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Pricing and Market Strategies
in the National Branded Cheese Industry

1. Introduction

Supermarket sales of branded and private label cheese where $5.4
billion consisting of nearly 1.8 billion pounds of cheese during 1992."
In-store sales of cheese account for 20 percent of the dairy product
category and 1.6 percent of all product sales.? In 1991 following a
sharp decline in the price of manufacturers milk, some retail cheese
prices began to fall. In a Milwaukee Sentinel article,’ several retail
food chain executives blamed Kraft General Foods for not cutting
prices stating "... Land O'Lakes [and] Borden’s had made cuts with the
exception of Kraft." This led to many farm organizations and other
groups to ask for a congressional investigation of cheese pricing; on
April 10, 1991, testimony was presented to the Subcommittee on
Livestock, Dairy, and Poultry of the U.S. House Committee on
Agriculture. A similar request was made of the Wisconsin attorney
general by several Wisconsin legislators stating milk prices had dropped
to a 13 year low, more than 30 percent over the previous year but that
Kraft cheese prices didn’t reflect that decrease.’

This report identifies the leading national brands of cheese sold in
1992. We will discuss the following six different types of cheese:
american, natural, natural shredded, cream cheese, spreads & balls,
and imitation. For each cheese type we will report the market share,
price, and merchandising trends over the twenty quarter period of 1988
threugh 1992, We will use price index trends to show how cheese
manufacturers have used fluctuations in the price of manufacturing milk
to increase price-cost margins over time. We will also discuss relevant
product markets and point out where one brand may have different
characteristics than other brands in that type.

' LR.I. Infoscan data, Food Marketing Policy Center, University of
Connecticut. Figures eited exclude cottage cheese, for a detailed examination
of cottage cheese, see Cotterill and Haller (1994) and Haller (1994).

2 Progressive Grocer, 1993 Supennarkel Sales Manual, July 1993, p. 114.

3 Stanley, G. 1991. 'Overpriced’ Cheese is Blamed on Kraft. Milwaukee
Sentinel. March 27.

* Legislators Question Cheese Prices Charged by Philip Morris Unit, Wall
Street Journal, Apnl 1, 1991, C8.
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The data cited in this report is from the Information Resources, Inc.
Infoscan database. The data is national level data for the twenty
quarters from 1st quarter 1988 through 4th quarter 1992. The price
data are the national average price per pound of cheese net of
merchandising. Merchandising may include both the push type, a
dealers discount to retailers, and pull, coupons to be used by
consumers. From the price per pound data we calculate a price index
trend for each brand. The indices are calculated so that 1st quarter
1988 equals 100 except where noted. Illustrations of price, share, and
index trends will contain an aggregate of private label brands as well
as the leading brands for each type so that one can compare branded
product performance to effectively undifferentiated and competitive
private label products.

Section 2 of this paper will give an overview of the supermarket
cheese sales in the U.S. from 1988 through 1992. Section 3 will
analyze the american, natural, shredded, cream cheese, cheese spreads
and balls, and imitation cheese markets. Finally, section 4 will contain
a summary and conclusions.

2. Overview of Supermarket Cheese Sales

2.1 Cheese Types

Table 1 gives the market share of each type of cheese sold in the
U.S. in 1992. American cheese was the largest selling type in both
dollar and volume share with over $1.5 billion in sales and a 29.1
percent dollar share. American leads all cheeses in volume share with
a 31.7 percent share. American cheese is primarily sold presliced in
packages or in individually wrapped slice packages. American cheese
can be found in white or yellow, and low fat and low cholesterol
varieties are now available.

Natural cheese, or natural chunk, is the second largest type of
cheese sold with nearly $1.5 billion in sales or 27.9 percent share and
24.1 percent of cheese volume. This type of cheese ts usually sold as
pieces of a large wheel, individually wrapped and weighed. There are
several varieties of natural cheese, e.g. cheddar, mozzarella, monterey
jack and others.

Natural shredded cheese is the third largest selling type of cheese by
dollar sales with $829 million in 1992 sales and a 15.5 percent dollar
share. Shredded cheese is marketed in small packages which offers the
convenience of not having to purchase larger quantities. Shredded
cheese also by nature of being preshredded gives consumers the
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convenience of not having to spend time preparing chunk cheese.
Small packages and value added convenience tend to increase the price
paid by consumers an average of 17.6 cents per pound over chunk in
1992,

The fourth largest type of cheese by dollar sales is cream cheese
with 1992 sales of $598 million, 1.1 percent dollar share of all
cheese. Cream cheese is a more homogeneous type as compared to
natural cheese. Product differentiation is offered with flavor additives
and low fat or fat free and cholesterol free varieties. As we will show,
this type of cheese does not follow the same traditional pricing trends
as the other types. We will discuss and evaluate hypotheses for the
different price behavior.

