the Czech Republic. The economics of beer processing were studied
by Chmelikova & Sabolovic [2012]. None of the studies mentioned discuss strategy. The
only studies that partially discussed strategy were Zufan and his colleagues [Py$ny &
Zufan, 2006; Syrovatka et al., 2015; Zufan & Erbes, 2002; Zufan & Py3ny, 2005] and
Marinov & Marinova [2015], who described marketing approaches in CEE countries.
However, they focused on transnational breweries and groups. Marketing strategies have
been discussed from an internationalisation point of view and the global-local dilemma
of marketing strategy. Nevertheless, Czech customers are well known for beer loyalty
and do not prefer foreign beer. The strategy of Czech breweries can also be seen in social
studies elaborated by Vinopal [2014; 2015], who described the perception of the beer
market by customers and also focused on beer mixes (beer mixed with a soft drink). His
study helps clarify customer requirements, which have markedly changed over the last
15 years. The microbrewery boom settled on this change [Maier, 2013; Vacl, 2014], which
caused turbulence in the Czech beer industry. The change also became evident in pricing
[Maier, 2012; Maier & Fabianova, 2011], where the large breweries frequently pursued
a low-cost strategy. Mini and microbreweries have tried to compete using the same tools
although recently have favoured the differentiation strategy. Although the mentioned
studies provide a useful form of familiarisation with the Czech brewing industry, they
do not provide an overall picture.

The significance of the study can be seen in the historical consequences of the
industry’s development and the strategic choice of a particular brewery. History has shown
that many breweries made poor strategic decisions and, as a result, went bankrupt. This
study shows the development of customer and market behaviour reflected in the breweries’
strategies. Knowledge of customers, competitors, and other stakeholders is vital to strategy
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formulation [Freeman, 2010], especially in a dynamic industry. The dynamics can be
hidden by rapid changes in customer requirements, ownership, and price wars — factors that
should be reflected in a strategy [Garcia & Car, 2009; Kleban & Nickerson, 2012; Sveiby
et al., 2002]. Nevertheless, history shows that strategic mistakes were made. The main aim
of this paper is to show the consequences of the strategic mistakes that bankrupted breweries.

Two research questions were formulated:
RQI1: What were the main forces in the brewing industry during the past 25 years?
RQ2: Which strategic mistakes caused the bankruptcy of breweries?

1. Methodology

The qualitative approach was incorporated in the form of historical research, which
is considered to be the most useful form for acquiring knowledge of the industry’s
development [Andrew et al., 2011; Grbich, 2012] over the last 26 years. Primary and
secondary sources were analysed. Newspaper articles were found on the Anopress IT
server, where Czech newspapers, magazines, and TV and radio broadcasts are saved
[Anopress IT, 2016]. The keywords brewery, brewing industry and strategy were used as
search terms. The Anopress tool found more than 1,000 articles and news stories. Local
events and one-off brewery-oriented news items were excluded from the list. The goal of
this search was to find articles that described the entire industry. Journal articles were
searched via the EBSCO and ProQuest Central databases licensed by the University of
Economics Prague. Statistical data was collected from the websites of the Czech Statistical
Office, the Czech Union of Breweries and Malthouses, the Brewers of Europe and the
Customs Office of the Czech Republic. The problem with the statistical data was that it
was incomplete for the whole period and sometimes the datasets did not correspond with
each other. We used what we considered to be the most appropriate data and validated it
from other sources.

Brewery managers were interviewed as the primary source for validating our
findings. The research sample was comprised of four managers covering the brewery
population according to size — mini, small, medium-sized, and nationwide breweries.
These managers were selected based on the authors’ and their acquaintances’ contacts.
All the respondents had been working in the brewing industry since 1990 or longer and
possessed accurate knowledge of the development of the industry. The form of each
interview was a combination of a narrative and a semi-structured interview.

The data was analysed using N'Vivo 11 software for qualitative data analysis, where
all data was transcribed and nineteen nodes (categories) were created using open coding
wherever important issues appeared. All the sources were coded according to the nodes,
organised by the date of source origin and the date discussed to formulate a timeline.
The coded data was thoroughly analysed and sorted into subcategories — causal events
contributing to the phenomenon; descriptive details of the phenomenon itself; and
the ramifications of the phenomenon [Edwards & Skinner, 2010; Hendl, 2005]. The
interpretation of coding was based on the knowledge of strategic management theory and
environmental forces. The findings were validated using the results of the interviews with
the brewery managers.
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2. The brewing industry in the Czech Republic

The history of Europe, and the Czech Republic by extension, has been closely associated
with the development of brewing since the early Middle Ages [Kratochvile, 2005; Reboun,
2013; Zybrt, 2005]. The brewing industry evolved alongside human society, where products
are closely tied to cultural practices. More than 3,000 breweries have been founded in the
area of the Czech Republic [Bélohoubek, 1874] and the number is still growing, resulting
in constant attention [Reboun, 2013]. The rulers of the different levels of society were well
aware of this as evidenced by the system of brewing rights developed in many countries,
which has been widely used as a source of revenue and as a political tool. The brewing
industry is strongly influenced by the political situation.

The Czech brewing industry encountered two World Wars and the Communist era
in the twentieth century. There were 700 breweries in operation before the Czechoslovak
Republic was established and 526 active breweries in 1918 [Chladek, 2007; Némec, 2014].

Figure 1| Breweries in the Czech Republic
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The end of the First World War and the lack of raw materials exacerbated the situation.
During the First Republic, the industry was consolidated and the gradual concentration
resulted in the closure of 174 breweries [Basafova & Hlavacek, 1998]. During the Second
World War, the industry was heavily damaged again and the first wave of nationalisations
by virtue of Presidential Decree No. 101/1945 dated 24 October 1945 was implemented
after 1945. The limit for nationalisation was set at an annual production of above
150,000 hectolitres in 1937 and the first five national companies were established based
on this decree [Basafova & Hlavacek, 1998]. The total number of breweries was further
reduced to 71 during subsequent concentration of the industry in the second half of the
twentieth century and these were subsequently incorporated into one holding structure in
1975. The breweries suffered from the same problems as most other industries at the time.
The lack of investment and the hidden indebtedness of these enterprises significantly
deteriorated their starting position for future privatisation and entry to the market
economy. There were only 71 breweries in the whole of Czechoslovakia after the Velvet
Revolution [Némec, 2014].

The end of the Communist era sparked a dynamic development in the brewing
industry. Figures supporting this affirmation are shown in Figure 1 and Table 1. The
development of the brewing industry is divided into three key periods: the 1990s,
the beginning of the new millennium, and 2010 to the present. Much has happened
throughout these periods; the 1990s were characterised by acquisitions and mergers by
foreign investors and price wars raged during the late 1990s, which caused medium-sized
breweries to close [Maier, 2013]. The new millennium encountered price wars once again
along with the microbrewery boom, which started in 2005 and followed the pattern of
US microbreweries [Maier, 2013; Némec, 2014; Petr, 2010a; Vacl, 2014]. The last period
was strongly influenced by the economic crisis in 2009, which caused a rapid decrease in
consumer consumption and led to later changes in requirements. The typical consumption
of standard premium beers has since decreased and special beers have now become
popular.

The terminology of beer types is perceived differently in the Czech Republic,
which therefore makes it necessary to define the types of beer discussed in this paper.
Consequently, only three simplified product categories are used.

1. Light beers, less than 11 % of original wort extract (OWE).
2. Premium beers, 11 % — 12.99 % OWE.
3. Other beers, 13 % OWE or more and flavoured beers.

The original wort extract percentage refers to the sugar content during alcohol
fermentation and is often referred to as the “size” of the beer. The Plato Scale (°P) is
a historical scale used unofficially in the Czech Republic and is similar but less exact than
the wort extract percentage.
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Table 1 | Industry overview in numbers

Year Beer. Beer Industn:ial Micrq- Categories of beer production %
RS | A5 T RS oy
,year) ;(ear) less 1% — OWE or
than 12.99% more and
1% OWE flavoured
OWE beer

1990 19,199 1,934 70 1 38.9 59.8 1.3
1991 18,297 2,487 70 1 52.9 45.9 1.2
1992 19,464 2,259 7 4 57.7 40.9 1.4
1993 17,804 1,771 71 8 64.6 34.9 0.5
1994 18,041 1,418 70 11 64.9 34.1 1.0
1995 17,838 1,403 69 16 65.1 34.3 0.6
1996 18,242 1,791 67 18 64.5 34.8 0.6
1997 18,649 1,954 64 19 62.9 35.9 1.1
1998 18,292 1,749 57 24 64.1 34.5 1.4
1999 17,863 1,401 55 27 64.6 33.6 1.8
2000 17,925 1,589 52 30 65.0 34.0 1.0
2001 17,881 1,855 52 35 64.8 33.6 1.6
2002 18,178 1,975 52 36 64.0 34.3 1.7
2003 18,548 2,130 50 40 64.9 34.0 1.1
2004 18,753 2,638 50 45 64.4 344 1.2
2005 19,069 3,099 51 51 62.9 35.8 1.2
2006 19,787 3,536 50 63 65.2 324 2.4
2007 19,800 2,234 50 73 64.0 32.7 3.3
2008 19,800 2,652 50 79 62.2 33.8 4.1
2009 19,877 2,834 49 89 58.9 36.7 44
2010 18,098 1,981 47 107 56.7 38.7 4.6
2011 18,624 2,540 47 133 55.2 39.7 5.1
2012 19,216 2,732 48 164 53.4 41.9 4.7
2013 19,205 2,892 49 212 52.2 43.3 4.5
2014 19,648 3,361 48 263 50.6 43.9 5.5
2015 20,076 3,827 52 308 47.2 46.6 6.5
Average 18,776 2,309 59.7 37.9 2.5

