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INI'RODUCTION 

Today's constner product business environrrent can be 

described as highly price sensitive. As si.rrple as this sounds, 

nearly every U.S. industry is confronted with this problem. 

Buyers representing all levels of irrlust:ry are derrBilding price 

concessions fran their SUfPliers (or at least steady-prices) . 

Fueling their demands are myriad inteniK)ven factors. Am:::mg 

them: fiercer than ever carrpetition, both foreign and danestic ; 

proliferating technology; the dynamics of SUfPly and demand; and 

low inflation.1 There are two struggles taking place under this 

scenario. On the one hand, a product or service is offered. On 

the other hand, a potential need is met. The result is 

1 

acceptance or rejection based on value received versus the 

alternative. This interaction t ranscends virtually eve rythi ng we 

do. The ingredient of this process as it r elates to decision 

making and the acceptance or rejection of a price will be 

discussed. Studied will be what processes we r e developed to 

detennine the price of a product . A major problem in today ' s 

constner product businesses is corrpa.nies are becoming f orced to 

CCCl{)ete on a price basis alone . 

If this persists, gone will be a product t hat will have a 

lasting irrpact with the consumer. Consur:ption will be based on 

convenierce of disposabi l ity or the salvage value if considered . 

The chal l enge of all consumer product ca;panies is to fill 

consi.ner need with a high quality product. The µupose of this 



project is to present to management decision making alternatives 

in a highly catFetitive price sensitive market. 

2 

The price benefit relationship should be a win-wi n 

prop::,sition with b:>th sides feeling they have corre out on top . 

The concept of high quality, hi gh price will be analyzed. A 

scientific aft)roach to pricing, quality and how the entire 

carpany nust work together as a team to ac hi eve consumer l oyalty , 

greater repeat µ.irchases, l ess vulnerability to price, the 

ability to build high consumer price without losing share, lower 

marketing cost, and develop EX)Sitive share trends . 

Pricing is an inexact science that exists today. General 

managers usually consider their pricing policy a si.nple cost 

recovery strategy of payback or atterrpt to f ol low the leader 

price strategy. A few products manufacturers even attempt to 

c reate benefit analysis action by c harging a higher price to t he 

constirer for a product not unlike its lower priced corrpetitor ' s 

prcxnx::t. The concept is higher price is Sl..IH?OSed to c reate value 

in the mind of t he consumer. The i;:erson is Sl.IfP)Sed to f eel 

he/ she has received "a good" de.al. These three price pol icies 

represent what many 3Mll to medium sized companies conside r 

their pricing strategy. 2 

A major fault with this concept is there is no strategy 

involved. What results is a pricing act ion/ reaction of price cut 

after cut . To effectively catt:ete in a highly coo:petitive 

market, a ccnpany nust clearly define their objective . Also, a 



ccnpany rrust take realistic surveys to evaluate how the product 

is really being received by the consuner. An aH:)roach of what 

the coopmy wants or ?,1Shes the consmier to r eceive from the 

product as Oft)Osed to selling the product based on quality, its 

tnJe product attri..rutes, will likely fail . 

A benefit of this project will be new ideas for rM.nagement. 

By enploying the fundarrenta.1 concept of price/quality 

relationship, management can avoid a downward price spiral 

resulting in lower profits, negati ve earning a.rd eventual 

extinction. The price/quality quality stnclure will give irore 

to the reader than sinple segmented price strategy . The concept 

of price/quality will attenpt to derronstrate the need for 

CC'l'lpllly-wide effort to create a true pric ing p;:,licy. 

The conclusion drawn allows the reader to c reate models 

providing alternatives and in creating, stnx:turing and 

inplementing an ef£icient quality/ price fX)licy program for their 

operation. 

1 Med.it.El to sm3.JJ is defined as 25 million dollars annual 
revenues. 

J 



THESIS CTIIMINAT~ PROJECT PRICIN3 STRATB;IES 

The fUllX)se of this project is to present to mmagement 

decision making alternatives in a highl y cacpetitive price 

sensitive market. The concept of high quality, high price will 

be analyzed. A scientific ai;:proach to pricing, quality and how 

the whole catp:iily rrust ~rk together as a team to achieve 

con.sumer loyalty, greater repeat fUCChases, less vulnerability to 

price, the ability to fill the high cxmsuner price without losing 

share , lowering market costs and develop positive share trends. 

Pricing is an inexact science as it exists today. Managers today 

usually consider their pricing policy a sirrple cost recovery 

strategy of payback or attenpt. to follow-the-leader price 

strategy . A few product nanufacturers even attar{>t to create 

benefit-response-action by charging a higher price to the 

consurer for a product not unlike i ts lower priced competition ' s 

p~. The concept is higher price is Sl.IfP)sed to help create 

val ue in the consumer's mind. The consuner is supposed to f eel 

he/she has received "a good deal" . 

These three policies represent what m3.ny small to medi um 

sized coopani.es conside r their pricing strategy. A major fault 

with this concept is that there is no strategy i nvolved. What 

results is a pricing action reaction . To effectively coopete in 

a highly cacpetitive market, a coopany rrust c learly define their 

objective. also, a conpany rrust take realistic surveys to 

evaluate how their product is really being received by the 
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consuner. An awroach of what the coopany want s the consumer to 

receive fran the prodtrt will fail. A benefit of this project 

will be new ideas for management. By enploying the fundamental 

concept of price/quality relationship, management can avoid a 

~ price spiral resulting in lower profits, negative 

earnings and even eventful extinction. The price quality 

structure will give roore to the reader than sin:ple segmented 

price strategy. The concept of price/ quality will atterr{:,t to 

derronstrate the need for a coopany-wide effort to create a true 

pricing policy. The conclusion drawn allc:Ms the reader to create 

roodels providing alternatives in creating, stnicturing and 

inplementi.ng an efficient quality/price policy program for their 

operation. 