The fifth type of cheese we will discuss is cheese spreads and balls.
Sales topped $415 million in 1992. This group of cheese is the most
heterogeneous. A proliferation of flavorings and holiday packages
make it difficult to develop simple explanations of pricing and
merchandising strategies., One would expect the December holiday
period would show frequent merchandising, market share and price
changes; however, this is only the case with respect to some types of
merchandising.

Finally, we have included inutation cheese in this study, a small
category as compared to the other types with $27 million in 1992 sales.
We include imitation to test the hypothesis that additional processes,
ingredients, and possibly packaging will differentiate these cheese from
others. We will show that the data does not support this hypothesis.

2.2 Manufacturer Sales and Volume

In the following section we will discuss the totai dollar and volume
sales of each cheese type. This section also looks at the quarterly
dollar and volume share of manufacturers of the leading cheese brands
of 1992 by type.

Table 2 gives the total dollar and volume of american cheese sold by
quarter from 988 through 1992. American cheese had over $308
million in sales in the Ist quarter 1988, sales peaked at $435.9 million
in 1990 but dropped to $384 million at the end of 1992. The volume
of american cheese sold in U.S. supermarkets rose from 143 million
pounds in the beginning of the period to over 154 million pounds tn
1990 and ended at 141 miliion pounds at the end of the period, nearly
three million pounds less than at the start of the period. Philip Morris’
dollar share of Amencan cheese remained above 60 percent throughout
the period until 4th quarter 1991 when it had dropped to 59.56 percent.
Philip Merris dollar share ended the period at 61 percent. Borden's
share dropped from 11.33 percent share of dollar sales to 9.3 percent
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at the end of the period. Land O’Lakes and Crystal Foods share of the
dollar sales rose substantially over the period. Land O’Lakes dollar
share rose nearly 70 percent from 1.04 percent in 1st quarter 1988 to
1.70 percent in 4th quarter 1992, Crystal Farms dollar share rose
nearly 150 percent from 0.24 percent to 0.62 percent. Schreiber Foods
share nearly doubled from its Ist quarter 1988 dollar share of 0.37
percent to 0.68 percent in 1st quarter 1992; by 4th quarter 1992, share
had slipped to 0.47 percent.

Natural cheese sales rose from $308 million to $396 million over the
twenty quarter period (Table 3). Philip Morris™ share of dollar sales
dropped nearly 25 percent from 1st quarter 1988 dollar share of 41.5
percent to 31.7 percent in 4th quarter 1992. Land O’Lakes also lost
dollar share during the twenty quarter period. Land O'Lakes started
the period with 4.6 percent share and ended under 4.2 percent.
Sorrento, Tillamook, and Unigate's dollar share rose marginally over
the entire period.  Beatrice/ConAgra’ share remained steady
throughout.

The shredded cheese industry doubled in terms of dollar sales over
the twenty quarter period (Table 4). First quarter 1988 sales were
$110 million, 4th quarter 1992 sales had reached over $224 million.
Volume nearly doubled to 61 million pounds from 36 million pounds.
The two largest shredded cheese manufacturers were Philip Morris and
Sargento. Philip Morris lost more than 5 share points dropping from
31.7 percent to almost 26.6 percent at the end of the period. Sargento
gained several share points reaching over 25 percent at the end of the
period having started at 21.6 percent. ConAgra’s share rose sharply
after 3rd quarter 1990 reaching 3.5 percent in lst quarter 1991.
ConAgra's share then slipping back to finish the period at 2.8 percent,
nearly double the share at the start of the period. Land O’Lakes started
the period with only 0.15 percent of the shredded cheese dollar sales,
sales increased dramatically in the 3rd quarter 1990 and finished the
period with 1 percent dollar share.

Table 5 reports the dollar and volume sales of cream cheese for the
twenty quarter period 1988 through 1992. Sales increased 27 percent
from lst quarter 1988 sales of $107 million to st quarter 1992 sales
of $136 million. Philip Morris maintained a large share throughout the
period beginning with 72 percent dollar share and ending slightly lower
at 68 percent. Bongrain and Crystal Foods experienced gains in dollar
share; Bongrain gained 43 percent and Crystal Foods gained nearly 73

5 ConAgra completed the purchase of Beatrice August 15, 1990. Fora
greater overview of the Beatrice/ConAgra merger, sec Haller, 1994.
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percent. Anco Foods and Raskas Foods both lost major portions of
their dollar share. Unilever introduced Shedds Country Crock during
the 4th quarter 1990. Immediate popularity was high gaining dollar
share of 3.47 percent by 3rd quarter 1991. Share declined, however,
and by 4th quarter 1992 was 1.19 percent.

