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The Impact of Private Label Brands of Milk on Competition
- in Fluid Milk Markets

‘Robert L. Beck and Ronald G,,A;vis*

Introduction

Branding, as a means of prqduct'differentiation,'is a practice of

long standing in the food industry. HistOrically;vfodd manufacturers have

used brands as a means of gaining a iarger share.of the market while avoidiﬁg
the consequences of direct price competition. Merchahdisinglfood, and par-
ticularly dairy products, under private label brands,1 hd&ever; is a practice
of more recent origin.

The introduciion of pfiVate label brands of dairy products can be -
traced to the period of the 1920's when private“labél‘brands of evaporated
milk first appeared in some markets. This was followed by private label
brands of butter in the 1930's and fluid ﬁiik and ice cream during the
1950's [3, p. 44]. B

Today, private label brands account for a significant portion of
the dairy products moving thrbugh the market system. For example, a recent
study involving majbr food chains operating ihnKentucky.and the North Central
region showed that two-thi;ds'(65_perCentljof?theﬁchains interviewed had

some type of central milk buying program. Séventy;pefcent'of the food chains
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with central milk programs (excluding chains which owned and operated their
own milk processing facilities) carried their 6wn‘private’1abe1 brand of
milk which accounted -for 56 percent of thei:_fluid milk sales [2, p.iv].

The increased use of private label ﬁrapds of fluid milk_during‘the
past two decades has no doub;vinfluenced.the strucfure of fluid milk markets.
Since market conduct is generally considered to.be a funétion of market
-structure, some have expressed concern as to the effect of private labeling
on buyer-seller relationships existing between retail fbod chains and milk
processors.

Studies in :ecent yeérs have tendeg to‘focus primarily on thé extent
and growth of private labeling in the dairy industry as associated with
changes in market structure. Little reéeérch effort; however, has been
devoted to studying the implicatiqn for, or the impacf on, market conduct.
This study was an attempt‘uagetermine the effects 6£ private label brands
of milk on fluid milk procesiors (the seller).2 More specifically, the
overall objective of the stuly was to determine the impact of private label
brands of milk on the competitive behavior (market cendﬁct) of fluid milk
processors. -This involved in analysis of the effects on pricing policies,
product policies and policies regarding competiti#e practices’uSedvih the
marketplace.

Through personal inﬁ;views with plant managers, data were collected
from 31 of the 35 fluid milkprocessors in'Kehiucky; ;in additién to general
information about individual plant operations,’datakwere obtained relative
,to,(l) a history of involvemert in.fackaging p:ivate label brands, (2)
reasons for packaging, or notpackaging, private label brands of milk and

(3) management's reactions abuit the effect of private labeling on ¢ompetition



and firm behavior. Additional information from secondary sources was also
used. The primary focus of this paper is the analysis of data for (2) and

3).
Results and Discussion

Factors Influencing the Decision to Package or Not to Package Private
Label Brands

What factors influence a manager in a decision to package private
label brands of miik? Or why do some firms avoid the practice? To get an
idea of the effect of certain factors cn these decisions, managers were
asked to indicate the importance of each of a set of factors in reaching
the decision. A scale of 1 (no importance) to 99 (very important) was used.
An analysis of managers' responses are shown ih Table 1 (reasons for packaging
private label brands) and Table 2 (reasoﬁs for not packaging private label
brands). |

Reasons for packaging privats label brands.-- Managers of fluid milk

plants currently packaging private iabel brands were presented a set of
fourteen reasons why a firm might seek out private label accounts. Each
respoﬁded to these on the basis of their importance in reaching that decision.
Their responses, in descending order of importance, are feund in Table 1.
Arbitrarily selecting factors with a mean score in the top two-thirds,
some patterns tend to appear. An important reason for packaging private label
brands centered around reduction of costs - either directly or through in-
creased volume of operatiqn. Being able to compete price-wise in the market
was also an important consideratior. A third reason of somewhat less concern,

but still important, was to hold accounts and to retain display space for the



‘Table 1--Managers ' Responses to Reasons for Packaging 'Private Label
‘Brands of Milk, Fluid Milk Processors, Kentucky, 1972

