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L essons from Quaker Oats
A Special Report
By Kevin Grier, Senior Market Analyst
May 2002

Introduction

Oneaf the biggest chdlengesfaced by food manufacturers and the agriculture and food indudtry in generd, isthe
fact that many food products are mature product lines. Thet meansthat sdesareessatidly Seedy - a best. In
fact by itsvery nature, thefood indudtry is characterized by rdaively deedy growth a rdaivey narrow profit
magns. Inmaure markets, competition typicaly takesthe form of price-cutting and gainsby onefirm are often
a theexpense of another. From that point the entire product line or category can become nothing morethena
commodity that ispriced aslow aspossbleand smply “milked”’ for whetever profitsarepossble. Thetisnot an
enviable pogtion, nor isit apogtion thet afirm can eesly escape.

When an example occursin which ameature product category isrevived from the mature Sage, it isworth taking
ados=look a how it wasdone. Lessonsleamned from onefirm or product category might be gpplied to ancother
in order to escgpe the dutches of maturity and commoditization. The purpose of thisnoteisto examinethe case
of Queker Oasrice cakesand how that firm twice managed to escape the dutches of product maturity.

Background

Every marketing gudent istaught the theory of the product life-cyde. That theory suggeststhat successful
productstypicdly go from launch and grong initid growth to maturity and then dedine. The grocery store,
espedidly thedry grocery ades, are chock full of evidenceto support thetheory.

Riceand corn cakes, however, gopear to beflaunting the* product life-cydé’ theary. Infact, the October 1996
edition of Grocery Trade Review contained an atide entitled, “ Queker Givesalessonin Marketing.” Thet
atide asserted that in 1993 and 1994 Quisker Oats, Peterborough, took ardativey bland, moribund product, rice
cakes andrevitdized or re-cregted it. Quiaker had the good senseto recognize the product’'s market potentid with
regard to both hedlth and lifestyle (portablefoods). In other words, Quiaker managed to buck the produdt-life
cydefor riceand corn cakes by revitdizing thematureline. The April 1998 edition of Grocery Trade Review
fallowed up, however, with an atide that suggested thet rice cakes, had once again spun throughitslife-cyde,
dbait for asscond time, and was dipping back into maturity and dedine. That was because, after soaring from
1994 to 1996, sdles oftened and began to dedinein 1997. Canadian rice cakes sdes pesked in 1996 & judt over
$27 miillion.




That April 1998 GTR atide conduded by saying: *For Quker, we can guessthat the Stuation once againfdls
into adassc marketing conundrum. Isit worth goending more on product development in order to providea
truly unique and improved rice cake, again? Should money be gpent on marketing to remind consumers of the
product’ smerits? Should trade goending beincreasad to improve the profitability & retail? Or should the product
amply betreated asamature product to be‘milked’ for itsprofits before recaving adecent burid.”

Basad ontheresults of theladt two years, it gopearsthat Quaker ansvered those questions.

=  Theproduct wasfurther developed to makeit more gopeding from ataste, convenience and imege
perspective

= Marketing budgets were revamped to inform consumers viamediaand promoations about the merits of the
re-deve oped product

= Tradeand consumer promotionswereincreased in order to improveretaler profitability and inducetrid.

Rice CakesReuvitalized

Thefadlowing graph showsthe recent growth trendsin rice and corn cakes asreported by ACNidsen, Markham,
Ontario. Thegrgoh showsthe destatasfor the 52-week period ending in March for eech year.
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Obvioudy, after “peeking” a $26 millionin 1996 and then dedining, something dramatic occurred inthe
1999-2000 period to cause sdesto surge to $40 million and then to over $55 million thisyear.

ACNidsen datashows that rice and corn cake sdesincreased by 220 inthelatest 52-week period. Sdesae
S0 grong that one of the biggest problems faced by Quaker and didtributorsis actualy keeping stores socked.
Infact it hasthe highest out-of-sock rate with certain digtributors. Given the product’ srddive bulk, it is
difficult to provide it with adequate shelf pace.



Thesurgein saleswas caused by Quaker’ s 1998/99 introductions of “Crispy Minis” All of the growth inthe
rice and corn cake category isbeing causad by “ Crigpy Minis’ whilethe older puck-like product sdesarefla
a best. Crigoy Minisarearevitdized verson of the older puck-likerice and corn cakes. They are shgped
more like potato chips with moreintense, potato chip flavors such as sdt and vinegar, nacho cheese, barbeque
efc. Inaddition to theimproved flavor and gopearance, the product mantainsits hedthier image given its
presencein the rice and corn cake category.

Given that Quaker actudly found away to improve and enhance ameature product line, the next chdlengewas
marketing. Inthat regard, while Quaker’ s pending datais obvioudy not public, it isreedily gpparent that the
company has been aggressve on al marketing fronts. Both the trade and Quiaker are aware that potato chip
penetration is about 90% while rice cakes are probably lessthan 60%. Assuchthebar isst. Intensemedia
and ad gpending has crested awvareness while the consumer and trade spending are designed to induce
sampling, initid and impulse purchases.

Itisaso of interest to note that Quiaker has been protective of its price pointson the product. Thereal is
usudly $1.99/bag in southern Ontario. Featuring has been compardtively sparse during recent quarters, and
when featured, the pricetypicaly stays Seedy.

Retal marginson the Crigoy Minisare generdly better than average for the grocery department. Thatin
combination with the exceptiond sdes growth makesthem aprime candidate for private labd. Not
surprigngly, Loblaw wasthefird to recognize the potentid and launched its PC and No Name brands of
minis. The PC and NN brandsretail for $1.79 and $1.59 respectivdly. Canadian private labd sdesamount to
just over 16% of the category, up from 14%in 2000. Theprivatelabds shareisreflective of thefact thet the
privatelabds presenceisdill dominated by the pucks as oppased to the miniswhich have only been marketed
by Loblaw. Private labd sdlesamount to $9.4 million whilethe nationd brand sales, meaning Quaker, ared
$48 million. Moreinteresting, however, isthat private labd saes are growing a 62% compared to 22% for
the category asawhole. That isreflective of theintroduction of privatelabd minis Private labe growth will
continue as other mgor retalers begin to launch tharr own versonsthis goring and summer.

Conduson and Lesons

The bottom linefor therice and corn cake minisisthat Quaker has proven again that the product lifecyde
does not necessarily haveto goply to dl products. |s Quaker going to come-up againg the naturd life-cyde
forcesagan? The answer isyes but given the un-met penetration potentid, thereislikdy to bealong time
before maturity and dedline.

Thebadc messsgeistha if the product can beimproved in atangibleway and asareault, it meetsa consumer
demand, then the dedline phase of the cyde can be defested. The key isthat the improvements must be
tangible. That is, the consumer must be able to seethat the product isenhanced, better or different. Smpleline
extengonsor “metoo’'s’ won't makeit. From that point, the hard work and expense of marketing the better
product becomes paramount. Neverthdess if arice cake puck can beimproved, isthere any other product thet
should not &t least be given asscond look?
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