Source: authors’ own calculations from the Czech Statistical Office, company web pages, the Czech
Union of Breweries and Malthouses, the Brewers of Europe, and the Customs Office of the Czech
Republic.
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2.1 The 1990s

A new stage in the development of Czech brewing began after 1989. The political change
was associated with positive expectations, including this sector [Greenhouse, 1990], which
formed a large part of the Czech economy. The Czech brewing industry held the leading
position in beer consumption per capita — around 160 litres per year [Cook, 1999; Janda
& Mikolasek, 2011; Newberry, 1993]. Therefore, any changes were closely monitored by
both the general public and politicians. Beer was perceived as a local product that was
mostly independent of foreign inputs and the whole industry was relatively stable and
profitable with the potential for export. A major impulse for foreign investors, which
affected the relative stability of the sector, was the abolition of the centrally directed
control of the sector and this resulted in a gradual change in ownership structures during
the 1990s [Kratochvile, 2005]. The primary impulse was the voucher privatisation system
under which the majority of breweries were privatised [Stellner & Polanecky, 2016].
Further privatisation steps were influenced by foreign investors who took an interest in
large breweries with a fragmented ownership structure or those still under state ownership
[Kratochvile, 2005]. The main reason for the entry of foreign investors can be seen in
the existence of relatively valuable brands with potentially lucrative market shares and
considerable export potential [King & Murray, 1994; Murray, 1995].

Foreign investors first entered the Czech brewing industry in 1994. The Austrian
BBAG bought the Starobrno Brewery followed by the sale of more than half of the shares
of Prague Breweries to the British Bass Company in 1996 [Rocks, 1997]. Many of the
large breweries were privatised by voucher privatisation, thus the investment funds
generated under the scheme actively participated in the further transfers of assets. These
were mostly portfolio investors, often connected with large state-owned banks, who
showed a lack of interest in building a long-term strategy of owning a company while
the stake was largely viewed as a relatively liquid and potentially profitable part of the
portfolio. The Investi¢ni a postovni banka (IPB — Investment and Post Office Bank) and
its investment funds were particularly active in the brewing industry. Nomura financial
holding dominated both the Pilsner Urquell Brewery and in the NoSovice Brewery through
the IMP Finance investment company in the latter half of the 1990s [Zavadilova, 1998].
South Bohemia Breweries were dominated by the Ceskomoravska pozemkova company,
owned by FrantiSek Chvalovsky, an entrepreneur and the head of the Football Association
[zdz, 1998]. Moravian-Silesian Breweries were also privatised by the voucher privatisation
and their ownership structure remained relatively fragmented. The following five largest
brewing companies were formed and gradually stabilised during the 1990s [Zikova, 1996]:

e Pilsner Urquell, with its brewery in Karlovy Vary belonging to the group;
Radegast, along with the NoSovice, Most-Sedlec, and Velké Popovice breweries;
Prague Breweries, which controlled the Staropramen, Branik, HoleSovice, Vra-
tislavice, and Ostravar breweries;

e Moravian-Silesian Breweries including the Litovel, Pferov, HanuSovice, and
Opava breweries;

e  South Bohemian Breweries with the Samson, Tiebon, and Protivin breweries.
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These five largest groups were complemented by three independent breweries:
Budvar, Krusovice and Starobrno. The above-mentioned entities produced over 14 million
hectolitres of beer in 1996, i.e., 76.8 % of total production [Stellner & Polanecky, 2016;
Zemské noviny, 1997]. In terms of ownership, Budweiser Budvar held a special position
because of unresolved litigation with the American brewer Anheuser-Busch and remained
under state ownership despite investor interest. KruSovice and Starobrno were privately
owned.

The major enterprises were relatively stable at the end of the millennium due to the
size of their market shares and the strong investor entry to the market due to this financial
background. The resulting ability to invest in new technologies further strengthened this
position. However, the size of a group itself did not mean it was safe, as documented
by the development of South Bohemian Breweries. These breweries failed to maintain
their initial position following their ownership by IPB and, subsequently, the FrantiSek
Chvalovsky group. South Bohemian Breweries signed a questionable contract with
Pilsner Urquell at that time regarding joint distribution and lost more than half of its
sales in just one year after jointly supplying pubs and restaurants [eko & CTK, 2000].
The output decreased from 1 million hl in 1997 to just 656,000 hl in 1999. This drop led
to a significant redundancy in production capacity and can be considered to be the main
cause of the resulting disintegration of the group when the Regent and Platan breweries
were sold. As a result, South Bohemian Breweries has retained the Samson brewery since
2000 [eko & CTK, 2000; Stellner & Polanecky, 2016].

The main interest of the major players was to gain maximum market share and
the realisation of economies of scale in conjunction with investment into the latest
technologies and the use of modern management approaches [Newberry, 1993; Green,
1999]. Additional investment in technology led to an increase in production capacity,
which in turn, led to intensified competitive pressures with the limited ability of the
market to absorb additional production [Newberry, 1993; Pta¢nik, 1999]. The redundancy
in production capacity at the time was estimated at 30% [Murray, 1995] to 35%
[Zikova, 1996].

2.1.1 Industry behaviour

In addition to attractive large breweries, the state owned a considerable group primarily
comprised of regional breweries with varying levels of competitiveness. The breweries
were privatised in different ways, for example in the form of a public sale for small
privatisations such as the breweries in Cesky Krumlov and Humpolec, or in a direct
sale, such as the brewery in Pelhfimov [Stellner & Polanecky, 2016]. The position of
regional breweries came under threat from pressure from the large breweries, which
with their ability to realise economies of scale, were able to invest in technology due to
their strong distribution position [Green, 1999]. Their investments further increased the
ability of big breweries to raise output and compete with lower prices. Simultaneously,
the more successful marketing approach by the large breweries was evident and was
again based on a sufficiency of resources [Green, 1999]. In this way, the major players
were able to disrupt the previous dominance of the regional breweries in their respective
regions. Moreover, the South Moravian breweries, which had been significantly
historically oriented to the Slovak market due to their geographic location, suffered
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a significant loss of sales in the Slovak Republic after the split of the federation and the
subsequent introduction of import tariffs by Slovakia. For some of these breweries, the
Slovak market represented up to half of their production [Mauks, 1997]. For example,
Antonin Kratochvile, the CEO of the Czech Beer and Malt Association (CSPS),
openly suggested to Slovak officials that to create unjustified trade barriers may even
be an abuse of licensing policy and relations in the former Customs Union between
the Czech and the Slovak Republics [red, 1999]. Thirteen small breweries existed in
South Moravia in the early 1990s. Due to the above-mentioned reasons, production
ceased at breweries such as Bfeclav, Uhersky Ostroh, Brumov, Boskovice and JaroSov
[Mauks, 1997].

Under these conditions, small and medium-sized breweries could compete on the
market through product differentiation although only some of them used this at that time.
An example of this strategy is the Bernard Brewery [Rocks, 1996]. Another option was
to gain sales abroad, which met with mixed results because this approach is vulnerable to
external conditions and market experience. For example, the introduction of the above-
mentioned import quotas to protect the target market may drastically change initially
successful entries into new markets. The final option was the pursuit of success using
a low-price strategy, which has been employed by the majority of medium-sized breweries.
However, this strategy is usually unsuccessful because of the impossible objective
of achieving significant economies of scale in an environment with extremely strong
competition from large breweries plus a lack of resources to invest in new technologies.

This situation resulted in the gradual economic weakening of medium-sized
breweries, which were subsequently purchased by major breweries and eventually closed
down [Ptacnik, 1999]. The total concentration of the industry is illustrated through the
numbers, where the 70 industrial breweries that operated in the Czech Republic in 1989
fell to 52 by the end of the 1990s [Ptacnik, 1999; red, 1999]. At the end of 1999, there
were just 50 breweries, which belonged to 42 groups [PSenic¢ka, 2001]. Almost one-
third of the breweries and malthouses closed after 1990 and have since disappeared.
This trend especially affected breweries under the influence of the largest breweries as
they were no longer needed in terms of production capacity, for example, the breweries
in Domazlice and Cheb that were closed by Pilsner Urquell and the HoleSovice and
Vratislavice breweries that were closed by the Prague Breweries [Ptacénik, 1999]. The
eight largest Czech breweries held 80.6 % of the beer market in 1999 [CSPS, 1999],
while in 1992 a similar market share was covered by the eleven largest breweries
[Newberry, 1993]. Pilsner Urquell made a clear attempt to dominate South Bohemian
Breweries at the time [Boland, 1997]. Although this attempt was unsuccessful, it helped
bring about the aforementioned weakening and subsequent disintegration of this group
[eko & CTK, 2000].