Table 6 reports the dollar and volume sales of cheese spreads and
balls. First quarter sales increased 24 percent from 1988 to 1992
reaching $97 million for 1st quarter 1992. Fourth quarter sales are
higher do to Christmas and other holiday spending. Fourth quarter
sales averaged 32 percent higher than previous guarter sales.

Philip Morris began the period with dollar share of 47 percent.
Share slipped to a low of 34 percent for 3rd quarter 1991. Most of the
share was regained by 4th quarter 1992. RJR Nabisco dollar share
rose from 9.1 percent to 12.5 percent. Fromageries Bel's dollar share
shrank from 13.9 percent to 10.4 percent over the twenty quarter
period.

Finally, Table 7 reports the sales and volume of imitation cheese.®
There were $4.7 million in sales in the 1st quarter 1988. Sales reached
$9.4 million in the st quarter 1990 but had slipped to $6 million by the
end of 1992. Sargento’s dollar share began the period at 44.6 percent
dropping to 22.8 percent by 4th quarter 1992. Borden and Galaxy
Cheese also lost significant share over the twenty quarters. Borden’s
share dropped from 10.5 percent to 7.6 percent and Galaxy Cheese
share dropped from 9.3 percent 10 2.6 percent. Schreiber Foods’ dollar
share rose dramatically during 1992 ending the period with 14.7
percent dollar share having begun the year at 4.1 percent.

Philip Morris, N. Dorman and A&J Foods all introduced imitation
cheese brands during the twenty quarter period. By the end of the
period, Philip Morris had gained 2.9 percent of the dollar sales, N.
Dorman 4.1 percent, and A&J Foods only 0.8 percent.

3. Brand Market Share, Pricing and Merchandising

3.1 American Cheese

Table 8 reports the 10 leading amencan cheese brands and all
private label’ sold in U.S. supermarkets in 1992, their average prices

® Imitation food is required to be labeled as imitation ... if it is a substitute
for and resembles another food but is nutritionally inferior to that food. CFR
21 101.3.

? The IRI Infoscan data is constructed such that all private label brands
observations are grouped into one observation. Therefore, there are no distinct
private label brand observations.
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and market shares. All private labels had a volume share of 29
percent. Philip Morris—Kraft General Foods’ Kraft and Velveeta were
the two leading american cheese brands with 25 percent and 15 percent
volume share respectively. Borden was the third largest with 7.9
percent share. The top three brands and private label combined
accounted for over 78 percent of all american cheese sales.

Figure 1 illustrates the volume share trend over the twenty quarter
period. Kraft and Velveeta had declining volume shares while private
label share increased, particularly during 1990 and 1991, The shares
of Kraft and Velveeta were 32.49 percent and 25.49 percent for a total
of 57.92 percent in 1st quarter 1988 (see table 9). Private label share
in the 1st quarter 1988 was 23.23 percent. By the 1st quarter of 1991,
Kraft responded to the continued declining shares of its two leading
brands, now at 51.41 percent, by introducing lower fat varieties and
lowering price about 8 percent (Deveny 1992). In addition,
considerable expenditure was made on merchandising. Figure 4
illustrates an increase in the amount of volume sold with merchandising
beginning 2nd quarter 1991. Nonetheless, by the end of 1992, the
combined share of the two Kraft brand was 42.89 percent, a 15.03
point decline. This decline was partially offset by the introduction of
Kraft Free and Velveeta Light in 1990 and 1991. By 4th quarter 1992,
the shares of these products had climbed to 6.8 percent combined
making them the 4th and 5th largest selling brands of american
cheese.® At the end of 1992, the total share of the four Kraft brands
was 49.71 percent, an 8.21 point decline over the entire period.
Private label share rose 4.18 points to 27.41 percent.

Switching consumer preferences to private label may have been
partly driven by Kraft’s higher price. As Hwang 1992 points out,
Kraft cheese operations in particular had been hurt by sluggish demand
and preferences toward less expensive alternatives.® The average price

% In Figure Al we illustrate the average distribution of the leading
American cheese brands over the twenty quarter period. Krah Free was
introduced during the 1st quarter 1990 and was not widely distributed, probably
only to test the consumer acceptance. Velveeta Light was introduced in the 1st
quarter 1991 and was widely distributed very quickly. By 1992, both brands
were marketed in over 80% of the supermarkets. The ability of Kraft to
widely distribute new brands accounts ia part for the amount of market share
the new brands acquire. Brand loyalty may also play an important role in
consumer choice of these new products.

