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Abstract

This paper documents the extent of cooperative penetration into
branded dairy product markets and presents case study evidence on
competitive strategies in the skim/low fat milk, whole milk, cottage
cheese, butter, margarine, and ice cream markets. We employ data for
51 local market areas from the Information Resources, Inc.
"Supermarket Review" data base for 1988 and 1989. Using national
data, we identify the twenty top brands (by volume sales) and all
cooperatives that market one or more brands in each of the above
categories, and report their national market shares, average prices,
number of local markets in which they are sold, and a summary of
their local rankings. Using local data for selected brands, we
graphically analyze how prices, quantities, and shares change over time
in particular markets. We find that cooperatives have much stronger
positions in local markets than their national market shares indicate.
When looking at the brand share-price relationship for particular
brands across local markets, we find examples of positive, negative,
and no relationship.

viii

Market Strategies in Branded
Dairy Product Markets

1. Introduction

Dairy cooperatives face several strategic options, one of which is
integrating forward into processing to market branded dairy products.
This paper documents the extent of cooperative penetration into branded
product markets and presents some rudimentary case study evidence on
competitive strategies in those markets. We employ data for 51 local
markets as well as national data from the Information Resources Inc.
(IRI) "Supermarket Review" data base for 1988 and 1989. To our
knowledge this paper is the first systematic examination of the position
of cooperatives and investor owned branded dairy product marketers in
local markets. We identify regional cooperative brands that do not
rank high when looking at total national sales but have leading market
positions in their chosen markets.

The next section of this paper provides information for the top 20
firms ranked by national sales and for all cooperatives that market one
or more branded products in the following product categories:
skim/low fat milk, whole milk, cottage cheese, butter, margarine, and
ice cream. Although margarine is not a dairy product, we include it
because it may be a close substitute for butter. Throughout this paper
we assume that these product categories are relevant product market
definitions for strategy analysis. For the present paper this is a
workable assumption. However, a more detailed analysis may indicate
that products such as skim/low fat milk and whole milk are in the same
product market.

For each of the top 20 firms and other cooperatives we identify
their 1989 national product category share, their average price for
1989, the number of local markets that the company is in, and the
number of local markets where it ranks first, second, third, or fourth.

The third section of this chapter uses local market data on a few
selected brands to analyze in graphic form how prices, quantities and
category shares change over time in particular markets, and how a
brand’s price and category share vary for a particular time period
across several local markets. These simple graphs provide
considerable insight into brand marketing strategies. The last section
contains conclusions.
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2. National Market Position, National Price, and Local
Market Positions

The IRI Supermarket Review data base uses scanner data collected
from over 2400 supermarkets nationwide to estimate several economic
variables for brands such as Land O’Lakes butter on a quarterly basis
for 51 local markets. The graphic definitions of the local areas are
illustrated in Figure 1. These local market areas range in population
size from Boise, Idaho to the metropolitan New York area.
Information Resources, Inc. and A.C. Nielsen are the only two
companies that provide this type of data. Food manufacturers regularly
use a more detailed version of these data (weekly reports for particular
container sizes) for the daily operation of their brand marketing
programs. Aggregation to quarters and brands may prevent analysis of
very short run competitive dynamics. However, it should provide
sufficient detail to track longer run strategic interaction.

Table 1 identifies total market private label sales and brand sales
for the top 20 firms and all cooperatives in the skim/low fat product
category. As is commonly known, private label volume dominates
branded product movement. Private label volume accounts for 63
percent of skim/low fat national volume in 1989. The 1589 average
price was $2.09 per gallon. Since not all skim/low fat milk was sold
in gallon containers, and the price "per gallon” of milk sold in smaller
unit sizes is generally higher, we have included the variable "units per
gallon" to facilitate comparison of prices across companies and brands.
Private label milk sales averaged 1.33 units per gallon. If all sales had
been in gallons this variable would be 1 unit per gallon; if all sales
were in half gallons it would be 2.0 units per gallon. Brands with
higher units per gallon in Table 1, as expected, have higher average
prices per gallon. A comparison of brand prices needs to control for
differing units per gallon, if there is significant variation among brands.