Nomura became the focus of attention by managing the merger of Pilsner Urquell
with Radegast, which ensured the group had a 44 % market share [ciz, 1999; Filla, 1999].
This merger became associated with the fear of the total destruction of competing brewers
and was repeatedly challenged at the Czech Antimonopoly Office by the British brewer
Bass PLC [Rocks, 1997]. IPB and Nomura advocated the merger by their efforts to
improve the situation on foreign markets, where current Czech companies were seen as
economically weak [Madden, 1997; Rocks, 1997]. Although beer production is relatively
inexpensive, the more expensive the distribution becomes then the more economies of
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scale may be realised, which is considered to be another reason for seeking maximum
market share [Green, 1999]. Fears of the change in the competitive environment after the
surprising acceptance of this merger by the Czech Antimonopoly Office [Anderson, 1999]
were not confirmed by subsequent developments [zdz, 2000]. On the contrary, there was
a significant change in strategy that came with the new owner of the group, South African
Breweries (SAB). SAB took this acquisition as a useful entry onto the Eastern European
market and began to stabilise the economic results by a gradual retreat from the price war
[Anderson & Willman, 1999].

A systematic increase in the importance of microbreweries is a trend that goes
against the concentration of the industry. However, due to the small number and size
of their total output, their contribution to the overall figures is negligible and is the
prevailing influence of the overall decline in the output of the small and medium-sized
breweries [Pirek & Ryskova, 1997]. The growth of small breweries is also supported
by tax legislation by lowering the tax rate on the production of breweries producing
less than 200,000 hl per year [Zakon, 2003]. This support provides partial protection
to small breweries against pressure from major competitors who use direct pressure on
small customers and offer short-term financial benefits to restaurant and pub owners
in exchange for a commitment to exclusively take their products to gain market share
[Mauks, 1997; Motejlek, 1998; Pitlik, 1996].

2.1.2 Strategy

The latter half of the 1990s was dominated by a price war. Stanislav Bernard [Mauks,
1997] and the Director of the Primator Brewery in Nachod, Josef Hlavaty [Filla, 1999]
have directly stated that this war primarily raged among the major breweries as the market
share increased their market value although it decimated all the other breweries [Green,
1999]. The consequence, and in part the aim, was the above-mentioned total concentration
of the industry. The result of this war was the relatively slow increase in the nominal prices
of production in comparison with the overall growth of inflation [Pitlik, 1996], where the
real price level remained very low compared to other countries. This can be illustrated by
the ratio between the price of a bottle of draft beer and the average wage. It was possible
to buy 1,269 bottles of draft beer with one average salary in 1990 and 1,774 bottles in
2000 [Kratochvile, 2005].

This situation was also influenced by several factors. Low brand loyalty [Cook, 1999]
was emphasised by the entry of the retail chains, which used their business strength to
shape the market environment and contribute to the price competition [Beranek, 1997]
while helping to facilitate changes in customer brand loyalty. A key role was also played
by the beliefs of the main actors, for example, the CEO of Prague Breweries, Stanislav
Prochazka, who believed that the majority of customers did not have particularly “deep
pockets” and any price increase would mean an outflow of buyers [Fiedlerova, 1996].
Another limiting factor on the customer side, and mentioned in other sources, emphasised
the negative effect of some of the actual consequences of economic transformation, such
as the increase in unemployment, the decline in the purchasing power of the population,
and an overall decline in the certainty of future revenue, which led to restrictions on
immediate consumption [red, 1999]. In this context, a gradual shift in consumption from
pubs to cheaper bottled beer from supermarkets is mentioned [Boland, 1997], although
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the percentage of bottled beer produced from the total production does not validate this
theory [Kratochvile, 2005].

The market entry and the initial success of cheap low-degree beers, such as Primus,
Klasik, and others was a result of these trends and were also exacerbated by them. These
beers were sold at extremely low prices that were considered by competitors to be dumping
prices. The majority of customers showed a greater sensitivity to price than quality at this
time, which greatly limited potential forms of competition. Although the explanation for
such behaviour may appear to be that customers reflected the price competition by the
vast majority of producers, it was more likely it was a response to the overall economic
situation in the country and the manifestation of momentum in the thinking of customers
raised under the socialist economy of scarcity.

The manufacturers responded to this situation by optimising production costs
and due to the excess capacity even reduced the margins [Boland, 1997; Rocks, 1997].
Renewed growth in margins began to be observed in 1999 and 2000 [Veselska, 2005].
This conclusion is consistent with the gradual change in pricing policy, which began to
show a gradual increase in prices at the end of 1996 when Pilsner Urquell increased theirs
by 10 %. This increase was higher than the inflation rate although it still did not reach the
accumulated cost increases of previous years [Boland, 1997]. Significant changes in this
direction were recorded on the market throughout 2000 with the Starobrno Brewery making
the first significant price increase. A positive step was also taken with the stabilisation
of the ownership structure of Pilsner Urquell when the brewing giant SAB became a key
owner and replaced the Nomura financial holding [Anderson & Willman, 1999]. The
gradual increase in microbreweries gradually began to fill the gap in the market supply
previously caused by the weakening of regional breweries. These companies mostly used
a focal differentiation strategy, although some tried to follow a low-cost strategy, which
came to be regarded as a strategic mistake at the end of the decade as they had previously
been weakened by the price war.

On the contrary, the ability to produce at low costs at the same time had a positive
effect on exports, which occurred in a decade that had then become relatively stable
through the dominance of the largest breweries together with Budvar. At the same time,
the export activity of most other major breweries was evident and led to a slow decrease
in Budvar’s share of total exports, which gradually dropped below 30%. In terms of
export volume, Pilsner Urquell and the Prague Breweries followed Budvar. Pilsner
Urquell experienced a temporary decline in exports in the first half of the 1990s, which
can be attributed to changes in management associated with the consolidation of the
ownership structure following voucher privatisation [Murray, 1995]. Medium-sized and
small breweries entered into this domain rather irregularly with significant fluctuations
although they were not particularly relevant in terms of the total volume of exported beer.
The export share of the ten largest breweries was around 90 % with a tendency towards
slow growth in the long-term outlook [Pirek & Ryskova, 1997]. The process followed the
fluctuations in total beer production [Pirek & Ryskova, 1997]. Nevertheless, from the
perspective of the decade, a slight decrease is apparent while the same applies to beer
exports, as shown in Figure 2.
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Figure 2 | Beer production and export
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2.1.3 The advent of special beers

Throughout the 1990s, the popularity of light beer — especially 10% OWE — prevailed,
which was complemented by a 30% share of 11% and 12% OWE beer. Stronger beer
consumption did not exceed one percent of the total consumption [Pirek & Ryskova,
1997]. Although special beers had gained a stable market position and a customer segment
was willing to pay a higher price, the share in total production remained low until the end
of the 1990s; see Table 1. This is in line with the opinion of Daniel Vasa, the brewer at
the Town Brewery in Nova Paka, and the director of the Jihlava brewery, Jan Kylberger
[ciz, 1999]. Despite this, incorporating special beers into the product portfolio became
a matter of prestige for small breweries and was used to highlight their visibility on the
local market. The importance of special beers to individual breweries varied considerably.
In the case of large breweries, such as Pilsner Urquell, the percentage was still relatively
low although in the case of the Bernard Brewery, for example, a special beer accounted
for 7% of total sales in 1999 and continued to gradually increase. The Bernard Brewery
clearly used a differentiation strategy [ciz, 2000]. One reason for the smaller percentage of
special beers by the major breweries may have been the economic pressure to fully utilise
the newly upgraded high-capacity technology. Even so, there were visibly major changes
in the thinking of the large breweries. “The whole beer industry in the Czech Republic is
under reconstruction,” said Mario Junek, the Financial Director at Pilsner Urquell. “We’ve
changed from production-centred factories to trade-oriented companies” [Rocks, 1996].