? Hwang, Suein L. 1992. Philip Mornis’s Kraft to Make 1,000 Job Cuts,
Early Retirement Package is Sweelened, Offered to White-Collar Staff. Wall
Street Journal. May 6: A4,
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for Kraft and Velveeta in 1992 was $3.241/1b and $2.818/Ib an average
of $1.047/1b and $0.624/1b, respectively, over the private label average
price of $2.194/Ib. Figure 2 illustrates the average price trends of the
top 5 brands and private label for the twenty quarter peniod; private
label price remains below the other 5 brands for the entire period. It
appears that the price difference increased over time, especially in the
period following 1st quarter 1990.

Figure 3 is a graph of the price index trends of the top 3 american
cheese brands, private label, and the index of the Minnesota-Wisconsin
based manufacturing milk, the input used in cheese manufacturing.
Here we see the price index of private label begins to decline after the
Ist quarter 1990 whereas the indices of the top 3 brands does not.
Note the significant decline in the index of the price of manufacturing
milk after the 4th quarter 1989. Until that time the leading brands’
price indices moved similarly to the input price. However, after the
decline of the input price index, branded cheese and initially the private
label cheese indices remained high. This created a large pnice-cost
margin with respect to the price of manufacturing milk. Even though
Kraft had highly publicized price decreases during 1991 and 1992
{Deveny 1992; Liesse and Dagnoli 1992), the index remained high
keeping the margin large.

3.2 Natural Cheese

Natural or natural chunk cheese was the second largest selling
cheese in 1992. Although natural cheese sales had 24 percent less
volume than american cheese, dollar sales were nearly equal, only 4.3
percent less making the natural cheese market nearly as economically
important. The average price per pound of natural cheese was
$3.469/1b in 1992, 71.9 cents per pound higher than american cheese.

Table 11 gives the top 10 leading brands and all private label natural
cheese sold in 1992. Philip Morris marketed the top two leading
brands, Kraft and Cracker Barrel, with volume shares of 11.5 percent
and 6.3 percent, respectively. All private label had the largest share
with 35.4 percent. The Tillamook brand held a third place share of
nearly 5 percent. Polly O, another Philip Morris brand, was the fourth
largest with 3.9 percent and County Line, a ConAgra product, was fifth
with 2.4 percent.

Figure 5 illustrates the volume trend of the top 5 brands and all
private label natural cheese for the twenty quarter period. It is plain
to see that private label share tends to rise while Kraft's share declines.
Private label share rose 6.4 points from 27.85 percent to 34.31 percent
over the entire period (Table 12). Kraft lost 8.7 points, its share
declining from 20.02 percent to 11.3 percent. All of the remaining
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branded natural cheeses maintained constant shares over the twenty
quarter period. As in american cheese, consumer preference for more
inexpensive alternatives may have contributed to the decrease in Kraft's
share. The average price of private label in 1992 was $2.886/1b,
$1.102/1b less than the average Kraft price, and $1.331/1b less than the
average Cracker Barrel price.

Table 13 gives the price trends of the leading branded and private
label natural cheese. The average price of Kraft was $3.364 in Ist
quarter 1988; by Ist quarter 1991 the price had risen $1.064/Ib to
$4.428/1b. During the same period the private label price per pound
rose 20.4 cents per pound, Figure 6 illustrates the price trends of
natural cheese. When manufacturing milk price rose during the 3rd
and 4th quarters of 1989, all the brands of natural cheese experienced
increases in price. However, beginning in 1990 when milk prices
declined, the price of Kraft, Cracker Barrel and County Line continued
to rise while private label price leveled off. As was the case with
american cheese, the top brands did not begin to lower price until 2nd
quarter 1991 after private label price had been declining during the two
previous quarters.

Figure 7 illustrates the price index trends of the top 3 brands and
private label natural cheese. The index trends are characterized by a
general increase from 1st quarter 1988 to 4th quarter 1989, When the
price index of manufacturing milk declined in 1990, private label and
Tillamook showed declines in their price indices while Kraft and
Cracker Barrel price indices continued to climb. During the period 4th
quarter 1990 through 4th quarter 1991, the price-cost margin was
larger for Kraft and Cracker Barre! than for private label and
Tillamook.

Possibly to stem declining shares, the Kraft-General Foods division
of Philip Morris began lowering prices in the 2nd quarter 1991. This
price decrease was at least partially achieved by an increase in the
amount of merchandising (Figure 8). One can see the volume sold
with merchandising was up in late 1990 and 1991 as compared to levels
in 1989. As Deveny (1992) and others reported, Kraft’s attempts to
combat its declining share was marked by lower prices and increased
merchandising. Although Kraft made highty publicized announcements
of price cutting, most of the reductions were probably achieved by
merchandising and not purely by shelf price cutting.