Borden is the leading marketer of branded skim/low fat milk. Its
share of national sales is only 2.9 percent and that share is distributed
across seven brands, with the "Borden” brand capturing most sales
(1.33 percent of national sales). The Borden brand has a $2.47 average
price per gallon. This is well above the private label price. However,
part of the brand differential is explained by the somewhat smaller unit
size (1.51 versus 1.33 units per gallon). Borden Inc. sells its branded
product in 27 of the 57 local markets and, based on sales of all its
brands, it is the leading firm in 6, the second firm in 8, the third firm
in 5, and the fourth firm in 4 local markets. Only in four out of its 28
markets does Borden Inc. rank below fourth.
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Local category share ranking on a brand basis differs from
company rankings because companies with large shares spread over
several brands may have relatively low shares for individual brands.
This is the case for Borden Inc. On a brand basis it occupies the
leading market position in 5 rather than 6 markets. 1t sells its leading
brand, Borden, in 18 local markets and it is the top brand in 2 markets.
"Meadow Gold" is the leading brand in 2 markets and the "Lite Line”
brand leads in another market.

Table 1 also indicates that after Borden Inc., Dean Foods and
Philip Morris are distributed most broadly across markets. Each
operates in 10 or more local markets. The largest cooperatively
controlled firm in the skim/low fat category is Agway/Hood. It ranks
number 8 nationally with sales in four local markets. Agway/Hood
markets "Hood" and "Hood Nuform" brands and has relatively strong
market position, being the number one brand market in one market and
second in its three other markets.

Darigold Inc. ranks number 9 in national sales, and is the second
largest cooperative. It sells in 2 IRI local markets and it is the leading
seller of branded milk in each of them. The other two cooperatives in
the top 20 are Highland Dairy Inc. (No. 12) and Prairie Farms Inc.
(No. 19). Highland sells in 3 local markets, is number 4 in two and
ranks fifth or higher in the other. Prairie Farms sells in 4 local
markets and ranks second in one, fourth in another and fifth or lower
in the other two.

Moving beyond the top 20 we have identified in Table 1, 14 other
cooperatives operate in the skim/low fat product category. In the
aggregate they operate in 23 local markets, rank first in 3, rank second
in 6, rank third in 1, rank fourth in 7, and rank fifth or lower in only
2 markets. Thus, when one examines market share positions in local
markets, cooperatives are considerably stronger than is indicated by
their national product category shares.

Moving to the whole milk category, as reported in Table 2, one
finds quite similar results. Borden Inc., Philip Morris and Dean Foods
are again the large multi-market players. Nearly all of their local
market operations rank in the top four. Three cooperatives are among
the top 20 firms. These are Hiland Dairy Inc. (12), Flav-O-Rich Inc.
(14) and Agway/Hood (18). These three cooperatives operate in 13
local markets and rank first in 1, second in 5, third in 3, fourth in 2,
and fifth or lower in 2 local markets. Fourteen other cooperatives sell
whole milk in 23 local markets and rank first in 7, second in 4, third
in 2, fourth in 5, and fifth or lower in 5 local markets.

Table 3 examines the cottage cheese category. Private label
volume again accounts for a significant share of category volume (40.5
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percent). Average price for private label in 1989 is $1.01 per pound,
and firms, on average, sell 1.27 units to distribute a pound of cottage
cheese to consumers. As expected, the same large fluid processors
appear in the top 20. Philip Morris/Kraft is the leading national firm
with 6 brands accounting for 21 percent of national volume. Sealtest
"Light n’Lively" is the leading brand with a 7.96 percent national share
of cottage cheese volume. Its average price per pound is $1.36. This
is $.35 higher than the private label price, and since Lite n’Lively is on
average sold in larger containers than private label, this brand price
differential may be somewhat understated. Philip Morris/Kraft sells
cottage cheese in 40 of the 51 local market areas, and ranks first in
volume in 22 markets, second in 7, third in 9, fourth in 1, and below
fourth in oniy one local market.

Agway/Hood ranks third in national volume and is the largest
cooperative processor. Its "Hood" brand, however, is sold in only six
local markets, but it is the top ranking firm in five of them and number
3 in the sixth.

The other cooperatives in the top 20 are Darigold (9), Prairie
Farms {(12), Intermountain Milk Producers (14), Golden Guernsey
Dairy (17), and Cabot Farmers’ Cooperative Creamery (18). Together
these firms operate in 15 local markets, rank first in 4, second in 1,
third in 4, fourth in 5, and below fourth in only one local market.
Cooperative cottage cheese processors that rank among the top 20
processors generally have achieved their size by building strong market
positions in relatively few local markets. There are nine other
cooperatives that sell branded cottage cheese. They operate in 16 iocal
markets and rank first in 4, second in 2, third in 3, fourth in 3, and
lower than fourth in 4 markets. Thus, all cooperatives report 37 brand
positions in the 51 local markets and have a rank of fourth or higher in
32 cases. These cooperatives are leading brands in most of their local
market areas.