Breweries reacted to price wars in various ways. A specific example of the approach
to product portfolio is the Svijany Brewery, which was closed due to overcapacity within
the Prague Breweries concern. The new owner successfully used a temporary weakening
of competitive pressures in the region based on the closure of the brewery in Vratislavice
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[Psenicka, 2001]. This time out enabled the economy of the brewery to stabilise and
gradually refocus production on higher-margin products, such as stronger and special
beers, from 1998. The brewery also sought to differentiate its product [SVIJANY, 2016].
An example of a similar attempt to compete through differentiation is the Cerna Hora
brewery [Mauks, 1997]. Special beers were not the exclusive domain of small breweries. For
instance, Staropramen from Prague Breweries has been successful among the larger players
in this segment [ciz, 2000]. It appears that despite its continual domination of cheaper draft
beer consumers, the demand for so-called super cheap beer began to weaken at the end of
the decade [red, 1999]. The growing interest in flavourful and interesting special beers
was confirmed by the Sales Director of the Lobkowicz Brewery, Petr Peniastek [Bartak,
2000]. This explained the brewery’s improved economic results in 1999 as it transitioned
from cheap to special beers, which brought both a reduction in overall production and an
economic upturn. Both Stanislav Bernard and the brewer of the Herold brewery in Bieznice,
FrantiSek Pinkava, explained this increased customer interest as the result of the trend for
moving to quality and consistently keeping to tradition [PSenicka, 2001].

A large number of breweries reported an improvement in their economic situation
at the end of the 1990s despite a slight decrease in the total production. According to
Ivo Stork, the director of the South Moravian brewery Cerna Hora, this improvement
was based on growing customer demand for better products, a weakening in competitive
pressures, and the price war by the large breweries. The large breweries also began to
increasingly emphasise quality and special offers. This also indicated an increase in profit
for Pilsner Urquell in 1999, while production declined by about 6 %. Vladimir Petina, the
CEO of Pilsner Urquell, directly stated that Primus beer had already fulfilled its historic
role once the brewery opened the door to most supermarkets so it was no longer needed
[PSenicka, 2001]. There are obvious benefits to large groups as they can simultaneously
use different strategies for different market segments.

2.1.4 The conclusion to the decade

The privatisation and entry of foreign capital can be viewed from different perspectives.
A positive factor was the increase in the competitiveness of the large breweries based on
the technological leap made possible by capital injections. However, the next concentration
of the industry was due to the result of this change and from the aggressive competitive
policy of the large breweries. Large breweries used their market share and especially
their economic power to pressure the transformation of the restaurant and pub sector,
where in exchange for material assistance they required the commitment to exclusively
take their products [Mauks, 1997; Motejlek, 1998; Pitlik, 1996]. This trade policy was
particularly viewed by small breweries to be negative [ciz, 1999]. Most of the decade
was characterised by the price war that resulted from the fight for market share and was
enforced by the overall economic situation in the country coupled with the momentum
in the thinking of customers raised under the socialist economy of scarcity. On the other
hand, it is obvious that some small breweries were able to survive in this period and
even strengthen their position in this situation while they were able to learn and focus
on effective marketing and quality products. These included, for example, the previously
mentioned Bernard in Humpolec, Hostan in Znojmo, Janacek in Uhersky Ostroh, the
Town Brewery in Havlickav Brod, Svijany, and Nachod.
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2.2 The New Millennium

Industry behaviour changed little in the new millennium with low-price wars and the
continuation of the growth in beer production. Breweries continued to go bankrupt due
to price wars and other competitive measures [Knourek & Mrazek, 2002; Zufan & Pysny,
2005] while concentration continued [ Bohunék, 2002], together with the strengthening
of the major breweries and weakening of medium-sized and small breweries [Smrcka,
2003]. However, this was a global trend observed during the 1990s [Beranek, 1997],
which arrived in the Czech Republic with a delay due to the gradual liberalisation of
the market [Py$ny & Zufan, 2006]. This gave rise to brewing groups, which unlike
in previous years, did not respect past geographical distribution. There were over 70
breweries in the Czech Republic in 1990 and much debate as to whether small breweries
could withstand the pressure from large multinational companies [Junek, 2004; Korbel,
2003; Mrazek, 2004]. It transpired that although many small breweries survived,
medium-sized businesses with a production of 400,000 hectolitres were wound up.
“Market turbulence has vanished and the market situation is now stable,” said the
chairman of the Czech Beer and Malt Association, Jan Vesely [Kalab, 2005]. There were
no medium-sized breweries in the Czech Republic in 2004, only small and large ones.
In total, there were 38 companies of which 30 produced less than 200,000 hectolitres
per year. The remaining 18 breweries were owned by 7 different groups, among them
large enterprises with annual sales of over 600,000 hectolitres while the number of
microbreweries continued to rapidly rise — in 2004, numbers increased from 30 or 40
[Kalab, 2005] to an estimated 69 in 2008 and 93 by 2010. Our calculation shows even
higher figures; see Table 1. However, the total production of all the microbreweries in
the Czech Republic was still negligible [Maier & Fabianova, 2011; Zuntych, 2007a] due
to their local distribution.

Exports of Czech beer grew in connection with the country’s entry into the
Customs Union (the Czech Republic joined the EU in 2004), and were dominated by
Budvar, Pilsner Urquell, and the other large breweries [ Datamonitor, 2005; 2006; Kalab
& Matik, 2004; Datamonitor, 2008]. Although dominated by the large breweries, small
and medium-sized breweries were also successful in exporting to EU countries [Kalab,
2005; PP Agency, 2007]. As a result of the Customs Union, imports of foreign beer
grew in an attempt to penetrate the Czech market. Foreign investment and international
owners proved to be good for beer exports [Hergetova, 2015b; Janda & Mikolasek, 2011;
Pulec, 2016].

The most significant case is the entrance of one of the world’s largest breweries to the
Czech Republic. In order to strengthen its position in Central Europe, the Dutch company
Heineken merged with the Austrian group BBAG, the owner of the Starobrno Brewery and
the fifth largest brewery in the Czech Republic. This represented another major brand after
SABMiller and Interbrew [Kabelac¢ova, 2004]. The purchases of other major breweries
continued when Heineken bought Krusovice in 2008 and later the tenth largest producer —
the Drinks Union, which operated several breweries in Northern Bohemia although some
of those breweries were closed. Thus, Heineken affirmed its market position as the third
largest group [Francova, 2010].

The entry of foreign capital, as well as the expansion of the portfolio, increasingly
led to the use of new brewing technologies. This technological change had significant
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implications for the market in several aspects. Using cylindrical-conical tanks (CCT)
significantly reduced the time of lagering [Budinsky & Zazvorka, 2008] and therefore
enabled a sharp increase in production thereby increasing the total capacity of the brewery.
This enabled cost reductions per unit of beer, leading to a low-cost strategy and price war
between the large breweries and the medium-sized breweries [Py$ny & Zufan, 2006] as
previously mentioned. Medium-sized breweries could not afford large investment into
new technologies so their unit costs remained high. This began in the late 1990s [Filla,
1999] and further intensified during the first decade of the new century. To maintain
competitiveness, medium-sized breweries needed to reduce the price of their products
[Truhli¢ka, 2002], thus losing the resources for investment and advertising that would have
developed the company. The second aspect of using advanced technology was reducing
the differences among individual batches [Bohm, 2008]. This, together with the use of
CO,, pasteurisation and filtration significantly eliminated risks and extended the lifespan,
especially for bottled beer. This helped the large breweries penetrate the bottled beer
market through the large supermarket and hypermarket chains, which at the beginning of
the decade underwent intensive development and became a crucial link in the distribution
chain. Small breweries using traditional production technologies could not provide the
same long shelf life of the product and also failed to meet the price demands of the retail
chains [Datamonitor, 2008; Zufan & Pys$ny, 2005; Datamonitor, 2009; 2007]. On the
contrary, the large breweries penetrated the market due to low production costs caused by
changing technology. In combination with the pressure of competition from supermarkets,
bottled beer became considerably cheaper (see Table 2) than beer in restaurants and pubs
(where the average prices were 16.20 CZK in 2005 and 21.20 CZK in 2010) in addition to
having an excellent distribution network.

Table 2 | Average prices of bottled beer in CZK per 0.51

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

January 7.69 7.91 8.54 | 8.63 | 8.65 8.47 8.36 | 8.93 | 9.30 9.84

February 7.67 793 | 856 | 862 | 867 | 847 | 836 | 8.94 9.12 9.99

March 7.71 7.93 8.57 | 8.60 | 8.68 | 8.40 | 8.33 8.81 9.11 9.92
April 7.79 8.32 | 8.64 | 8.66 8.47 8.42 8.39 | 8.89 | 9.256 | 9.98
May 7.85 8.42 8.67 | 8.57 8.42 8.47 8.52 8.87 9.19 9.91
June 7.82 8.43 8.52 | 8.52 8.47 8.37 | 8.53 | 8.93 9.12 9.49
July 7.80 7.41 8.62 | 8.48 | 8.43 8.41 8.60 | 9.06 9.18 | 10.03
August 7.82 8.44 | 859 | 850 | 839 | 835 8.51 8.94 9.15 9.72

September | 7.81 8.44 8.61 8.53 | 8.35 | 8.35 | 8.54 | 9.05 | 9.24 9.84

October 782 | 834 | 854 | 852 | 838 | 838 | 855 | 9.07 | 9.24 | 9.77

November 7.81 8.33 | 8.59 | 8.49 | 8.39 | 8.37 8.71 9.11 9.19 9.88

December 779 8.41 8.60 | 8.48 | 8.41 8.32 8.74 9.13 9.10 | 10.05

Source: [CZSO, 2016]
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Both these aspects compelled small and medium-sized breweries to reduce
excessively priced items. Long-term price subsidies by breweries resulted in economic
problems for small breweries, which led to bankruptcy, selling the business, or the entry of
a strong investor [Mrazek, 2004; Ptacnik, 1999]. The result was the gradual disappearance
of medium-sized breweries; 26 breweries ceased production between 1990-2006
[Kralova, 2010a].

