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Factors Influencing the Purchase Decision for Milk Labelled
BST-free and Organic

‘Marianne McGarry Wolf, Leslie J. Butler, Adam J. Martin, and Jeremy D.
Foltz

IThis research uses survey research to identify the demographics and attributes of milk that affect the purchase
decision. The attributes of milk that drive purchase interest are fresh tasting, safe, high in quality, healthy, high
in nutrition, flavorful, a good value for the money, and reasonably priced. The attributes that are the focus of the
labels tested by this study are only slightly to somewhat desirable to the general milk-purchasing population while
:price and brand are somewhat desirable. Demographics are related to milk purchasing behavior. There is a niche

This research uses consumer survey research to
provide a preliminary analysis of why consum-
ers spend more on organic and rBST-free milk as
found by Dhar and Foltz (2005). Dhar and Foltz
used revealed preference data by examining
weekly scanner data of milk prices and sales in
12 cities at the brand level for the period March 9,
1997 through February 24, 2002. They observed
average price differences per gallon of $3.00
between organic and unlabeled milk and $1.50
between milk labeled rBST-free and unlabeled
milk. Dhar and Foltz hypothesized that avoid-
ing milk from cows treated with rBST is worth
$1.50 to consumers. Furthermore, consumers are
willing to pay an additional $1.50 to purchase
organic milk, milk from cows that are not treated
with rBST and also received no antibiotics, were
fed organic feeds, and were from small farms. An
additional finding from the Dhar and Foltz study
‘Was that higher organic milk purchases were not
associated with higher per-capita expenditures. It
‘Was hypothesized that this result may be related to
':h.igher per-capita expenditures among large fami-
;hes. Since Dhar and Foltz examined time-series
data, these hypotheses could not be tested.

- Along with price premiums such as those men-
;tloned in the Dhar and Foltz study, the organic
food industry is currently experiencing unique
sales growth. Where mainstream food products

——

Wolf is professor and Martin is former graduate student,
Is)tepme.“t of ."\gricultural Business, California Polytechnic
ate. Umversfcy, San Luis Obispo. Butler is marketing
’.‘Pe‘“ali's't, Department of Agricultural and Resource
: ¢s, University of California, Davis. Foltz is assistant
pro.fmso_r, Department of Agricultural and Applied Economics,
“versity of Wisconsin, Madison, Wisconsin.

group of consumers that purchases organic milk regularly.

experience average sales growth of two to four
percent annually, the organic industry experiences
twenty percent annual growth (Paul 2003). From
1999 to 2000, annual sales of organic foods in the
United States increased from $6.5 billion to $7.8
billion (Offner 2002). Such growth has not gone
unnoticed. In 2004 the large U.S. food company
Dean Foods acquired Horizon Organic. Horizon
Organic markets the leading certified brand of
organic milk in both the U.S. and the UK (PR
Newswire 2004).

This paper identifies some of the important
demographic characteristics of the survey popu-
lation that purchases rBST-free milk and organic
milk. One of the main objectives of this survey is
to address some of the questions that have arisen
in the literature about the characteristics of con-
sumers and their preferences for different types
of milk. Prior to the 1990s the milk market was
differentiated mainly by brand and by consumer
preferences for milk with different amounts of
fat content (non-fat, low-fat, reduced-fat, and
whole milk). Over the last ten years the milk
market has become further differentiated by the
introduction of organic milk and rBST-free milk.
This recent differentiation of the milk market also
has become much more of an issue for the dairy
industry than were the previous types of differ-
entiation that occurred. In the 1960’s when the
dairy industry recognized that consumers were
making an issue of the fat content of milk, the
industry responded by providing consumers with
milk of varying fat content from non-fat to whole
milk. The issue was not a major concern to the
industry because fat removed from milk was still
sold as a dairy product in the form of cream, but-
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ter, cheese, and a number of other dairy products.
In other words, the dairy industry did not really
care how the raw milk was differentiated because
the components of the raw milk produced from
cows (fat and solids-not-fat) were still sold as
dairy products and the differentiation of the milk
was kept “within the industry.” There was little
in the way of increased competition for either
creameries or producers, and the price differential
between the various types of milk was small and
inconsequential for both industry and consumers.
In fact, during the same period, the dairy industry
as a whole was much more concerned about the
increased competition that was occurring between
milk and other beverages such as soft drinks, etc.
(Although there was a period in the early 1990s
when the dairy industry became concerned about
the excessive amount of milk-fat that appeared to
be stockpiling.)

