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Food Retailers Adjust Private-Label Prices as Costs and
Consumer Demand Change

by 
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Richard Volpe

Increased energy and food commodity costs led to rising prices at  the grocery store f rom mid-2007 through March 2009. Concurrent ly, the
United States fell into a recession in December 2007 that lasted unt il June 2009. Retailers responded by reassessing their pricing strategies,
part icularly regarding private-label (store brand) foods. These products are more appealing to budget-conscious consumers but may also be
more vulnerable than nat ional brands to rising energy and commodity costs.
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To assess retailer responses to higher costs and changing consumer demand, ERS researchers compared prices and advert ised discounts
at two major U.S. supermarket chains during the 14 months f rom May 2008 to June 2009 with prices and discounts in the f irst  14 months
after the recession (July 2009 to August 2010). During the f irst  period, average annual food price inf lat ion was 5.3 percent. During the
second period, food prices declined at  an average annual rate of  1.1 percent.

The researchers found that private-label prices f luctuated more than prices of  nat ional brands between the periods. Disregarding the
effects of  temporary price discounts, prices of  nat ional brands were 5 percent higher in May 2008 to June 2009 than during the post-
recession period, while private-label prices were 11 percent higher in May 2008 to June 2009 than during the second period. As a result  of
these shif ts, the price dif ferent ial between nat ional brands and private-label foods was smaller during the recessionary period (21 percent)
than it  was during the post-recession period (25 percent).

Market ing dif ferences between nat ional brands and private-label food products may explain the smaller price dif ferent ial during a t ime of
rising food prices. Private-label products have lower advert ising and procurement costs. Other inputs, namely food commodit ies and energy,
make up a larger share of  total product ion and market ing costs for private-label foods than for nat ional brands, making private-label foods
more responsive to rising commodity and energy costs.

ERS researchers also examined how the frequency and magnitude of  price discounts af fected consumers' food costs. Price discount ing
signif icant ly lowered prices during May 2008 to June 2009. When account ing for the ef fects of  advert ised sales, average prices were only 1
percent higher for both nat ional brands and private-label products during the recessionary period than in the post-recession period. This
f inding highlights the importance of  price discounts for consumers seeking to save on grocery bills during t imes of  higher-than-normal
inf lat ion or volat ile food prices.
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This article is drawn f rom...
, by Richard

Volpe, USDA, Economic Research Service, December 2011
The Relat ionship Between Nat ional Brand and Private Label Food Products: Prices, Promot ions, Recessions, and Recoveries
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