On the other hand, due to changes in technology, the taste worsened and the
differences between different brands lessened according to many customers. This resulted
in a reduction of customer loyalty, as most beers “started to taste the same.” At this time,
there was talk about the unification of Czech beers as the large breweries began to produce
only “Euro beer” [Budinsky & Zazvorka, 2008]. Although Euro beer is not an official
brewery term it is used in connection with a less distinctive flavour of beer compared to
the original technology, although this is a very subjective perception. It is often used as
a synonym for cheap beer or a retail chain beer brand, which can be made in any brewery
[Vacl, 2008]. This unification, together with demographic trends and changes in consumer
lifestyles [Truhlicka, 2002] contributed to changing the drinking habits of society. These
habits began to shift from quantity to quality over the decade, i.e., to the consumption of
lower amounts, but with better quality.

To survive the existing price pressure exerted by the large breweries, the smaller
breweries had to change their production and sales strategies. By the end of the 1990s, they
had already begun to create products that did not directly compete against the mainstream
and cheaper beers produced by the major breweries [ciz, 2000]. At this point, the use
of a typical differentiation strategy or a focal differentiation strategy can be discussed.
At the beginning of the new decade, products based on this strategy had become more
frequent [Klos & Mackt, 2002]. The customer, or the customer segment, no longer wanted
the cheapest product, but rather a better quality product for which they were willing
to pay [Zuntych, 2007a]. These changes developed the scope for a wider application of
differentiation strategies, which were more frequently applied among the medium-sized
and small breweries from 2004 to 2006, a period associated with the wider development
of microbreweries [Kalab, 2005]. The foundation of microbreweries also contributed to
the fact that technology for small-scale beer production scale became affordable, and
its price decreased to the lower units of a million [MF Dnes, 2006]. In the case of local
microbreweries, in addition to the specific flavour that differentiated them from the Euro
beers, the image of the local character played an important role. This image became
more attractive to customers than the “industrial brewery” [Kalab, 2005]. The strategy
of differentiation or focus differentiation was targeted on a narrow geographical segment
and became a key method in the competition between small and medium-sized and large
industrial breweries [ciz, 2000; Vseteckova, 2006].

To reduce the risk of the imminent decline of draft beer, large breweries responded in
two ways. Firstly, they strengthened their already strong position in the bottled (packaged)
beer segment [Zuntych, 2007b]. Packaging design change arose as an effective tool, and
more original and eye-catching packaging was used. This was reflected in increased
sales of bottled beer and within two years, most of the large breweries started to use
new bottles. Small breweries were unable to respond to the change because of a lack of
capital. This was combined with a legislative measure for reusing bottles [Jilemnicky,
2006]. Secondly, a new distribution concept began to gradually appear, which had been
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created by most of the major breweries in the draft beer segment in 2006-2008. Breweries
opened “brand pubs”, which are owned by individual breweries or run as a franchise
and differ by the exclusivity of the beer sold, e.g., beer that is not sold elsewhere, or
a higher standard of service. Pilsner Urquell, Staropramen, Budvar, and Kozel gradually
spread the concept. The Velké Popovice brewery, in particular, developed a concept
called “Kozlovna” and the Pilsner Urquell brewery developed a concept called a “Pilsner
Urquell Original Restaurant”, which was considered to be the most successful. It was
characterised by a unique design and the drafting of beer straight from the tank. Beer
in a tank passes through a filtering process instead of pasteurisation and as such should
have a more specific taste. It was viewed as a step towards differentiation and other large
breweries followed a similar path [Kuciel, 2008]. This created a direct alternative to
the increasingly popular mini-breweries and restaurants with their own brewery, whose
number approached 100 by the end of the decade [Petr, 2009].

During the first decade of the new millennium, the emphasis on the communication
and promotion mix significantly increased, reflecting the conservatism and national
pride of Czech customers [Short, 2008]. Therefore, it came as no surprise that after
acquiring Starobrno, there was no attempt to rebrand the company and Heineken kept
a local and patriotic approach. KruSovice also emphasised their historical origins and
tradition as one of the oldest major breweries. This communication mix, however, is
similar to most breweries: Radegast markets itself as a Silesian, North Moravian brand;
Budweiser Budvar naturally accentuates its South Bohemian origin; Starobrno highlights
its position and origin in Moravia; Pilsner Urquell as the largest and one of the most
exported brands shows its origins as Bohemian or Pilsner [Smejkal, 2004]. Large breweries
try to communicate with customers primarily through mass media — Alexei Bechtin
characterised the communications of the Pilsen group in 2004 as follows, “Most often
we use television. Television makes over 50 % of all communication, the rest represents
other media (print, radio, outdoor), which are represented in much the same proportion.”
The share of ATL and BTL is balanced and varies among individual brands, making the
total percentage of the portfolio difficult to determine [Smejkal, 2004]. In contrast, the
smaller breweries used alternative methods, i.e., a greater focus on local tourism and
cooperation with local authorities. Examples are the three-star Hotel U Sladka, which
opened at the Chodovar brewery and the organisation of various events, such the Open
Cellars Day at the Méstansky Brewery in Poli¢ka, brewer fairs and celebrations in Cerna
Hora and Strakonice, steam train drives around the Chodovar and Nymburk breweries,
etc. [Drozdova, 2015].

2.3 2010 to date

The Czech market structure continued the concentration from the previous decade. The
market was divided among the three main players (SABMiller, Anheuser-Busch InBev and
Heineken) in 2010 [Datamonitor, 2011] along with the Molson Coors Brewing Company,
which was also active in the Czech Republic [Pulec, 2016]. The strongest player nowadays
is SabMiller, followed by Pivovary Staropramen owned by Molson Coors. Heineken
is the third strongest group followed by the national brewery Budweiser Budvar. The
Pivovary Lobkowicz Group and Moravian-Silesian Breweries are also major players in
the Czech brewing industry [PP Agency, 2015; Samal, 2016; Sdmal & Falge, 2015; Senk
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& Hrdlickova, 2014]. These groups associate 19 breweries in the Czech Republic; the
remainder of the market was comprised of 29 independent industrial breweries and around
300 micro-breweries at the end of 2015 [MACR, 2015; PP Agency, 2015]. The majority of
the Czech brewing industry (based on market volume) is owned and financed by foreign
investors, respectively all strategic groups. Anheuser-Busch InBev is Belgian, Heineken
is Dutch, and the Lobkowitz Group is partly owned by Chinese investors and a company
based in Cyprus. It is not only foreign investors that own the large brewing groups
— some smaller breweries are also financed from abroad, for example by Chinese or
Belgian (Bernard brewery) owners [Kain, 2015; Pulec, 2016]. Nevertheless, the ownership
structure is not easy to identify. Table 3 shows the ownership of the largest breweries

according to production.

Table 3 | Ownership of breweries

Brewery

Region

Owner

Strategic group

Pivovar Staropramen

Prague

Pivovary Staropramen
s.T. 0.

Molson Coors Central
Europe

Budéjovicky
méstansky pivovar

South Bohemia

Anheuser-Busch
InBev

Anheuser-Busch
InBev

Pivovar Budé&jovicky
Budvar

South Bohemia

Czech Republic

Méstsky pivovar
Platan

South Bohemia

Pivovary Lobkowicz
Group

Pivovary Lobkowicz
Group

Pivovar Cerna Hora

South Bohemia

Pivovar Cerna Hora
a.s.

Pivovary Lobkowicz
Group

Starobrno a. s.

Pivovar Starobrno South Bohemia (majority owner Heineken
Heineken)

Rodinny pivovar " Rodinny pivovar

Bernard Vysocina Bernard, a. s.

Pivovar Jihlava Vysocina Pivovar Jihlava, a. s. Pivovary Lobkowicz

Group

Pivovar Primator,
Nachod

Hradec Kralové

LIF a. s. (Liberec)

Pivovar Svijany

Liberec

Pivovar Svijany a. s.

Pivovar Ostravar

Moravian-Silesian

Pivovary Staropramen
S.T. 0.

Molson Coors Central
Europe

Plzerisky Prazdroj

Pivovar Radegast Moravian-Silesian as SABMiller
Pivovar Holba Olomouc Pivovar Holba, a. s. PMS, a. s.
Pivovar Litovel Olomouc Pivovar Litovel a. s. PMS, a. s.