Table 4 reports on the butter category. Again private label sales
are a major competitive factor with 44 percent of the national market.
The 1989 average price per pound for private label is $1.82 and on
average 1.05 units are sold to distribute a pound of buiter. In the
branded product segment Land O’Lakes is the dominant market player.
The cooperative has 31.4 percent of the national market, more than
seven times the share of the second largest firm, Philip Morris (4.4
percent). The average price per pound for Land O’Lakes butter is
$2.11 and is thus $.29 above the private label price. Land O’Lakes
operates in all 51 local markets and ranks first in 38 markets, second
in 8, third in 3, fourth in 4, and lower than fourth in only 1 market.
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Unlike multi-market firms in milk and cottage cheese, Land
O’Lakes has only two brands, with the "Land O’Lakes" brand
accounting for more than 99 percent of its sales. Philip Morris/Kraft,
the second largest seller of butter, offers three brands; however, its
Breakstone brand accounts for over 90 percent of its butter sales.
Borden, the third largest seller of butter, has five brands with "Kellers”
and "Hotel Bar" accounting for 47 and 41 percent of total company
butter sales respectively. Multiple brand strategies may not be as
common in butter possibly because, to date, butter is a relatively
homogenous product that has seen declining per capita consumption for
health reasons. Perhaps the advances in fat substitutes and cholesterol
removal technologies will offer options for new brands in the future.

Cooperatives are more common among the top 20 firms in butter
than other dairy products industries. Besides Land O’Lakes, eight
others rank in the top 20. Each of these firms’ volume, however, is
less than one tenth of Land O’Lakes’ volume. In combination they sell
branded butter in 33 markets and rank first in 7, second in 9, third in
6, fourth in 6 and below fourth in 5 local markets. Ten other
cooperatives also market brands of butter. In combination they
distribute in 13 local markets and rank first in 2, second in 3, third in
4, fourth in 2, and below fourth in 2 local markets. Butter sales in
1989 through supermarkets totaled approximately 310 million pounds.
Margarine sales were much higher totaling 1,671 million pounds.

Table 5 reports product category position and price information for
all 22 firms in the margarine and spreads category. Private label plays
a much lower tole here than it does in the dairy categories. Only 16
percent of margarine volume is private label. The 1989 average price
per pound is $.49 and on average 0.84 units are sold to distribute a
pound of margarine.

The brand structure of the margarine category is quite different
than butter. The two leading firms, Unilever and RJR Nabisco,
distribute several brands. As a company, Unilever ranks first in 25
local markets but ranks first in only 8 markets at the brand level. In
the other 17 markets its leading position as a company comes from
sales of two or more lower ranked brands. RJR Nabisco has two
flagship brands, "Blue Bonnet" and "Fleischmanns®, that each have
11.4 percent of the national market. Fleischmanns has a somewhat
stronger position in local markets.

Philip Morris is the third largest firm with over 75 percent of its
sales accounted for by its "Parkay" brand. Parkay is the number one
brand in 20 local markets, more than any other brand.

Land O’Lakes is the largest cooperative in the margarine and
spreads category. It ranks fifth in category sales, selling two brands.
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"Land O’Lakes" margarine is sold in 39 local markets but its brand
share is fifth or lower in 33 of them. Its "Country Morning Blend"
margarine selis in 41 markets and is never one of the top four brands.
Thus, in the margarine product category Land O’Lakes is not a leading
competitor.

Table 6 reports on the ice cream category. Private label accounts
for 40.8 percent of national volume and the price per half gallon
averaged $1.88 in 1989. Philip Morris/Kraft is the largest player and
distributes its brands in 46 of the 51 local markets. On a company
basis it ranks first in 18, second in 9, third in 6, fourth in 5, and below
fourth in 8 local markets. The brand structure in ice cream is highly
differentiated with four types: regular, all natural premium, all natural
super premium and light (lower calorie) ice cream. The leading
national brand is Breyers, an all natural premium ice cream, sold by
Philip Morris. The price for Breyers, at $3.46 per half gallon, is more
than a dollar above the price for the leading regular ice cream, Sealtest
($2.37) which is also sold by Philip Morris. Frusen Gladje is the
Philip Morris super premium brand. Note that it sold only in pints (4
units per half gallon) and its 1989 average price was $8.30 per half
gallon or $2.07 per pint. Two ice cream operations that market only
super premium brands are in the top 20 firms. Haagen Dazs brand
(No. 7) sold by Grand Metropolitan PLC is also sold only in pints and
averaged $2.26 per pint. Ben and Jerry’s (No. 16) is sold in pints at
an average price of $2.21 per pint. Haagen Dazs is the most widely
distributed super premium selling in 43 markets and ranking third in
2 markets and fourth in 5 markets. Ben and Jerry’s is distributed in 20
markets and ranks below fourth in ali markets.