Mean  Relative frequency of ‘scores

Reason ' ’ L Score - {1-39) - (40-69) (70-99)
1. Increase volume of busmess 84 1 14
. Compete prlcn-w1se in the market 61 1 10
3. Meet the needs of partxcular retail
customer 54 6 2 8
4. Reduce any lesire by retallers to v
'change prOCessors N 52- 6 2 8
5. Keep space ior processor brand display 43 8. 3 5
6. Reduce pilant oppratlon costs 40 8 3 5
. .Obtaln savmgs in dlstnbutlon costs 40 8 3 5
i Prevent retailers from prnce551ng and
~ pdckaging their own prlvate label
,brands 31 11 1 4
9. Obtain space for processor brand
display 30 10 3 3
10. Cut costs by d=crea51ng services - ’ »
offered with private’ label brands 27 11 3 2
11. Avoid some risk and uncertaxnyy of '
- day-to-day fluctuations in sales 24 12 2
12. Expand distribution area 21 13
. 13. Eliminate or reduce advertlslng and' , |
- promotion costs « 18 14 1 1
14. Reduce problmw»w1th ‘trade practlce '
- regulatioas 12 15 0 1




Table 2--Managers®' Responses to Reasons for Not Packaging Private Label
Brands of Milk, Fluid Milk Processors, Kentucky, 1972

“Mean . Relative frequency of scores

Reason _Score (1-39) _ (40-69) __ (70-99)

1.

Have bullt up strong consumer loyalty
to processor brand and want to retaln

that loyalty , 517
2. Volume of operatlon ‘too small to o 1
adequately handle contracts in market 37 9.
3. High risk of bulldlnguvolume_on~pr1vate,:' - o
label contracts &30 i0v
4. Reduced services cn private label i
brands do not affect lower whole-,’ :
. sale prices o IR 9
5. Have not been approached by reta11ersf :
wanting nrlvate label b“ands 30 1
6. No cost savings in processing and:, ' -
distributing private label brands . - 30 10
7. Unable to compete price-wise with . o
competitors for contracts - 28 11
8. Cannot sell private !abel brand '
cheaper than processor brand for ‘
equal volumes and types of service 25 11
9. :Processor has llttle or no control ‘" 15 ‘
over prlce (retall) I 23 12
10. Processor has little or mo control
over display, advertising, and S
promotion 21 11
11. Retailers are too_deménding on ” .
contract terms , 21 11
12. No desire to 1ncreace volume of o o
. business , : _ 21 12
13. 'Retailer's sale volume in market too
' small to Justlfy pursulng private -
‘label contracts L e A7 12
14. Private 1abel contracts would lead to‘
larger dlstrlbutlon areas and not g e
equipped for such . 15 13
p . Sated
15. Want to av01d contracr 12 13




processor's own brand in the retail outlets. It should Be,pointed out that
in,sémefcases,v@he~proce$sof was only responding to a special need of an
individual retailer and was not making any concerted effort to expand private

label accounts.

~ Reasons foi:ﬁeg_péckaging*private;label'brands,~—Likewise,-ménagers
of milk plants withgutlpfivate“iabel brénds were asked to evaluate thé in-
MfIUencé«of5SeLected_faétorsfon their decision to package only their own brand.
Their ;esponses,aggin in descending ordérvof-importahce, are presented in
Tab&eug, Ingthisﬁpértiéular;group;;no realzi@pbr;ant féctdr or pattern emerged.
Perhaps this couid be expected since the nqrmadvefwtﬁe~years has been to
,packageﬂone's'oﬁn7brand whiieﬂpfivate labeling requires a definite management
decision. Retaihiﬁggéonéuﬁer loyalty tp*ohé'é own?processor~brand‘and*inadequéte
capacity for ﬁandiihg privaéeflabel;aCCQunté tended to weigh heavily in their
decisions. While*cther”factors.Were impoitan%‘to;indiVidualffirms;fmany of
these were closely associated with'size,of operation. .

In summary, processors were packaging privatejlaﬁélvbféndSAqufluid
milk tofrémain:Competitive in the market, reduceacosts;ErétainEaccéungg and
hold display space ih,retail-outletS;_&Firms,npt¢pa¢kagihgfpfiﬁété label brands
were doing sosbécausewdfTinadequate-capacity;and“the-desiré.to build consumer

loyalty to their own brands.

' Effects oﬂiPriQateﬂLabel Brands"onjPriCe;anﬂwProduct:Policies'

While most fluid milk'marketsfmay be ¢hara¢terizedAas'oligbp01j§ti¢uv,
4in structure and even though firm behavior with respect to many aspects of
marketing Fluid milk is either regulated or administered, processors still

exercise some degree of control over price and product. An analysis of firm



poliCieSrWith»reépect_to;these for both priVate'labei brands and processor

brands is as follows:

- Pricing policies.-~Two aspects of pricing policies regarding privéte
labels are worthy of notice. First, a majority of the firms that packaged
private label brands indicated that the-wholésaie price of thé'private‘iabel
was less than tﬁgt;charggﬁ on ‘their own processor brand. It iSipoSSible that
part ofyfhis;price.differential_may beqaccounted'for‘iﬁ théﬁtYﬁé;0f~éerVices
provided on,priVate’labelﬁbrands. While;mosf processors indicated that re-
duced serviceswas a factor in the lower price,vit*was-apparenﬁ that iﬁ many
cases-the cost  savings were far*less than thefpriée~differéntiéi.' Eﬁen wheﬁ
identical services were provided, the price of thexprivate label was still
less than that of the processor brand.

