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News analysis

Greene King: new strategies for
regional integrated brewers

The long-term repercussions of the

Beer Orders continue to influence the

structure of today s brewing and licensed businesses. David McCaskey looks at
how Greene King plc has taken advantage of the improved business environment
as the largest players like Bass and Whitbread have restructured and diversified.

of steadily

A declining beer sales, the Director-General
of Fair Tradings Beer Orders of November
ordered the break-up of the complex monopoly
which was found to exist in favour of brewers who
owned tied houses and who had tying agreements
with free houses. As a direct result, some of the larg-
est players withdrew: for example, in Bass and
Whitbread divested their low-margin and shrinking
brewing interests in the search for more pro table
areas for investment. is dramatic restructuring of
the industry led to the development
of national chains of Pubcos and, in

the rapidly developing o -license trade. e pub
outlets acquired are, if appropriate, absorbed into
the Greene King network of managed and tenanted
houses.  at this business model works is shown by
the almost doubling of turnover and pro tability in
the last ve years,

Introduction

is study employs an outside-in approach to under-
stand and explain, in a strategic context, the success-

caring the  eld. allowed for th Greene King like Pac-man, routinely acquiring
clearing the eld, allowed for the small regional brewers and then driving down
expansion, through consolidation, of . )

some of the existing (though highly costs  closing the brewery and transferring

fragmented) regional,
brewing companies.
is case study analyses, using

concepts and models, the strategies employed over
the last ve years by East Anglia brewer Greene King
plc to maximise the growth opportunities in this
much-improved business environment. Greene King
have been acting like Pac-man, routinely acquiring
small regional brewers and then driving down costs
by closing the brewery and transferring production of
the acquired brands to their Bury St Edmunds brew-
ing centre. e inherited beer brands are added to the
Greene King portfolio,a ording them the much wider
distribution and exposure to both the on-license and

integrated

production
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to Bury St Edmunds brewing centre

ful growth Greene King plc had achieved over the
last ve years. e emphasis is on a prescriptive or
planned growth strategy through acquisition. It has
immediate links to the policy-directional matrix and
raises questions as to the choice, feasibility, accept-
ability and suitability of this approach.

is article analyses the strategies employed by East
Anglia brewer Greene King as it sought to maximise
the opportunities to be found in this much improved
business environment. Bowmans strategic clock
suggests that Greene King adopted a di erentiation
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strategy. Michael Porter devotes a whole chapter of
one of his strategy books to unlocking the fragmented
structure of historically highly fragmented industries
which, like breweries, are location-bound. He identi-
es a number of factors which would accelerate this
transition: economies of scale, technological innova-
tion and the experience curve. He also projects that
overcoming fragmentation can be a very signi cant
opportunity, the payo s can be high.
at this business model works well will be shown
here, as will Greene Kings geographic ambition to
spread their footprint into the Midlands and Scotland.
An interesting irony is that the Department of Trade
and Industry have called for the Beer Orders to be
revoked as they have served their purpose of break-
ing that complex monopoly. Campaign for Real Ale
( ) were shocked, their spokesman suggesting
there will be nothing to stop larger brewers and pub
chains tying up huge chunks of the market restrict-

While Tesco currently has a

ing access to smaller brewers and smashing consumer

choice

a real sense of dgj -vu.

A avour of Greene Kings success is found in
their most recent results where half-year pro ts to
December reveal a >-percent rise in pro ts.

UK beer market total trade values
42

Million barrels

32 T T T T T T T
1980 1990 2000 2006*

Figure UK beer market total trade values
Source BBPA/Market Insight Blee M. ( )

HR9_3FINAL.indd 6

. -percent share of
the grocery market, it is entirely dominant in some
towns, enjoying what has been called a Tescopoly

e rm, which brews Old Speckled Hen, Abbott Ale,
Ruddles and the cask ale Greene King ~ , owns circa
, pubs and reported that purchase of the Laurel
pub chain and the brewer Ridleys had helped boost
pro tsto . m.

The industry environment

e continued decline or drop in  the beer market

is illustrated in Figure .

The Beer Orders 1992
At the end of the s, the market for beer in the
was dominated by six national brewers (see Table
) who accounted for over percent of beer
production, and controlled over half of all public
houses and a substantial proportion of o licence
sales. Owned public houses fell into two categories
managed houses where the publicans and their sta

were employed by the brewery and
tenancies where independent publi-
cans rented the public house from the
brewer. Under an exclusive supply deal,
the beer tie, the tenants were required
to retail their brewers products, guar-
anteeing the brewer an outlet for their
product. e remainder of public houses were owned
by regional and small brewers or existed as free (from
tie) houses. In many cases, however, these were in
e ect tied for supply by brewer loans from the Big
Six, usually for improvements and essential repairs

(in particular, replacement roofs).

e Director-General of Fair Trading, concerned
about further brewer consolidation and the level of
vertical integration (from production via distribution
to retail and consumption) in the beer market asked
the Monopolies and Mergers Commission ( ) to
investigate the market. Its report, e Supply of Beer,
found that a complex monopoly existed working in
favour of the brewers who owned tied houses or had
tying agreements with freehold outlets. To increase
competition in the industry, in particular price-led
competition, and to enhance customer choice, the

nal agreement required that all brewers who owned
more than licensed premises either dispose of
their breweries or release from their ties one half of
on-licensed premises above the threshold. In
addition, landlords who remained tied were allowed
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