Agway/Hoed is the largest cooperative ice cream processor (no.
6). Its leading brand is "Hood," a regular ice cream, and it also sells
two light ice creams, "Hood Light" and “NuForm.” Agway/Hood
distributes in seven markets and ranks first in 2, second in 2, third in
1, and below fourth in 2. Note that "Hood Light" sells at a premium
to regular "Hood" ($2.24 versus $2.04 per half gallon).

Three other cooperatives rank in the top 20: Flav-O-Rich (no. 14),
Prairie Farms (no. 17), and Darigold (no. 20). Moving beyond the top
20, ten cooperatives distribute brands of ice cream. When all
cooperative operations are totaled they sell brands in 36 markets, rank
first in 9, second in 9, third in 4, fourth in 3 and below fourth in 11
local markets. No cooperative sells super premium ice cream. In the
premium category Flav-O-Rich sells "Rich and Creamy” in seven
markets and Prairie Farms sells "Old Recipe” in 3 markets. Neither
brand ever ranks in the top four.
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Clearly cooperatives have not moved into the new product niches
as rapidly as IOF ice cream manufacturers. Ben and Jerry’s, a start-up
firm in Vermont, has had spectacular growth with its innovative super
premium ice cream. Haagen Dazs was a similar start up venture that
was subsequently acquired by Pillsbury, which was acquired by Grand
Metropolitan. This suggests that, at least in some cases, successful
new brand development requires creativity and not large firm size.

Table 7 summarizes the market position of dairy marketing
cooperatives in these five product categories. When one examines the
column titled "national rank of cooperatives in top 20," the number of
cooperatives ranges from three in the whole milk category to nine in
butter. The total number of cooperatives in each category is relatively
uniform ranging from 14 to 19 cooperatives. Thus, category-based
joint marketing ventures or other forms of cooperation among
cooperatives would require cooperation from relatively few cooperative
organizations. The fact that cooperatives, and primarily Land O’Lakes,
dominate the butter trade is well documented. There are 97 instances
of cooperative distribution in the 51 markets, and a cooperative ranks
first in 47 of the markets. Cottage cheese is a distant second in terms
of cooperative penetration. Cooperatives have 37 instances of
cooperative distribution of branded products in the 51 markets, and 13
first place positions.

If one totals market positions across the five dairy product
categories and examines the percent penetration by cooperatives for
each of the top four market positions, one obtains a crude measure of
the relative position of cooperatives as a group. Cooperatives account
for one third of the first place positions in these five categories, 20.8
percent of the second positions, 12.9 percent of the third positions and
17.6 percent of the fourth positions.

When combined with their extensive private label operations,
which are undocumented in this paper, cooperatives are a significant
competitive factor. Frankly we were somewhat surprised to learn that
cooperative penetration into branded dairy product sales, beyond
butter, is this extensive at the local market level. Low shares of
national product movement do not translate into low market shares in
local market areas. We turn now to an examination of particular
investor owned firm (IOF) and cooperative brands to explore the
significance of this new local market information for the formulation of
marketing strategies.
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3. Preliminary Case Studies of Related Brands

Except for related work by Haller (1993), previous quantitative
analysis of branded food product manufacturers has exclusively
employed aggregate national data on average profits, prices, volume
movements, product category Or more aggregate census category
shares, and other structural variables to analyze strategy and
performance issues. Examples include market structure-profit studies
as reported in Cotterill and Iton (1993), brand-private level price
difference studies such as Parker and Connor (1979), Wills (1985), and
Connor and Peterson (1992) and conjectural variation studies such as
Wann and Sexton (1993). As Rogers (Chapter 4) explained in the prior
paper in this workshop, national advertising is important for many food
products. It plays a central role in creating strong brand preferences
and significant brand price premiums. The reported national average
price differentials in Tables 1 through 6 of this paper affirm that
leading brands in all product categories inciuding the fluid milk
categories, which is often regarded as an undifferentiated product,
command premiums over private label prices.