A second_aspectvgf pricing private label brapds involves behavior.
patterns in seeking out privatgflabel accounts and in'nEgotiatiné:price. Soﬁe
evidence;suggeSted that tﬁe nafurevand’size of the dccounts as well as the
leverage held byifcﬁd chains through the threat of either oéeratingﬁthéii owﬁ'
processing facilities or charging processors influenced the competitive be-

havior of the processor in negotiating a price.

Prodqct.policies.—-Tharpricing policies,fbr,private label brands take
on new emphasis»when considexrsd aloﬁg with.productAspeéificatipns. While ;
most retailers did require certain product.specificatioﬁs, precéssors‘indicated
that these were basically the same as the minimums required‘for their own.
piocessor brands. Thus, while.the‘privatebiabelvbiéhd was éssentially’thé
same quality product as the processor brand,;in~most'insténces fhemwholesale

price was lower.



- Effect of Private Label Brands on Market Cohduct .

" To furthereéeseesfthe influence‘of private,laﬁeleﬁrandS‘ef milk’en:
[markei'cendﬁet, menegers'were asked to react to several sfatémenféffegardingv
;ﬁhe.effect‘of éfi?atejlaﬁels'en,the competitive clinate iﬂbmarkets;ih which
iy they'were currentlf eperatiné.' They were asked to-indicatefagfeemenf_er '
'dlsagreement w1th each etatement by numerxcal scores ranglng from -99

(strongly dlsagree} to +99 (strongly agree), w1th a zero score 1nd1cat1ng

”no aplnlon.

For convenience in analysis, the statements: have been placed in three
'cetegoxles:i.[;)egene:al impressions with impllcatlonsrfer the processor's e
~ own behaVief;'(2)~behavior of retailers, and (3)>behaVi6rvof competitors;  Aﬁ
,»analysis of the responses nf7the‘twofgroups (i;e.‘pfoeeSSQrs with ané;those

fﬁithout private iabel'bralds} ieeshoﬁﬁ in TaBle 3. o n ”

General impressio:s.--Apparently; managers viewed and evaluated these

'statements in termS’of‘t}eir impiication.or influence on their 0wn'firﬁ's:
.[behaVior. As m1gh+ be emected Tesponses. varled between the two groups.
Whlle both groups agreed hat prlvate label brands have 1ncreased compet1t10n
eand that sowe procecsors )eneflted from the practlce, ‘there was a dlfference
1n the extent to wnlch thetwo groups v1ewed the beneflts.- |
’ Respensee to statanents,3 and 4 tend_to:lndzcate_that'thefprivafe

label is used as a price competitive device;"In addition to the impact on

O prlce, prlvate labels becare 1mportant in retalnlng dlsplay space for the

'*processor 5. own brand

BehaV1or of retall,rs.m-uanagers ‘tended to agree that wh1le the

’u:.prlvate label brands and/o; the threat of such glves the retaller a com-

' petltlve edge in bargaln1ag power, pr1vate labels can also prOV1de one way



~Table 3-~Wanegers Reactions about the Effect of Private Label Brands of
Fluid Milk on Competition and Firm Behavior, Fluid Milk Processors,’

Kentucky, 1972

Statement

Mean Score

With Without F value
private private

. label label

Generalﬂlmprnssions

1.

Private label brands have. 1ncreased

- competition
2.

Private label brands have been
beneficial to some. PTocessors

‘The price differentials between

private label and processor brands
represent a savings to the processor -
in serVices provided

The price differentials between private
label and processor brands represent
decreased costs of operating at higher
capacity. '

Providing private label brands for
- some retailers is often necessary to

retain display Jpace for the processor's
own brand

The availability of prlvate label brands
removes the need or desire for retallers
to integrate into processing

‘Behavior of Retailers

7.

5.

10.