The introduction of organic milk and rBST-free
milk in the early 1990s has created a different
type of competition for the dairy industry that is
much more difficult for them to embrace in any
sort of unified manner. These products have, in
effect, made milk a much more “political” issue.
While both alternative milks are still very small
components of the entire milk market, both are
growing in very different directions, and with
quite different impacts on the market. F irst,
both alternative milks have much larger price
differentials than did the previous differentiated
milks—the average price differential between
milks with various fat contents is a matter of
a few cents. Second, the two alternative milk
markets have grown from completely different
roots. The organic dairy market has grown from
a small but rapidly growing base of dairy produc-
ers who have committed themselves to producing
milk from cows that are born and raised from
“organic” cows, fed only organic feeds, and who
graze only on organic pastures. On the other hand,
1BST-free milk, is produced by conventional dairy
producers who do not use, or have contracted and
are paid a premium for not using the synthetic
growth hormone recombinant bovine somatotro-
pin (rBST). (In many states, creameries were not
permitted to label their milk rBST-free for several
years after the introduction of rBST in 1994. It is
possible that organic milk sales may have been
influenced by the lack of rBST-free milk in these
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markets). Third, according to the nationa] study
by Dhar and Foltz (2005), the very Presence of
one or both of these alternative milks hag created
a competitive effect that has effectively reduceq
the price of all three milks (regular, organic, ang
tBST-free), and has provided substantia] benefits
to milk consumers even if they do not purchase
any of the two alternative milks.

Methodology

The research uses a survey instrument and a con-
cept exposure that were administered through the
use of personal interviews with 423 randomly se-
lected respondents at food stores in the winter of
2004 in San Luis Obispo County, California, San
Luis Obispo was found to be the best of 3,141
counties to represent a microcosm of the United
States based on 33 statistical indicators and was
designated the best test market in the United States
by Demographics Daily (J ackoway 2001).

Demographics

Foltz and Dhar (2003) pose three questions that
they suggest need further examination:

1. Is the relationship between milk expenditure
and income positive or negative?

2. Do families with more children have higher
per-capita expenses on milk?

3. Do small families with no children have
higher organic milk consumption?

Income

This research finds that self-reported weekly
expenditures on milk vary by income level. Re-
spondents who have a household income under
$30,000 spend less on milk than do those with
income levels over $30,000. However, those who
have a household income of $30,000 to $69,999
spend the same weekly amount on milk as do those
who have a household income over $69,999. Al-
though the lower-income households spend less
each week on milk, per-capita expenditures on
milk are similar between those who have a h011§e'
hold income under $30,000 and those with an 105
come over $69,999, while those within the m}ddle
household-income range spend more per-capita o2
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milk each week. Self-reported share of packages
by type of milk (regular, tBST-free, and organic)
were compared by income level. There was no
difference in the share of packages allocated to
regular (81 percent) and organic milk (12 percent)
py income level. However, there was a weak re-
jationship observed with the over-$69,999 group
gllocating a slightly higher than average share of
packages, seven percent, to 1BST-free milk.

Presence of Children and Gender

The mean household size of respondents with
children is 3.7, and 2.0 for those without children.
Households with children spend approximately
$2.81 more each week on milk than do those
without children. Furthermore, households with
children purchase approximately 2.5 more gallons
each month than do those without children. The
presence of children does not affect the monthly
level of gallons purchased per person in the house-
hold. However, households with children spend
approximately $0.86 less each month per person in
the household than do those without children. This
finding is different from that hypothesized by Dhar
and Folz (2005). It appears that households with
children are more economical shoppers. House-
holds with children allocate 62 percent of their
purchases to the more-economical gallon sizes,
~ while households without children allocate only
49 percent of their purchases to gallon contain-
ers. Households with children allocate a smaller
proportion of packages purchased to regular milk
and a larger proportion of packages to iBST-free
milk. However, both groups allocate the same
proportion of packages to organic milk.

- Female respondents are more likely to purchase
1BST-free and organic milk than are males. They
allocate more than twice the share of packages
o rBST-free and organic milk than do males.
Fen.lales allocate approximately three-fourths of
their milk packages to regular milk, while males
allocate 89 percent.

k-Purchasing Attitudes

'Wenty characteristics that describe milk were
fated by consumers to determine the attributes of
that affect the purchase decision. Consumers
€1¢ asked the following question:
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«Please rate the following characteristics
you look for when shopping for milk where:
5 = Extremely Desirable; 4 = Very Desir-
able; 3 = Somewhat Desirable; 2 = Slightly
Desirable; 1 = Not At All Desirable.”