The question that we can now analyze is how do leading brands
compete in local market areas? The IRI Supermarket Review provides
panel data for each brand; e.g., there are observations for the eight
quarters of 1988-1989 across as many as 51 local markets. Rather than
formally specify models and test them we will look at scatter plots of
the data to see what they can tell us about competition and possible
ways to model competition. This is primarily an inductive, case study
approach. To do this effectively, however, it may be useful to briefly
introduce some theoretical concepts to explain how different tests for
market power are related and the conduct that each predicts we would
observe in markets so that we have a framework for the discussion of
diverse observed phenomena.

The residual demand approach estimates a demand curve for
individual brands in differentiated product markets (Baker and
Breshnahan, 1988). If the curve has negative slope the firm has power
over price. The more inelastic the brand demand relationship, the
more power the firm has. Here, we expand this concept in a fashion
that helps to relate it to market share tests for power by introducing the
concept of a followship demand curve. As illustrated in Figure 2, if
all firms in an oligopolistic market raise and lower price together; i.e.,
follow each other’s price, then each firm faces a followship demand
curve and has a constant market share as prices fluctuate. The
followship demand curve has negative slope because as all prices
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decline market demand for the product increases. This type of pricing
conduct suggests tacit collusion or price leadership rather than price
chiseling, rivalry, or other procompetitive pricing strategies. A firm’s
conduct is rivalrous if, as illustrated in Figure 2, a price cut from p, to
p, results in an expansion in quantity beyond that necessary to sustain
a constant share. The quantity increase Qp Qr is consistent with a
constant share, and the second component of the observed quantity
increase, Qr Q,, is indicative of rivalry. For the illustrated case the
firm’s increase in volume comes from capturing market share from
other firms as well as increases in total market quantity demanded.

If rivalry is complete (perfect competition) the actual demand
curve will be flat. Thus, the ratio of the slope of the actual demand
curve to the followship demand curve ranges from zero (perfect
competition) to 1 (perfect price coordination). This index of market
power controls for the fact that different brands (firms) will have
different residual elasticities due to different market shares and, thus,
enables systematic comparison of the power index values across brands
(firms).

In summary, if one observes a negative relationship between price
and quantity (volume), the firm does have power over price. However,
if the firm’s observed negative price-volume relationship is consistent
with a constant market share, i.e., there is no relationship between
price and market share, then the conduct is collusive. Alternatively, if
market share and brand price are negatively related then some
interbrand rivalry is present.

This generalization of the residual demand analysis of pricing
conduct predicts that market share and price are negatively related in
rivalrous or competitive markets and not related in noncompetitive
markets. How can one reconcile this with the general literature on
oligopoly theory that predicts profit maximizing firms with larger
market shares; i.e., more concentrated markets, may have higher
prices? Following work by Harris (1988), we have been able to
reconcile the two as follows. In a differentiated product oligopoly
model a firm (brand) residual demand elasticity is a function of several
variables including market share. As market share increases, the firm
(brand) residual demand becomes more inelastic and the profit
maximizing price increases. Intuitively, as a firm expands its share, it
moves from a price taker, with infinitely elastic demand, towards a
monopolist who faces the market demand curve. Thus, as illustrated
in Figure 3, we would expect to find more inelastic residual demand
curves, price followship, and higher prices in markets where market
share is high. In low share markets the residual demand curve is flat
(elastic), nonfollowship (rivalry) dominates, and prices are low. We
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would note that this explanation assumes constant production and
distribution costs, that differentiation is costless, and that different
levels of differentiation generate the observed share distribution. The
underlying model does allow for relaxation of these assumptions and,
if larger share firms enjoy economies of scale, the cost efficiency effect
may affect or even dominate the power effect of large share, producing
no share price relationship or a negative relationship. We refer readers
to Cotterill (1993) for a more rigorous presentation of this model.

This theory suggests that examination of a brand’s price-volume
conduct across time (eight quarters) in a particular market will
generally produce a negative relationship between brand price and
volume because quarterly time series analysis should capture short run
shifts in supply conditions that trace out a relatively stable demand
curve. In cross section analysis one may find a positive relationship
between share and price if the power effect dominates the cost effect,
no relationship if they cancel each other, and a negative relationship if
cost effects dominate.