Continued on page 21
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Continued from page 20

Brewery Region Owner Strategic group
Pivovar Zubr Olomouc Pivovar Zubr a. s. PMS, a. s.
Pivovar Flzensky Plzefi Plzefisky Prazdroj SABMiller
Prazdroj a.s.
Pivovar Gambrinus Plzen :Izsensky Prazdroj SABMiller
Kralvovs.ky pivovar Central Bohemian Kralvovs.ky pivovar Heineken
KruSovice KruSovice a. s.
Pivovar Nymburk Central Bohemian SPlvrozar Nymburk spol.
Pivovar Velké Central Bohemian Pizefisky Prazdroj SABMiller
Popovice a.s.
Pivovar Vysoky Central Bohemian Pivovary Lobkowicz Pivovary Lobkowicz
Chlumec Group Group
Pivovar Velké Bfezno | Usti nad Labem Heineken Heineken
Source: [MJCR, 2016]
Figure 3 | Market structure by owners
Beer Market Share % by Volume
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Figure 3 shows the market shares of the largest brewing groups in the Czech
Republic, which is longitudinally dominated by the SABMiller group. Overall, the fight
to gain market share through brewery or whole group acquisitions are known throughout
history and have also proved to be useful acquisitions [Bouc, 2011b; Janda & Mikolasek,
2011; Lavicka, 2012; Petr, 2012a; PP Agency, 2015; Prchal, 2012; Prochazkova, 2010].
Nevertheless, in 2015 when change should have dominated, the focus was on the merger
of SABMiller with its main competitor — AB InBev [Hergetova, 2015a; Lavicka, 2015;
Sedlak, 2015]. The reason for the merger was to acquire the world’s largest market share
and the well-known Pilsner Urquell brand [Hergetova, 2015a; Lavicka, 2015].

2.3.1 The economic crisis and industry behaviour

The global economic crisis had a highly negative effect both on the overall economy
and the brewing industry. The Czech Government reacted to the crisis by increasing the
beer consumption tax in 2010. The taxation of beer is regulated by Act No. 353/2003
Coll. [Zakon, 2003] and a Government Resolution cut the tax from 24 CZK 24 to 32
CZK per hl causing consumption to decrease once again [MACR, 2014; Ttma, 2011]
due to raising the price of 12degree beer (premium beer) by up to CZK 1 [Adamcikova
& Konigova, 2011; Drozdova, 2015; Prochazkova, 2010]. Light and moderate drinkers
reduced their consumption but heavy drinkers did not accept the higher prices [Maier,
2012]. This situation proved difficult for the breweries. The whole industry faced a lack
of demand and the market became oversaturated [Bouc, 2011a; Kralova, 2010b]. Several
breweries reacted by lowering the quality at the same price [Havel, 2011]. This led to
efforts to reduce taxes in 2010 [Pta¢nik, 2010] and 2014 [Sedlackova, 2014; Strunc, 2014].
The resolution referred to at the beginning of this paragraph proved useful for smaller
breweries (no more than 200,000 hl per year) that have tax allowances. This appears
to have been a positive consequence of the diversification of the Czech beer market by
microbreweries [Hergetova, 2015b; Moravek, 2013]. Although the overall effect on the
Czech brewing industry was negative [Adaméikova & Konigova, 2011; Havel, 2011], these
efforts have been unsuccessful and the tax has remained at the same level.

The global economic crisis was reflected in a drop in beer consumption in 2009, and
Czech breweries were pressed to reduce beer production in 2010 and look for other ways
to survive. Overall consumption rapidly plummeted from 153 litres per inhabitant in 2009
to 143 in 2010 [Samal, 2016]. This number briefly improved in 2012 with consumption
reaching 146, only to fall to 143 in 2015. Consumption appears to have been at the same
level since 2010 although production is now increasing due to increasing exports [PP
Agency, 2015]. Breweries have started to focus on the export market [Senk & Hrdli¢kova,
2014], which is depicted in Table 1. The volume of exported beer in 2015 was twice as
high as in 2010 [Samal, 2016]. Exports were successful due to the reputation and the
trademark of Czech beer (Database of Origin & Registration). The growth in exports can
be observed for large breweries such as Budweiser Budvar and Pilsner Urquell as well as
smaller breweries such as Bakalaf in Rakovnik, the Pardubice Brewery and various others
[Bouc, 2011a; CTK, 2012a; Economia & Hospodaiské noviny, 2013; Kain, 2015; Kvapil,
2015; Moravek, 2013; Petr, 2013b; PP Agency, 2015]. Czech beer is in demand throughout
the whole world and breweries are exporting to 25 EU and 72 other countries [Samal,
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2016]. The majority of exported production is going to neighbouring countries — Slovakia,
Germany and Poland [MACR, 2015; PP Agency, 2013; Samal, 2016]. Breweries’ efforts
are mostly focused on the export of premium and special beers boosted by the Czech
trademark [Samal & Falge, 2015; Senk & Hrdli¢kova, 2014].

The economic crisis caused both a decrease in consumption and a diversification
of the beer portfolio with the export-oriented breweries beginning to produce premium
beers in demand and special beers. Shandies (beer mixes) and non-alcoholic beers gained
a foothold in the market through their popularity with young people and women [Bouc,
2011a; Hrdlickova & Poljakov, 2015; PP Agency, 2013]. A large group of consumers
became interested in premium beers and special beers rather than light beers [MACR,
2015; Moravek, 2013]. On the other hand, there were still consumers who preferred
cheap beer — heavy drinkers and those on low incomes [Bouc, 2011a]. Figure 4 shows
the development of beer consumption according to the type of beer. Special beers have
emerged in the last five years [ Vesely, 2011] and these are brewed by both microbreweries
and large big breweries. Breweries frequently diversify their portfolio with non-alcoholic
beers or sweet beers (lemonade-mixed beers) [Datamonitor, 2013; MarketLine, 2013; 2014;
Datamonitor, 2011; MACR, 2013; Moravek, 2013; Petr, 2009; Vinopal, 2014]. Nowadays,
many consumers are inclined towards a wide-ranging portfolio of beers, which has rapidly
changed from the 1990s, when unified beers were preferred. Successful craft breweries
should have all four types of beer in their portfolio: premium and special beers, beer
mixes, and non-alcoholic beers [Dor¢akova, 2015; Paloncy, 2013].

Figure 4 | Beer consumption %, by type of beer
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The first and most interesting group is premium and special beers. These beers are
stronger than light beers, usually at 12% or more OWE [Bouc, 2011a; 2011b]. Special
event beers that are produced for special occasions such as Easter, St. Patrick’s Day and
Christmas or beer from “the first hops” are the most popular [Moravek, 2013]. This
inspiration from abroad was first adopted by the microbreweries [Klepetko, 2015; Némec,
2014], and later by the larger breweries as a response to the microbrewery revolution
[CTK, 2012b; Janous, 2016; Petficek, 2016; Tima, 2011]. However, the majority of special
beers are still produced by microbreweries [Petr, 2009; Stra, 2015b]. They built their
strategy on consumer preferences for quality and stronger beers, which are perceived to
be higher quality. These customers drink less beer per evening but enjoy high-quality
beer [MACR, 2015]. Unfiltered beer is perceived as a tradition; nevertheless, the current
market offers numerous flavours — cherry, blackberry, and nettles — although wheat beers
are the most popular [MACR, 2015; Pike, 2010]. The production of special beers is also
connected to local patriotism, historical heritage, and beer tourism [$Smu & hni, 2005].
Those breweries producing special beers focus on demanding customers.

The opposite group of customers are those who are price-sensitive. Cheap beer is
targeted at low-income consumers and is usually referred to as Eurobeer [Klepetko, 2015].
This type of beer is produced on a low-cost basis with a unified sweet taste and a lower
hop content [Klepetko, 2015; Reboun, 2013]. Breweries forced into low-cost production
usually brew strong beer (for example 17 degree) and then adulterate it to the required
light (10 degree) beer [Reboun, 2013], thus reducing production costs. This negatively
impacts the quality of the beer and the reputation of the Czech brewing industry [Havel,
2011; Kvapil, 2015]. Cheap beer is also imported from abroad, especially from Poland and
Hungary, where the production is not at the same level as in the Czech Republic.

A distinct group of customers are young people and women who prefer sweet beer.
The Staropramen Brewery targeted this group when introducing a low-alcohol sweet
beer called Staropramen Cool Lemon in 2010 [Hrdli¢kova & Senk, 2013]. This new
beer segment underwent a massive boom in 2011 and 2012 [CTK, 2012b; MACR, 2013;
Petr, 2012b]. The sweet mixes of beer and lemonade (shandies, also known as “radlers”)
attracted the targeted group [Petr, 2013a; Sira, 2015a], which resulted in a 7.5% share in
the beer market in 2012 [Hrdli¢kova & Senk, 2013]. Radlers were produced in various
flavours — lemon, orange, blackberry, mixed berries, vanilla, eucalyptus, and wasabi
[Paloncy, 2013]. The portfolio was wide-ranging and experts forecast a decrease in
demand [Hrdli¢kova & Senk, 2013], which eventually occurred in 2013 [Stira, 2015a;
Vinopal, 2014]. Although one of the reasons for this appeared to be the poor weather in the
summer months [Pta¢nik, 2013b], the main reason was the recession. Non-alcoholic beer
had a similar ascent followed by a later descent [Kiitner, 2012]. The higher consumption
was connected to the change in the penalty points system for car drivers. Fines for driving
under the influence were increased so drivers began drinking non-alcoholic beer when
they could not drink alcohol although non-alcoholic beer was not perceived as a full
substitute for beer [Ptac¢nik, 2013a; red, 2012].