Private labels leave the processor 1n a

‘poor bargaining position »

The threat of private label brands by .
retailers has been used effectively in

~ bargaining for lower prices on dealer

brands

Private label brands provide one way for

processors to meet competition of the
large. supermarket chains

Retailers too often use private label
brands of fluld milk as pr1ce leaders

46 39 .13

L3

72 11 6.30

-16 -35 .73

10 -4 .34

58 -39 3.91

17 -13 1.57
43 so .11

50 61 1.08

49 44 .07

Cgs 71 .16
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Fe&n Score

:Wlth  Without - F
prlvate prlvatefﬁk;l,;“

['Statement ‘i"‘ o . o 'fmw’»' label label

_ 11§" Retailers are often unreasonable in

barga1n1ng przvate label brand contrac;sg_.”4oﬁi, ; ff,4Q _3iggz,f

12. Supermarket chains pressure milk o
Processors into prov1d1rg private label-f

brands of milk: : .51ﬁ;u:,; 45  N

13. Supermarket Lhalns demand exc3551ve

discounts on prlvate label milk ‘;C*ax‘ :ff£395ﬁ*f,‘{§ﬁ%8.;;{ 

:Béhavior-of'Competitors,f

14, lost processors are quite anxious P g
s ,to megotiate private label contracts ; DR ¢ B T
15, Private label contract1ng has* led to - R

unfair practices by scme competitors 4.  48 . 58

16. Competltars often compensate for lower : _
~ wholesale prices of" P?lVate label brands***r*‘“*"'

by sacr1f1c1ng quality o : '”;1? ’V:'Wm“JMOIF:,

17. Some processors who do not packave -
private labels have lowered the price
of their own processor brand to meet
- the competition:of private label brands 37 - .55

147

.21

. 034

1 ».‘25_

e , ) T R
~ Significant difference at-the 5 percent level.
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~for the processor to meet competition from food chains which have integrated.
into processing and packaging their own private labels.

Behavior of competitors.--While managers may be somewhat reluctant

to divulge their own cqmpetitivé practices, they normally aren't too hesitant
'ih discussing the practices of their compefitors§ Both groups agrééafthat
- private 1abeiing haS‘iéd tovunfair»pragtices by some competitors.

Responses varied with:respéqéfioftheﬁeiignt>to;Which'tﬁesefprivate
label'accouﬁts aré.sought,vbut“theianalygis sﬁQWéd-fhat“mOStjproceSSOrs are
anxious to.negotiafe sush.

While there was no strong feeling that competitors offset the lower
'whglésale-priées of privite lébeis by sacrificing qualiyy,,thére was the in-
dication-that private label brands have iﬁfluen¢ed the pricing ﬁoiicies.of

thbse ?focéSso:s who pa¢ka€e only theirsownlbrands,

Some Observations

| In summary, there is evidence to suggest that private label brands of
£fluid milk have substaniially affected the-market’conduct oflfiuid'ﬁiik?ﬁrocessoisb
"Pefhgpsitﬁe»mbst noficéab1e impact has been on pricing policies for both private
iabel_énd pr0ce$sor brahds,-prihériiy;through‘a~shift'iﬁ?the.iecatidh bf*barf,
gaining pbwe} Qithin thevSystem.

'Wﬁiié not fully developec in this paper, the idea has been suggested
elsewhere;that‘fhroughvprivate,iabeiing, ajéhanged-rolgvpf;brands*gg£.§§.has
occurred [1]. :Histbrically, branﬂiqgfhas‘been_used'as a'ﬁééns.of'product
differentiation and as such, a means for engaging in nonprice. competition.
Insﬁead of this tréditionél role, private l§bé1.biands are_béing'increasingly
used for engaging in direct price compétition.b The analysis of the reasons

fdr:pa¢kaging private label brands, along with’thé'anaiysis of managers'
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responses to the effect of private labels on competition and firm behavior;
has tended to reinforce that belief.

As a result, the introduction of a private‘label brand of milk intob
any giveﬁ'market'teﬁds to set off a different chain of reactién (market
conduct) -among pr@cessors in that market than with the iﬁtrddﬁction of an
additional processor brand. Thus, whatrappears'at first glance to be a
similar situation (i.e. the entry of anothér‘brand'ihto the market) may
evoke an entireiy different reactibn'dependin@.Upon whether that brand is

a private label or processor brand..
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Footnotes

1Priv_ate'label refers to merchandise packaged mainly to a distributor's.
specifications by either a distributor or a manufacturer, for resale only by
a distributor, under a brand name owned by a distributor. Processor brand
refers to a manufacturer’s or producer's brand of merchandise having wide
distribution, usually heavily advertised regionally or nationally with
alvertising paid for by the manufacturer.

2por some indication of the effect of private label brands on this
buyer-seller relationship from the buyer's side, see Fallert's study of
central milk programs in Midwestern food chains [2, pp. 14-21].



1

2

[3]

~Reg10nal Publlcatlon No. 211), Dec. 19
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