We will analyze the following brands: Land O’Lakes and Crystal
Farms butter; Imperial, Parkay and Land O’Lakes margarine; Breyers
and Hood ice cream; and Borden and Deans skim/low fat milk. The
price-volume, price-share, and occasionally the price trend over time
will be analyzed for brands over eight quarters in particular local
markets. Then we will examine the cross section scatter plots between
a brand’s 1989 average price and its 1989 product category share. One
caveat is in order. All reported brand prices are shelf prices and are
not adjusted for manufacturer coupon redemption. Some of the very
high brand prices in particular markets or particular quarters may be
due to coupon merchandising strategies.

The first product that we examine is butter in the Chicago retail
market area. Figure 4 illustrates the relationship between quarterly
price and volume for Land O’Lakes, Crystal Farms and private label
butter. Land O’Lakes is the leading brand in Chicago and sells at a
hefty premium over private label. Crystal Farms is the second brand
in Chicago and sells at approximately the private label price. The
scatter plots for Land O’Lakes and private label seem to identify
demand curves with substantial slope. Assuming that they do identify
demand curves, the question is do increased sales come from other
firms (increased market shares) as well as from moving down the
market demand curve or do they come only from the latter (constant
market shares)? Figure 5 provides a provisional answer. It displays
the scatter plots for price and shares. For Land O’Lakes, share is
constant or possibly positively related to price. Similarly the private
label price changes do not produce large fluctuations in private label
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share. Price followship seems to hold in this market where the
combined share of Land O’Lakes and private label butter exceeds 90
percent. Crystal Farms butter is a very marginal player in this market.
Its prices are not related to its volume or share. The lack of a price
volume relationship for Crystal Farms suggests that it behaves as a
competitive fringe firm, regarding market price conditions as a given
that it cannot influence in its marketing activities.

Moving to the margarine market in the Chicago retail area
produces a different story. Since private label is not a major player in
margarine markets we will ignore it. Figure 6 is somewhat messy but
it illustrates the price volume relationships in Chicago for Imperial,
Land O’Lakes, and Parkay margarine. Land O’Lakes is generally the
highest priced, then Parkay and then Imperial. Their volumes span the
similar ranges. Each brand seems to identify a negatively sloped brand
demand curve. The three brand demand curves seem to identify a
single demand curve. However, recall that these brands are being sold
at the same time for three different prices in the local market, so this
is not the case. Figure 7 looks at price-share scatter plots for these
three brands. First, note that in combination these three brands account
for only 50-60 percent of margarine sales. All three brands exhibit
significant negative relationships between price and category share. In
fact, when comparing figures 6 and 7, it appears that most of the added
volume due to lower prices comes from share gains and not increased
total sales of margarine in the market. Thus, the Chicago margarine
market seems very rivalrous. This is a very different conclusion than
we reached for Chicago butter.

Shifting now to cross section analysis of butter and margarine
brand prices, Figure 8 displays the scatter plot for the 1989 average
price for Land O’Lakes butter and its category share in the 51 local
markets. The brand price does not appear to be significantly correlated
with its share and the correlation is, if anything, slightly negative.
Figure 9 is a similar scatter plot for Land O’Lakes margarine. Price
for this brand does appear to be somewhat positively related to share.
Thus, it appears that Land O’lakes is following different geographic
pricing strategies for these two products. This may be because of
different cost-share relationships for the two products or because Land
O’Lakes as a cooperative is pursuing a volume maximizing strategy for
butter to move product and is pursuing a profit maximizing strategy for
margarine to generate earnings for its dairy farmer members.

Figure 10 illustrates the price-share scatter plot for Philip Morris’
"Parkay” margarine. Clearly, there is a negative relationship between
brand price and local market share. Figure 11 is for Unilever’s
Imperial margarine. The possibility of a positive price share relation
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surfaces again for this brand. In summary, these cross sectional scatter
plots suggest that pricing strategies at the brand level in differentiated
markets can vary significantly among firms and possibly among
products in a single firm.

Figure 12 illustrates the quarterly price-volume relationships for
Breyers, Hood, and private label ice cream in the Boston retail market
area. Breyers, the leading national brand, selis at a premium that
primarily reflects the fact that it is an all natural premium ice cream.
The Hood and private label products are regular ice creams. Note that
Hood consistently sells at a premium to private label. The price-
volume points for Breyers identify what seems to be a demand curve
that is considerably less elastic than the Hood or private label demand
curves. Thus, Breyers seems to have and exercise considerably more
pricing discretion than Hood. Figure 13 displays the corresponding
price share relationships. Breyers’ market share is considerably less
sensitive to price changes than Hood’s or the private label products.
Again, just as for margarine, this suggests that the ice cream market is
segmented and that premium ice cream does not compete as directly
with regular ice cream as it does with other premium ice creams.