Analysis of the mean ratings of the interval data
indicates that the characteristics are divided into
four groups: extremely desirable characteristics,
very desirable characteristics, somewhat desirable
characteristics, and somewhat to slightly desirable
characteristics. The attributes that are extremely
desirable to milk consumers are fresh tasting and
safe. Thus consumers must perceive the milk to
be fresh tasting and safe in order for them to
purchase it. The very desirable characteristics of
milk are high in quality, healthy, high in nutri-
tion, flavorful, a good value for the money, and
reasonably priced. The characteristics of milk that
rated somewhat desirable are inexpensive, low
in fat, hormone-free, from a recognizable brand,
all-natural, good for the environment, from happy
cows, and from cows not treated with antibiot-
ics. The characteristics rBST-free, from organi-
cally fed cows, organic, and from small farms are
slightly to somewhat desirable. The attributes that
are the focus of the labels tested by this study are
only slightly to somewhat desirable to the gen-
eral milk purchasing population, while price and
brand are somewhat desirable. This may explain
why consumers allocate only 19 percent of their
purchases to organic and rBST-free milk.

In order to examine why consumers purchase
different types of milk, respondents were separated
into three groups based on their past ten purchases
of milk. The average allocation of purchases to
regular milk was 81 percent, with the remaining
12 percent and seven percent allocated to organic
and rBST-free milk products, respectively. Those
who allocated all purchases to regular milk—that
is, milk not labeled as organic, rBST-free—or
other milk are grouped together for this analysis
and identified as “Regular 100%” consumers. The
label “Organic 40%” refers to those consumers
that allocate at least 40 percent of their purchases
to organic milk. The remaining group purchases
«All Other” allocations of milk purchases. The
Organic 40% group allocates approximately 70
percent of its milk purchases to organic packages,
21 percent to regular milk, and the remainder to
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rBST-free milk. The “All Other” group allocates
the highest proportion of purchases to rBST-free
packages, 26 percent. However, they allocate two-
thirds of their purchases to regular milk.

The desirability of characteristics in milk is
compared across the consumer groups Regular
100%, All Other, and Organic 40%. Organic con-
sumers appear to appreciate most characteristics
of milk more than do the other groups. They tend
to be less concerned with the price of milk. Or-
ganic consumers rate the following characteristics
as more desirable than do the other groups: safe,
healthy, hormone-free, all-natural, good for the
environment, from happy cows, from cows not
treated with antibiotics, iBST-free, organically fed
cows, organic, and from small farms. Thus the
Dhar and Foltz hypothesis that organic consum-
ers pay more for organic milk to consume milk
from cows that are not treated with rBST, received
no antibiotics, were fed organic feeds, and were
from small farms appears to be true. However,
the All Other group, which allocated one-quarter
of their purchases to rBST-free milk, do not rate
rBST-free higher than do those who do not pur-
chase rBST-free milk. Thus the hypothesis that
consumers are willing to pay more to avoid milk
from cows treated with rBST is not observed by
this research. Price is more important than rBST-
free to the consumers of the rBST-free milk.
Perhaps the hypothesis is not observed because
approximately one-third of the respondents do
not understand the term rBST-free. One-third of
consumers disagree with the statement, “rBST is
a supplement that allows dairy farmers to produce
more milk with fewer cows.”

The consumers who allocate at least 40 percent
of their purchases to organic milk have very dif-
ferent attitudes toward milk than do the other two
groups. All groups agree that fresh tasting and
safe are the two most important attributes of milk.
However, the organic consumers rate hormone-
free as the fourth most important attribute, while
it is rated the 15" most important attribute by the
group that purchases rBST-free milk and 13% by
those who only purchase regular milk. The organic
purchasers are less concerned with value for the
money, since they rated it the 14% attribute, while
the group that purchases rBST-free milk rated it
the seventh and those who only purchase regular
milk rated it eighth. Regular milk consumers rate
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reasonably-priced the fourth most important a.
tribute of milk. Thus price sensitivity seemg to
drive regular milk purchases. Brand is relatively
less important to the organic consumers,

Conclusion

Demographics are related to the type of milk pur-
chased. The presence of children in the family
does not affect the allocation of milk purchases
to organic milk. However, it does relate to a
reallocation of purchases from regular milk o
rBST-free milk. Female respondents are more
likely to purchase rBST-free and organic milk
than are males.

The attributes of milk that drive purchase inter-
est are fresh tasting, safe, high in quality, healthy,
high in nutrition, flavorful, a good value for the
money, and reasonably priced. The attributes that
are the focus of the labels tested by this study are
only slightly to somewhat desirable to the gen-
eral milk-purchasing population, while price and
brand are somewhat desirable. This may explain
why consumers allocate only a small proportion of
their purchases to organic and rBST-free milk.

There is a niche group of consumers who
purchase organic milk regularly and are less
concerned with price. Organic consumers rate
most characteristics as more desirable than do
the other groups. Organic consumers pay more
for organic milk to consume milk from cows that
are not treated with rBST, received no antibiot-
ics, were fed organic feeds, and were from small
farms. However, the regular consumers rated
rBST-free to have the same desirability as did
those who consumed rBST-free milk. Thus it is
not evident why consumers purchase rBST-free
milk. Additional research is needed to understand
why consumers purchase milk labeled rBST-free
at higher prices.
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