3.3 Natural Shredded Cheese

Shredded cheese has the highest volume sold by private label of all
cheese types in this report.  Forty one percent of the shredded cheese
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market is sold as private label. The highest branded shredded cheese
share was Sargento with 19.2 percent (Table 14). Kraft was second
with a 17.8 percent share. Sorrento was the third most popular brand
with a share of 3.6 percent.

Figure 9 illustrates the volume share trends of the top 5 shredded
cheese brands for 1988 through 1992. The private label and Sargento
shares remained relatively stable over the entire period. Kraft steadily
lost share falling below Sargento in the Ist quarter 1991. Kraft started
the period as the leading brand with 27.6 percent share (Table 15). Its
share continued to decline, losing nearly 9 points to end the period at
18.6 percent.

Figure 10 illustrates the price trends of the leading shredded cheese
brands and private label. The price of private label remained the
lowest in all but one quarter. The difference between the price of
private label and the leading brands increased over time beginning with
the 1st quarter 1990. As we have seen with other cheese types, the
price of branded shredded cheese and private label increased sharply
from 2nd quarter 1989 to 4th quarter 1990. During 1990, private label
price was flat and began to decline in 1991 while branded cheese price
continued to climb in 1990. The difference between private label price
and Sargento in lst quarter 1990 was $1.082/ib; the difference had
risen to $1.347/lb by 2nd quarter 1991 (Table 16). Over the entire
twenty quarter period, the difference between private label and the
leading brand of shredded cheese increased from 79 cents per pound to
$1.324/1b, a 53.4 cent increase. Kraft increased its premium over
private label only 15.5 cents over the entire period. This is primarily
due to steep price declines in 1992 that gave back much of the previous
increases.

Figure 11 shows the price index trends of the leading shredded
cheese brands and private label. The private label price index declines
beginning in 4th quarter 1990 and drops faster than branded cheeses.
The manufacturing milk price index is graphed also. Here we see the
milk price index falling while cheese prices remain high. Consequently
the price-cost margin increases. Also evident is the price reduction of
Kraft brands to stem the decline of their share. Kraft volume share of
shredded cheese does increase beginning 2nd quarter 1992 until it is
above that of Sargento making Kraft the leading shredded cheese brand
in 3rd and 4th quarter 1992.

Figure 12 illustrates the merchandising trends of the leading brands
of shredded cheese. As expected and consistent with american and
natural cheese, the Kraft brand had a greater percentage of volume sold
with merchandising beginning 4th quarter 1990. Sargento also showed
an increase in the volume sold with any merchandising. However,
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Sargento’s price did not decline with Kraft's and subsequently share
was lost.

3.4 Cream Cheese

The top 10 leading brands of cream cheese for 1992 are reported in
Table 17. Philip Morris markets all of the top 5 brands with a
combined market share of 63.5 percent. All private label share equaled
30.3 percent. Figure 13 illustrates the volume share trends over the
twenty quarter period. The Philadelphia brand experienced a
continuous decline in share over the entire period. The market share
for Philadelphia in st quarter 1988 was 54.5 percent, and it drops to
41.3 percent at the end of the period (Table 18), a 13.2 point drop.
Part of the decrease may be attributed to a shift in consumer preference
toward health conscious brands. Phili Lite, marketed as having less fat
than Philadelphia rose in overall share from 10.7 percent to 14.3
percent, a 33 percent increase in share. Philadelphia Free was
introduced in 1991 and sharply gained market share in 1992 to capture
4,3 percent share in 4th quarter 1992 becoming the third leading brand
in 1992, Overall, Philip Morris products share declined from 68.3
percent to 62.8 percent, 5.5 points.

Consumer preference toward inexpensive alternatives may have
induced consumers to switch to private label. Private label’s market
share rose from 26.1 percent to 31.3 percent, a 5.2 point gain or nearly
a 20 percent increase. The 1992 average price of Philadelphia was
$2.461/lb, 73 cents over private label. Philadelphia remained the
lowest priced of the Philip Morris brands over nearly the entire period
with an increase in average price of 15.2 cents per pound. Private
fabel, average price, however, rose fractionally, only half a cent from
1988 to 1992.'"° Figure 14 illustrates the price trends of the leading
brands and private label cream cheese. The most striking feature of the
price trends is its cyclical nature. Each 4th quarter is characterized by
a dip in price. This pricing strategy must be an attempt to promote
additional consumption for baking holiday desserts.