Figure 14 examines the cross section relationship between Breyers
ice cream price and share for the local markets that it operated in
during 1989. Clearly, there is a negative share-price relationship.
Share-related cost effects seem to dominate market power as a source
of profits. For whatever reason, consumers benefit when Breyers has
a large market share.

Our last case study is skim/low fat milk for Borden and Deans.
Figure 15 is the quarterly price trend for two brands, "Borden” and
"Deans”, and private label for 1988-1989 in the Chicago retail market
area. Note that Deans, the market leader, sells at a significant
premium over "Borden" and private label, which are nearly identical.
Figure 16 examines the relationship between price and volume, and
price and share for the Borden brand. The price-volume scatter plot
looks more like a supply than a demand curve. The price-share scatter
plot also appears to have a positive slope. We have checked the data
carefully to make sure there are no computational errors. At this point
we have no explanation for this conduct which is very divergent from
all other brands analyzed in this paper. The upward trend in prices
over 1988-1989 seems to be due to the strong outward shift in demand
for milk and stable supply conditions. Possibly this shift is due to
nonprice merchandising. We would welcome alternative explanations
that future research may provide.

Figure 17 is for Deans milk in Chicago and exhibits the same
strong positive relationship between price and volume as Borden.

1
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However, the price-share relationship for Deans collapses into a
vertical spike that suggests changes in Deans volume came from
changes in total market volume, not from gains in share from other
competitors. Note that Deans accounted for approximately 17 percent
of product category sales, and Borden accounted for only 3.5 - 4.5
percent. Deans is the market leader and appears to have raised price
in a strong enough fashion to limit its share gains. Borden raised price
but not so strongly and, consequently, its market share expanded.
Thus, we seem to have an example of a leader that wants to practice
followship supply pricing (price leadership or collusion) and a much
smaller rival that is content to chisel a little bit on the leader’s
intentions.

Private label skim/low fat milk behaves in a completely different
fashion that is consistent with the conduct reported for all brands except
Borden and Deans. Figure 18 reports price and volume and price and
share on the same graph. Each suggests a strong negative relationship
and, thus, a nonfollowship demand curve. Note that private label
accounts for 51-58 percent of the market. When prices were higher in
1989, private label lost share, Borden gained share and Deans remained
roughty constant. This seems consistent with the idea that the market
leader tried to lead price up, the fringe brand chiseled by not raising
price enough and gained share from private label brands that followed
the leader.

Shifting to cross section share-price relationships, Figure 19
indicates that for the Borden brand there is little relationship between
1989 average price and 1989 average share across the 14 local markets
that it supplies. Chicago is one of its lowest priced markets.
Depending on how some of the extreme observations are explained by
other variables in a more complex model, a significant positive or
negative relation could, however, easily materialize. Figure 20 reports
on the share-price relationships for the Deans brand in 10 local
markets. There does appear to be a positive share-price relationship
with Chicago being the largest share market and the third highest priced
market.

4. Summary

Local market information from scanners as provided by
Information Resources Inc. and A.C. Nielsen clearly provide
researchers with the opportunity to establish powerful new insights on
competitive strategy, market power and efficiency in the food system.
Using the data, we are able to provide, for the first time, a
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comprehensive look at the national and local market positions of
cooperatives and investor owned firms in the dairy and margarine
products categories. Because of their regional focus, cooperatives have
stronger positions in local markets than is indicated by their relatively
weak national market positions. Examining aggregate national market
prices for brands indicates that there are substantial premiums for many
regional as well as national brands. These data are adjusted for retailer
coupons but not manufacturer coupons.

When we examine selected brands in selected local markets, we
find that one gains substantially more insight into a firm’s brand
marketing strategies. Using time series data for a particular market, it
seems quite easy to estimate demand curves and elasticities at the brand
level. Our refinement of the residual demand concept enables one to
compare observed brand elasticities to the collusive price followship
clasticities. It seems to be a useful addition to the kit of tools for
measuring market power.

When looking at the brand price-share relationship for a particular
brand across local markets, examples of positive, negative, and no
relationship seem to surface. Our provisional theory, and we stress
that our thoughts are very provisional at this time, would predict that
a negative relationship is due to cost efficiencies dominating the price
enhancing effect of market power. In other words the residual demand
curve is more inelastic in high share markets producing a steeper
marginal revenue curve but the drop in marginal costs means that the
consequent profit maximizing price in large share markets is lower.
Market power is still being exercised because price is greater than
marginal cost, but the cost reduction more than cancels the increased
market power due to more inelastic demand.