The quality of beer is based on the production process and the materials used (hops,
water, malt, and brewer’s yeast). The brewing process, technology, raw materials, and basic
technological processes have remained the same for microbreweries, small independent
breweries, and large breweries [Gembala, 2013; Moravek, 2013]. However, in some
respects, the production is different. The difference is that the majority of small breweries
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actually use hops, claiming the more expensive variety means better quality; however,
some small breweries also use hop extracts. Large breweries have industrial production,
which must follow procedures, financial planning, so must economise somewhere, such
as with the use of hop extract while guaranteeing that the quality of the beer will be
consistent [Klepetko, 2015]. The extract has a certain amount of bitter substances in
a specified quantity, which results in the beer always tasting exactly the same. The beer
is also influenced by the quality of the water [Petr, 2015]. Microbreweries mostly sell
fresh and unfiltered beer. The beer may not be filtered, pasteurised, and stabilised in
the production process as is reflected in higher-quality beer. However, the flavour of the
beer is inconsistent. It also has a much lower shelf life, which effectively prohibits its
sale to commercial networks [Maier, 2013; Moravek, 2013]. Some breweries are forced
by supermarket networks to brew amounts of beer higher than their production capacity.
The lack of capacity is solved by producing beer in a competing brewery. For example,
non-premium beers such as Primus and Klasik have been produced in the Platan Brewery
in Protivin [Maier, 2012]. This behaviour appears rather bizarre considering there is no
ownership connection.

Initially, premium and special beers had a very low share of the beer market because
of the Communist Era and the pressure from supermarkets selling low-cost beer. The gap
in the market became saturated by the micro and mini breweries boom after 2005. The
rise and recent boom of microbreweries are connected to special beers [Gembala, 2013]
and the tax allowance for small breweries [Hergetova, 2015b; Moravek, 2013] plus the
willingness of consumers to try new beers [PP Agency, 2013; Vinopal, 2015]. All these
factors enabled the microbreweries to penetrate the market and resulted in approximately
350 mini and microbreweries operating in the Czech Republic in 2016; a number that is
still growing. Microbreweries are usually located in small towns (up to 2,000 inhabitants)
and cities with over 100,000 inhabitants [Cechova, 2011], while the density of breweries
serves as an attractive tool for the region because of beer tourism [Vacl, 2014]. Micro and
mini breweries are locally oriented and a brewery’s distribution is usually only through
its own restaurant or within a retail network in a maximum distance of 50 km [Moravek,
2013; Petr, 2009]. Nevertheless, not all regions are saturated. For example, the Liberec
region has the lowest density of breweries in the Czech Republic [Cechova, 2011]. Visiting
microbreweries means drinking a special beer with a “story” [Vacl, 2014]. Additionally,
microbreweries in the country are selling their beer underpriced [Kvapil, 2015]. Most
microbrewery owners started to brew beer as a hobby and later upgraded their production.
Some owners use the differentiation strategy while others state differentiation whereas,
in reality, the production is based on a low-cost strategy [Klepetko, 2015].

2.3.2 Customer behaviour

The frequently mentioned financial crisis (2009) also changed consumer behaviour in three
ways. The first step was a rapid decrease in consumption as mentioned in the previous
section. Consumption in 2010 was 10 litres per inhabitant lower than the previous year and
this could especially be seen in attractive tourist locations [Petr, 2010a; 2010c]. The next
step was switching the point of consumption from pubs to households and the change in
packaging (PET bottles). The deepening crisis diversified the beer market (as mentioned
above) and some customers started to prefer special beers. These special beers revitalised
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the pubs [Janous, 2016; Petticek, 2016] because such beer is not distributed in bottles.
Changing customer behaviour is also influenced by increasing market diversification
and especially by the fact that many alcohol consumers now drink wine [Vesely, 2011].
The main change in consumer behaviour in this period was the switch in beer
consumption from pubs to homes [Cechova, 2011; Moravek, 2013; PP Agency, 2015;
Prochazkova, 2010]. The distribution change (switching consumption) began in 2009
[Klepetko, 2015] and the percentage share of off-trade consumption (consumption is not
at the point of sale) increased [Klepetko, 2015; Kralova, 2010b; Senk & Hrdli¢kova, 2014;
Stefek, 2013; MarketLine, 2013; 2014]. The majority of authors [Klepetko, 2015; Samal
& Falge, 2015; Urbanova, 2012; Van de Walle, 2015] present the percentage change as
rapid (around 10 % within 3 years). Nevertheless, the beer industry profile of the Czech
Republic had a slight increase (see Table 4) in off-trade consumption only. The beer was
specifically sold in supermarkets due to customer price sensitivity. The reason for this
behaviour was the economic crisis and tax increases [MACR, 2013; 2014; 2015; Moravek,
2013]. A further reason appears to be the lack of time for meeting friends in pubs. The
breweries were forced to change their beer distribution strategies, which decreased the
overall profits because the margin on draft beer was higher and at the same time the
supermarket chains forced the breweries to decrease the price [Kvapil, 2015; Stefek, 2013].

Table 4 | Beer distribution in the Czech Republic: % Share, by Volume

2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

On-trade 591 | 591 | 591 | 56.9 | 56.3 | 56 | 55.7 | 55.4 | 55 | 54.5

Supermarkets /

233 | 239 | 245 | 245 | 248 | 25.2 | 25.7
hypermarkets

Specialist retailers | 12.2 | 12.2 | 12.2 | 12.8 | 12.8 | 128 | 128 | 128 | 12.8 | 12.8

Service stations 3.5 3.5 3.5

Other 28.7 | 28.7 | 28.7 7 7 7 7 3.5 3.6 3.5

Source: [Datamonitor, 2005]

The trend for domestic beer consumption is also associated with the type of
packaging [Tacha, 2011]. Beer in PET bottles was first introduced by Staropramen (q-pack
bottles) in 2004 [Kozakova, 2004; Economia, 2006], but was unsuccessful and the main
entrance onto the market was by the Heineken group in 2008 [MACR, 2014; Ttima, 2011].
The special 1.5 litre bottles are much easier to transport and the price per beer is lower
than traditional glass bottles [Bouc, 2011b; Petr, 2010b]. This type of packaging became
popular [Bouc, 2011a; MACR, 2014; PP Agency, 2013] between 2010 and 2011 and there
was an 80% relative growth in PET bottles [MACR, 2013; Vesely, 2011]. PET bottles were
not used by all the breweries and not for the whole beer portfolio. They were first used for
cheaper brands of beer then later expanded to include other brands as an extension of the
packaging services. Sometimes this packaging diversification cannibalised the rest of the
product portfolio — especially glass bottles [Petr, 2013a].

PET bottles were initially not regarded as appropriate packaging for beer [Petr,
2012c], and several breweries refused to use them. The main objectors were Budweiser

Acta Oeconomica Pragensia, 2017, 25(3), 3-38, https://doi.org/10.18267/j.a0p.580




Budvar and Bernard [Kiitner, 2012; Petr, 2012c], as they perceived it would degrade the
quality of the beer. However, the PET bottles used for beer are different from those used
for soft drinks. PET beer bottles are produced from Actis B material and hold the quality
of beer at the required level [Kocianova, 2011; Petr, 2010b] although glass bottles are still
better [Bouc, 2011b]. The durability of the quality is not only based on material but also
on filling the bottles in such a way that there is no additional air in the bottle. The other
advantage is the price of the filling process. Micro-breweries use PET bottles because
of cheaper production and easier distribution [Maier, 2013; Petr, 2009]. The second
reason is the production of special unpasteurised beers that have a shorter shelf life. The
disadvantage of PET bottles is the lack of recyclability.

The pricing strategies were analysed by Maier [2012] and Pilsner Urquell was the
price leader. Microbreweries adopted the low-cost strategy when they began [Petr, 2010a];
nevertheless, this was a strategic mistake, as they were not able to compete against industrial
breweries because of high production costs. Larger breweries felt the need for wider
distribution than the local ones, which was satisfied by the nationwide supermarket chains
although the breweries were pressured into lowering the production price [Datamonitor,
2011; 2013]. Nevertheless, breweries can increase the price of barrelled (keg) beer easier
than they can with bottled beer [Maier, 2012]. The price sensitivity of beer applies to
low-income consumers who prefer trade-off consumption. The average prices of bottled
beer have been increasing very slowly (see Table 5). Considering generic strategies, either
the differentiation or low-cost strategies are used by the industrial breweries. They have
different types of beer (a wide-ranging portfolio) to satisfy all customer groups. On the
other hand, microbreweries exclusively use the differentiation strategy.