So far, all the cheese types we have discussed have had a large
increase in the price-cost margin after the milk price drop in 1990.
Interestingly, the cream cheese price index trend does not follow this
pattern. Figure 15 illustrates the price index trends of several Kraft

1 We are discussing average yearly price changes due to the cyclical nature
of cream cheese. Philadelphia brand average price for 1988 was $2.312/lb.,
private label average price was $1.725/1b. Source, LL.R.1. Infoscan database,
Food Marketing Policy Center, University of Connecticut.
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brands and private label cream cheese. One will immediately notice the
price index of manufacturing milk peaks well above the indices of the
cream cheese brands. All the branded and private label cream cheeses
move in close proximity during the twenty quarter period and do not
have the same increase in price during the 1989 period as the other
cheese types do. The post 1990 price-cost margin that occurs for
american, natural and shredded does not occur here.

The merchandising strategy for cream cheese also differs from that
of the other cheese types. Figure 16 shows sharp spikes in the percent
of volume sold with merchandising for all 5 of the leading cream
cheese brands as well as private label. Private label brands generally
used merchandising to sell over 50 percent of their volume during the
4th quarter period when normally only 20 to 30 percent of the volume
was sold with merchandising (Table 19). Philadelphia and Phili Lite
also used approximately twice the amount of merchandising during the
4th period.

The merchandising and price strategies of Kraft and private label 1s
used to attract a large holiday market for cream cheese. Figure A2
illustrates the volume sales of cream cheese during the twenty quarter
period. Each fourth quarter period is characterized by large increases
in volume sales for both Philadelphia and private label cream cheese.

Aside from the seasonality of the cream cheese market, there may
be another reason why the price trends of this industry are so distinct
from that of the previous types we have discussed. Although there
exists a premium on Philip Morris products, the price of the
Philadelphia brand is probably maintained at a constant level to offset
the higher price of the newly introduced brands and Philip Morris's
other brands. Kraft Spreadery’s price was $3.208/lb when introduced
in the first quarter 1990, 72 cents per pound higher than Philadelphia;
Philadelphia Free was introduced at $3.339/lb, 81 cents above
Philadelphia in the third quarter 1991. Temp Tee’s price stays 30 to
50 cents higher than Philadelphia over the entire period. Philadelphia
Lite begins the period 15 cents higher but the difference shrinks to
nearly the same price in 1992.

3.5 Cheese Spreads and Balls

Table 20 shows the top 10 leading cheese spreads and balls (S&B)
of 1992. All private label share was 22.8 percent; Philip Morns
manufactured two of the top selling branded S&B with Cheez Whiz at
17.6 percent share and Kraft with 13.9 percent share. RJR Nabisco
produced the third most popular brand, Easy Cheese at 7.5 percent
share. Velveeta, another Philip Morris brand, was 4th with 5.4 percent
and Price, manufactured by Fromageries Bel, was the 5th leading S&B
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with just under 4 percent. Beginning late in 1989, Cheez Whiz share
began to drop sharply (Figure 17) and appeared to be slowly losing
share through 1992. Cheez Whiz had lost 14.9 share points, over 50
percent of its initial share during the twenty quarter period dropping
from 30.8 percent to 15.9 percent (Table 21). After gaining nearly 10
share points, private label share slipped in 1991 and 1992 ending with
a 21.2 percent share. Kraft’s share jumped significantly beginning in
the 2nd quarter 1992 to capture over 19 percent share.

Figure 18 shows the price trends of the top 5 leading branded and
private label S&B. Easy Cheese's price remained well above the other
brands over the entire period. Even after a significant drop in price in
late 1988 and a flat price trend over the remainder of the period, the
average price of Easy Cheese was $5.721/Ib in 1992, $3.798/Ib above
the private label price. Cheez Whiz price averaged $ 3.607/lb,
$1.68/1b higher than private label. Note that Kraft’s price drops below
the other branded S&B in 1992. This pricing strategy may explain the
increase in Kraft’s share in 1992.

Figure 19 illustrates the price index trends. Once again we have the
familiar increase in the index of manufacturing milk price which drops
in the 4th quarter 1990. We also see the indices of the leading brands
and private label increase during the period prior to the drop in
manufacturing milk. When the milk price drops, the Kraft products
price indices continue to climb while private label's price begins to
drop. This creates the increased price-cost margin that we have seen
before. The index for Kraft drops considerably in the 3rd quarter 1991
only to rise again in early 1992. The index drops again in mid 1992
and stays down through the end of the period ending below that of
manufacturing milk. The Cheez Whiz price index remains high to the
end of the period, a strategy we have seen in other cheese types.

Figure 20 illustrates merchandising trends for the two Philip Morris
brands and private label S&B. Cheez Whiz merchandising increases
dramatically in the fourth quarter 1990 and remains at a higher level
over the remainder of the period. This strategy is consistent with
strategies for previous cheese types that Philip Morris employed to
stem share declines. Price (net of merchandising) however, does not
decline. Figure 20 also shows a significant seasonal merchandising
trend for the Kraft brand. Fourth quarter merchandising is high for
Kraft compared to other quarters except for 1992. This may be an
indication of overall increased merchandising to increase volume (see
Figure A3) and share rather than stem declining share. As we
discussed in this section, the Kraft brand share increased dramatically
in 1992 (Figure 17).