In this paper we do not test whether residual demand for a brand
becomes more inelastic as the share of a particular brand increases.
This needs to be done to do a complete test of the theory. When one
looks across brands in a particular market, smaller share brands in fact
have less, not more, elastic residual demand curves. This seems fo
contradict our theory and suggests that it needs to be expanded to
incorporate niche effects. However, there may not be a contradiction.
Different brands are designed to occupy different product niches. For
example, Hood regular and Hood Light ice cream, Ben and Jerry’s ice
cream and Breyers ice cream each are targeted at a particular niche or
market segment. The industry is segmented into strategic groups with
mobility barriers between them. However, changing the price or
merchandizing strategies of one of these brands does not move them to
a new niche. Thus, the observed negative price-share relationship for
Breyers is not due to Philip Morris positioning Breyers in a high price
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low share niche in one market and a low price-large share niche in
another market.

A counter argument is that brands with a negative share-price
relationship have inelastic demand at low rather than high share levels.
This would be the case if the underlying preference structure for the
product varies from one local market to the next and offsets the shift
towards inelasticity as brand share increases.

The analysis of niche or strategic group effects requires that one
pool several brands to capture the positioning of one brand versus
another. This observation leads us to a major conclusion. The test of
the market share-price relationship reported in this paper may be
unduly restrictive.  Here, we have examined the share-price
relationship for only single brands across local markets. Large firms
often market more than one brand in a market to serve different market
niches and in most markets several smaller firms supply distinctive
brands in particular niches. Also, the market share of a brand is not
a complete measure of market structure and the prices of individual
brands say little about the general price level of all brands in a market.

Work by Haller on cottage cheese and work in progress by Rogers
on butter that pool all brands in the product category indicate that
share-price relationships do exist across brands in more comprehensive
models that control for costs and other determinants of brand price
levels. For butter, Rogers does document that niche effects are
important. Very small share brands do have higher prices, but price
bottoms cut and turns up in a quadratic fashion as share increases.
This is consistent with the observed less elastic demand for some small
share brands in this paper. Concerning interbrand competition, Haller
demonstrates that cooperatives seem to prefer to maximize volume
rather than profits on their cottage cheese sales, because there is no
share-price relationship for cooperatives and their presence in a local
market significantly reduces IOF branded cottage cheese prices.
Moreover, both Rogers and Haller find a marginally significant positive
impact of retailer concentration upon butter and cottage cheese prices.

The preliminary evidence presented here suggests that the most
fruitful way to proceed may be to interview brand managers and other
company executives to learn more about their marketing strategies. On
this issue Ted Simmons, editor of Supermarket News reports that
leading food manufacturing executives declare:

the Eurcpean model of retailing and distribution is coming to the
uUs..... Each manufacturer must cut a specific deal for each
account. There are no broad national or regional marketing
programs. As the American retail industry keeps consolidating
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there will be a stronger trend toward the European mode!l. Regional
marketing is dead in the U.S. The only thing that really matters is
account specific marketing (Simmons, p. 2).

Apparently this was not the case in 1989 for the brands analyzed here,
otherwise diverting or centralized purchasing would have thwarted
observed positive or negative relationships across local markets. Large
questions remain unanswered. How, for example, do Philip Morris’
executives explain the reported negative price-share relationship for
Breyers Ice Cream and Parkay margarine? Are observed price
differences, production, transport or distribution costs justified?

Answers 1o questions such as these will propel progress in
marketing tesearch. In our opinion, we are at the advent of a
renaissance in applied agricultural marketing research. It will provide
major new insights into the demand for food products, industrial
organization models of oligopolistic food markets, and the performance
of the food system. Scanner data clearly have come of age.

Table 1 Skim / Low Fat Milk: The 20 Largest Firms and All Cooperatives, 1989

Frequency of Rank

Brd Vol

Mfr Vol

Co-op

#4

#3

#2

#1

No of
Mkts

Units
per gal  per gal

Avg Pr.
2.09

Market
Share
63,22

(1000
gals)

(1000
gals)

Mfr
Brand

1.33
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Market Strategies in Branded Dairy Product Markets

Price
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Figure 2 Followship and Actual Demand Curves

Price

Infinitely elastic residual demand and no power

Share

Figure 3 The Relationship Between Price and Brand Share for Branded Food
Products
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Figure 7 Price and Category Share: Margarine - Chicago: Quarterly 1988-
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