Table 5 | Average price of bottled beer 2011-2016

2011 2012 2013 2014 2015 2016
January 10.11 10.00 10.70 10.84 11.02 11.16
February 10.19 10.00 10.50 10.76 10.57 11.32
March 10.10 9.90 10.60 10.49 10.85 11.29
April 10.01 10.20 10.80 10.48 10.62 11.63
May 10.12 10.00 10.70 10.87 10.37 11.39
June 9.92 10.00 10.50 10.53 10.97 10.92
July 10.10 10.10 10.50 10.80 10.90 11.06
August 10.11 9.80 10.40 10.83 10.77 11.33
September 9.97 10.00 10.30 10.63 10.63 11.04
October 9.97 10.50 10.70 10.80 10.58 11.28
November 9.91 10.60 10.50 10.14 10.37
December 9.78 10.40 10.60 10.42 10.57

Source: [CZSO, 2015a; 2015b; 2015¢; Kratochvilova, 2016a; 2016b; 2016¢]

Acta Oeconomica Pragensia, 2017, 25(3), 3-38, https://doi.org/10.18267/j.a0p.580 27




3. Discussion and conclusions

Brewery strategies have been influenced by several of the previously mentioned factors.
The mistakes and successes and the main forces that shaped the brewing industry and
the strategies of particular brewery groups (large, medium-sized, and microbreweries)
are discussed. These discussions are ordered chronologically according to the decades.

The brewing industry had the opportunity for a new beginning in 1990 following the
Velvet Revolution. The production and distribution were locally oriented, with customers
usually drinking local beer and not requiring other brands. The only brands that had
national coverage were Budweiser Budvar, Pilsner Urquell, and Staropramen, which were
perceived as premium beers. The brewing industry was deemed to be a relatively stable
and attractive industry, considering the Czechs ranked first in global beer consumption.
The breweries were owned by the state and the planned economy of that time did not
apply strategic thinking. However, restitution and privatisation processes changed the
ownership structure. Many domestic investors and investment funds who did not apply
ownership rights bought the majority of breweries as their primary interest was in the size
of the dividends. Foreign financial institutions such as the Nomura investment bank took
a similar approach. These groups did not have development strategies for the breweries;
their main interest was only in flipping the stocks to make a profit. There were some
cases where the managers had their own profit (connected to a lack of ethics in this era)
from the brewery as was similar in other industries. The breweries followed a “non-
strategy” — a stuck in the middle strategy. The reason for this behaviour can be seen in
the lack of experts in the economic field after the Velvet Revolution. University education
in economics in the Czech Republic had been focused on a planned economy rather than
market economies and strategies.

The strategic behaviour appeared to be the result of privatisation and the subsequent
acquisitions, where the Big 5 group of breweries controlled 80 % of the market. Their
strategy was to gain maximum market share to achieve an economy of scale. This low-
cost strategy was successful due to this economy of scale and investment into technology
improvements, which increased production and reduced costs. The medium-sized and
small breweries were not able to save (or earn) enough money to buy the same technology.
This resulted in market concentration and the pressure to gain a majority market share via
price wars. The price wars broke out due to a lack of consumer requirements. Customers
were not used to high standards regarding the quality or the taste of the beer. Customers
usually drank local beer and only tasted other beers when visiting other regions. This
lack of comparison meant some breweries could produce low-quality cheap beer as their
customers behaved not as customers, but as consumers. The former regional patriotism
changed into low brand loyalty and trade-off consumption. Supermarket chains that
pressured breweries to reduce the price of bottled beers also supported the low-cost
strategy of big breweries. The remainder of the market was split between more than
60 breweries that were unable to compete with these low prices. Some of these tried to
differentiate by introducing speciality beers, but their efforts proved fruitless and many
medium-sized breweries went bankrupt. The split of former Czechoslovakia in 1993 also
exacerbated the closing of breweries in South Moravia, a region that borders Slovakia.

The collapse of medium-sized breweries and the price wars continued into the new
millennium. Although market concentration strengthened, the majority of the market
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was held by the eight largest breweries, which had invested in new brewing technologies.
These technologies enabled them to produce more beer at lower prices, but with a standard
taste. The majority of the beer production tasted the same and it was light cheap beer,
often referred to as Eurobeer. The large breweries supported sales with new bottle designs
and franchise pubs (the first was the Svejk restaurant concept, followed by Potrefena husa
and Kozlovna). Considering the industry development in this period, the large breweries
reflected the environmental forces within their strategies and were successful. On the
other hand, the main mistake of medium-sized breweries was that they were not able to
buy new technologies. If they had tried differentiation at the very beginning of the price
wars, they may have survived. Nevertheless, it is uncertain if customers were prepared for
differentiation strategies, which were started by Bernard and the rise of microbreweries.
A further mistake was in brewing 10 and 12 degree beers at the beginning when were
not able to compete with these types of beer due to changing taste and prices. They later
adopted the practice of brewing special beers, which opened up a new way to target
new customers. The rise of microbreweries in 2005 started the critique of poor quality
Eurobeer and the increase in premium and special beer consumption (see Figure 5). The
first decade of the new millennium faced waves of reduced consumption and an increase
due to the economic situation in the Czech Republic and when joining the EU in 2004.

Figure 5 | Beer types by market share
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The brewing industry was at its most dynamic due to the economic crisis in 2009.
The rapid decline in beer consumption was caused by the economic crisis while the
increase in taxation completely changed consumer behaviour and the breweries’ strategy.
The rise of the differentiation strategy stopped and all breweries were made to think
about where to sell their products. The majority of production was sold in supermarkets
(trade-off consumption) at low prices while the use of PET bottles led to even lower
prices. This situation did not last for long as production increased through exports.
Premium and special beers were primarily exported (as they are today). The breweries
had to adopt two different strategies: a low-cost strategy for the domestic market and
a differentiation strategy for the export market, both of which are connected to product
diversification. Premium and special beers have recently been pushed onto the domestic
market partly by customers demanding a change. Special beers, sweet beer mixes and
non-alcoholic beers have enhanced the beer portfolio. These requirements for change also
sparked the microbrewery boom. Customers today are very different from consumers at
the beginning of the 1990s. There are many demanding customers who require quality
beer and are willing to pay more for it. Nevertheless, there are still customers who demand
low prices. The breweries (or brewery groups) usually have a wide-ranging portfolio to
satisfy all their customers. They use differentiation and low-cost strategies for different
products in their portfolio. Although this can be risky, the brewing industry in the Czech
Republic confirms that it works for large breweries. Medium-sized breweries usually flow
between differentiation and low-cost strategies; some use the stuck in the middle or hybrid
strategy, which due to the Czech beer culture actually works. Microbreweries should use
differentiation or focus differentiation (locally oriented) strategies. The majority are now
heading in this direction. Nevertheless, there are an increasing number of entrepreneurs
who externally mention a differentiation strategy based on beer quality but their production
is actually based on a low-cost strategy. They usually exploit the microbrewery trend to
generate income without considering that the operation of a microbrewery should be based
on a passion for beer.

The above-mentioned information shows that for the majority of the time in question
a low-cost strategy was used. However, strategic waves where the differentiation strategy
appeared and more recently resisted can be observed. Nevertheless, these waves became
shorter and shorter and nowadays, the differentiation strategy has its own place in the
brewing industry. The present-day beer market appears to be mature and includes different
types of customers who exactly know their requirements — this opens up different market
segments that did not exist after the Velvet Revolution. Breweries should be aware of
customer requirements because they change more often than before. Large breweries
should cover as many beer market segments as they possibly can. Medium-sized and
microbreweries should stay focused on their current portfolio and offer special beers
for special occasions from time to time. The important point of formulating a brewing
strategy is implementing it in everyday processes. Differentiation should be implemented
at all levels and processes; the same as the low-cost strategy.

Our research may have been limited in our perception and interpretation of
a particular topic while a further limitation can be observed in terms of the resources
found and selected for the historical research. There was a lack of resources available for
the first decade and due to this, our point of view could have changed. Another limitation
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can be seen in the statistics of the brewing industry, as a whole-time series for particular
variables are lacking.

These limitations were partially lowered by interviewing managers from the brewing
industry as a validation source. Nevertheless, there were only four interviews and we
perceive that more interviews would have helped us. However, the level of information
gained was sufficient. The results of our historical research correspond to our respondents’
answers. Some respondents added details about particular breweries; nevertheless, the
details support the behaviour of the whole industry.

This article is our first step in analysing the beer industry. Historical knowledge
is important for orienting ourselves to strategic decision-making and market reactions.
Future research will be based on the contemporary strategies of particular breweries
(large, medium-sized, and microbreweries separately) and on an analysis of customer
requirements.
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