Seasonality in the S&B cheeses seem to be mixed with (Kraft)
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seasonal and (Cheez Whiz) nonseasonal. Although we can identify
certain strategies from the data for individual brands, in summary, an

attempt to draw general conclusions for the type as a whole may be
futile.

3.6 Imirtation Cheese

The final type of cheese we will discuss is imitation cheese. Table
22 lists the 10 leading brands of imitation cheese in the U.S. for 1992,
Sargento was the leading branded imitation cheese with 19.3 percent
share. Schreiber was second with 11.1 percent; Reale was third with
8.5 percent. Fisher and County Legend where the fourth and fifth
most popular imitation brands with 6.9 percent and 3.2 percent
respectively.

Figure 21 gives an illustration of the volume share trends of the top
5 brands and private label imitation cheese. Private label bad an
overall increase in share during the period equalling 13.8 points from
20.8 percent to 34.6 percent. Sargento lost significant share, 24.7
points dropping from 42.1 percent to 17.4 percent (Table 24). A
significant portion of the switch from Sargento to private label occurs
after 4th quarter 1989. In the year following that, shares are marked
by sharp declines in Sargento share and increases in private label share.
Schreibers second place rank in 1992 can be attributed to increases in
share in 1992 as compared to the previous years. Shreiber’s share in
d4th quarter 1991 was 3.7 percent. By 4th quarter 1992 share had
increased to nearly 19.3 percent. Shreiber’s increase in share (and
volume, see Figure A4), coincides with decreases in price. The 1992
price for private label was $2.099/lb, Sargento’s average price was
$3.113/Ib, $1.012/1b greater. Shreiber’s average price was 50 cents
per pound cheaper and Reale was 60 cents per pound cheaper than
Sargento. After 4th quarter 1989, Schreiber’s price declined until 4th
quarter 1990 then leveled off (Figure 22). Sargento’s declining share
can be attributed to its steady increase in price coupled with decrease
in competitors’ prices. Figure 22 illustrates the steady increase from
$2.193/1b to $3.12/lb over the entire period, a 43 percent increase in
price. Private label price remained constant with only a slight overall
increase. Fishers® price trend was marked with a sharp increase in 3rd
quarter 1951 after a period of low pricing during 1990 and the first half
of 1991.

Unlike the other cheese types we have illustrated, the top 5 imitation
cheese brands arc characterized by different price and price index
trends. Figure 23 shows the price index trends of the leading brands
of imitation cheese. The imitation cheeses seem to follow independent
trends. There is little index followship among brands and there is only
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one instance of a large increase in the price-cost margin during 4th
quarter 1990 and 1st quarter 1991, when manufacturing milk dropped
precipitously. The Sargento index seems to follow the same trend as
other types of cheese; Sargento follows the manufacturing milk index
until manufacturing milk declines in the 4th quarter 1990 creating the
large price-cost margin. The price indices of Fisher and Schreiber are
distinguished by sudden steep changes, uncharacteristic of other cheese
types we have seen.

Figure 24 illustrates the two leading brands and private label
imitation cheese merchandising trends. There does not seem to be any
seasonal trend. It does seem that the high amount of merchandising of
Schreiber late in 1990 and early 1991 coincides with a slight increase
in volume and share.

There may be two reasons for the different pricing and
merchandising strategies of imitation cheese brands. First, the primary
input price may not be based upon the manufacturing milk price.
Manufacturing processes and other inputs may be a larger factor in the
production of imitation cheese. Binding agents such as potato flour,
artificial or substitute flavorings and sugar substitutes may be among
these. This would account for the different price and price index
trends. The second is the small distribution of imitation cheese brands.
Figure A5 illustrates the distribution of the top 5 brands and private
label imitation cheese. None of the brands are distributed widely as
compared to american or natural cheese. Sargento was distributed to
48 percent of the supermarkets in the 1st quarter 1988 and over the
next nineteen quarters distribution declined to 37 percent (Table A4).
Private label distribution rose early in 1990 from 20 percent to over 30
percent which probably accounts for some of the increase in private
label share in that same period. Overall, with smaller distribution,
imitation cheese may have less competition from other brands on the
local level,

4. Summary and Conclusions

The detailed brand level analysis of cheese marketing over the 1988-
1992 period suggest that there was a general tendency to maintain retail
prices when manufacturing milk prices decreased. In fact for several
brands, retail prices actually increased when milk prices dramatically
declined in 4th quarter 1990. Table 26 lists the brands we have
examined that had a positive change in price from the 3rd quarter 1990
to the 4th quarter 1990, the period in which the price of manufacturers
milk plummeted 20.75 percent. Tables 10, 13, 16, 19, 22, 25 indicate
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that price-cost margins increase in the 4th quarter 1990 for 31 of 60
branded and private label cheeses we have examined.

From Table 26 we see that 7 of 10 american cheese brands had a
positive change in price during the 3rd quarter to 4th quarter 1990
period. All four brands marketed by Philip Morris showed an increase
in price as well as Borden, Land O’Lakes and Schreiber. In contrast,
the private label and the Crystal Farms brand average price fell 0.13
percent and 0.14 percent respectively.

In the natural cheese category, 5 brands had a positive change in
price. Philip Morns increased the price of two braands, Kraft and
Cracker Barrel, by 3.44 percent and 0.2t percent while dropping the
price of Polly O 19.6 percent. The Sorrento Cheese Company
marketed two brands, increasing the price of one while decreasing the
other. The price of private label natural cheese dropped 3.43 percent.

In the natural shredded category, 5 brands showed an increase in
price. Again, Philip Morris increased the price of two brands Kraft
and Light Naturals by 2.45 percent and 3.21 percent. At the same time
Philip Morris dropped the price of Polly O by 8.36 percent. The
Sargento Cheese Company also increased the price of one cheese,
Preferred Light, by 1.52 percent and decreased the price of Sargento
by 0.84 percent. The private label price dropped 0.31 percent.

In the cream cheese category, there was only one brand with a
positive change in price from the 3rd to the 4th quarter 1990. Alouette,
produced by Bongrain rose in price 1.95 percent. This was in direct
contrast to the rest of the brands we examined. The four Philip Morris
brands marketed in 1990 showed a decrease in price. Private label
cream cheese price dropped 9.73 percent. As we examined earlier, the
fourth quarter is marked by decreases in price for cream cheese
products in order to capture the huge holiday cheese market, this may
account for the fact that all but one brand had a decrease in price
during this time.

In the S&B category, Philip Morris increased the price of two
brands, Cheez Whiz and Velveeta while decreasing the price of the
Kraft brand. Fromageries Bel decreased the price of Price and
Laughing Cow brand while increasing WisPride. The private label
price of S&B was the only private label category cheese to show an
increase in price raising 0.65 percent.

Finally, in the imitation category, 5 brands showed a positive change
in price. Schreiber Foods Incorporated decreased it price of Schreiber
by 10.95 percent while increasing the price of American Heritage 0.65
percent. Borden also increased the price of one brand, Fisher, while
decreasing the price of another, Pizzamate. The private label price
decreased 0.51 percent.
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For some brands, maintaining a higher price lead to changes in
consumer preferences, that is, switching to competitors brands or to
private label brands in search of less expensive alternatives. Faced
with declining share, some manufacturers used more merchandising and
highly publicized price reductions to stem the exodus. In some cases
this has been at least partially effective (natural and shredded) and in
others it has not (american).

The cream cheese market is quite different than other cheese types.
Pricing and merchandising strategies are governed not just by the
seasonal nature and the amount at stake during one quarter of the year
but possibly by the introduction of substitutes by the same
manufacturer. Only one brand showed a positive change in price in the
later part of 1990.

Finally, for S&B and imitation cheese, it is hard to draw any
consistent conclusions. Individual brands sometimes follow familiar
characteristics we have seen in other cheese types. Six S&B brands
and 5 imitation brands had a positive change in price at the end of
1990. For other brands, pricing strategies suggest other inputs and
manufacturing processes are the major price determinants. This is most
evident in the fact that the price of private label S&B showed a slight
increase from the 3rd to the d4th quarter 1990 (0.65 percent).

We have shown that some manufacturers price index trends stay
closer to input price trends than others. We have presented evidence
that supports the notion that retail price strategy may not follow the
price trends of inputs in some cases. In those cases, declining volume
and share forced a change in price and merchandising strategy.
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Market Volume Share
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Figure 1 Volume Shares, American Cheese, 1Q 1988 - 4Q 1992
Source: Table 9

Dollars per Pound
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Figure 3 Price Index Trends, American Cheese, 1Q 1988 - 4Q 1992
Source: Table 10

Figure 2 Price Trends, American Cheese, 1Q 1988 - 4Q 1992
Source: Table 10
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Figure 4 Percent Sold with Merchandising, American Cheese, 1Q 1988 - 4Q
1992
Source: Table 9
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Figure § Volume Shares, Natural Cheese, 1Q 1988 - 4Q 1992
Source: Table 12

Figure 7 Price Index Trends, Natural Cheese, 1Q 1988 - 4Q 1992
Source: Table 13
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