HYPOTHESIS 

The concept of quality needs to be re-examined to determine 

who is receiving quality, you or t he person you sell products or 

services to. The tendency often is to evaluate quality fran an 

internal set of predetermined guidelines. The standard of 

quality rrust be expanded beyond our predetennined quality 

objective. Usually , quality in the market place is reflection of 

the effort or evaluation of effort leading up to taking a product 

to narket. 
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The question, does this product fit my consumer, rrust be 

asked. If, according to your specificat ions, you are hitt ing 

your cust:.ater target, but the product fai l s , the question arises, 

have I met my evolving custarer needs and prefe rences? 

The concept of quality rrust folll ow the product outside t he 

manufacturers doors . All fh3ses of channeling the product to t he 

corun.ner rrust be checked and evaluated for quality breaks. 

Troubleshooting occurs continuously throughout this system. 

People are i n a constant state of change. A product rrust 

change with your custcmer . Take for exarrple when fuel ene rgy was 

cheap, United states gas guzzling cars prevailed i n the 

marketplace with the consurrer . Today, people are conservation 

minded and econany car s are mainstream needs by today ' s car 

custcmer . 

IAiring our fuel cris is when small o.s. car s were in high 

demand during the start of the oil embargo, small cars were not 

being built to perform equal to the l arge gas guzzl ing sedans . 

As U.S. small cars began to show rapid breakdown, people regarded 

our small fuel-effic i ent cars as cheap or poorly assembled . The 

result was a great opp::>rtuni.ty for f uel-conscience countries l ike 

Japan to expand to our market with an economy car product of high 

quality. IAlring the early oiJ embargo , Arre r ican economy car s 

were not always poorly constructed autorrobiles . 



The real problem was the lack of U.S . car manufacturers to 

face up to a changing ex>nstiTer, This refusal to change nearly 

collapsed Chrysler M:>tors . U.S . car rrakers were refusing to 

recognize their co~r needs and continued to sell their image, 

although be it a faulty image, and began losing market share to 

Japan and West German auto makers fast. U.S. car manufacturers 

tended to: 

~rade the custcmer viewp:,int by saying U.S. customers 

want big cars 

. Made high quality synonyrrous with size and high internal 

standards 

. Tied internal quality objectives to rrsnufacturing flow not 

constnier needs 

. Expressed quality objectives a nunber of defects per unit 

. Quality control as a manufacturing function exclusively. 

While U.S. car makers did their best to sell customers what 

they thought the custaner should buy, the Japmese and West 

German manufacturers took a unique approach . Japanese auto 

makers stressed: 

Real rather than imagined custcrners ' ex~tations of size, 

ecol1001Y and style 

. Identified custaners ' needs through market research 

. Used customer based quality perfonoance measures 

• Devised quality control systems for all functions of their 

product not just rmnufacturing. 
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Lack of perspective can be cited as to why United States car 

carpanies came off as handicaf{led in presenting their lines of 

quality autos. In many nanufacturers, it is very easy to 

quantify defects on a per 1 ,000 unit basis . 3 

A roore practical means to establish quality control would be 

to detennine a wide range of custaner preferences and needs. In 

the U.S. auto exarrple, the l ack of relevant experience made it 

difficult to analyze quality in the broader context and 

understood how to make the new need pay off . 

VALUE OF THE PRICE QUALITY REI.ATIONSHIP 

Quality can have a high .i.rrpact on your return on investment 

(ROI). Using the Prof it lq)act on Marketing strategy ( Pil-15) , a 

date base of 3,000 corrpani.es where quality and prof its were 

analyzed over four years, evidence suggested a strong and 

positive correlation between offering high quality products and 

services and averge to superior profitability. 4 According to PIMS 

product quality relationship, people recognize that the hi gher 

the product or service advantage is diff erentiated, t he higher 

the return on investment . One reason can be t hat hi ghe r 

differentiated busi nesses usually charge and get higher prices . 

The chart i ndicates the relationship of relative qualit y 

boosting rates of return. The businesses at the left of t he 

chart show lower average return on i nvestment due to relative 



inferior product quality. Businesses noving to the right, that 

place greater errphasis on product quality, receive greater 

returns of their investments . 
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Since customers will pay rrore for better products and seek 

out this need for quality, those who offe r this combination might 

be thought of as high cost producers . However, high quality does 

not rrean high cost . The number of business es reJ:X)rting both hi gh 

quality and high share exceeds the number which have achieved 

either cost leadership or succussful differentiation alone . 

A quick exarrple to further p:>int the price quality 

relationship, I choose f our di fferent types of coopanies who are 

successful in their marketplace. All are successful and some 

cases have rewritten the ntles of the particular industry for 

standards of perfonnance, sales and quality . 



I. The Chicken Business - Perdue Chicken 

Once a strictly camodity business , Perdue Chickens have 

successfully distinguished them.selves fran the other brand of 

pre-cut and whole chickens. Through surveys, it was discovered 

that the custaner was nost interested in high rreat to bone ratio 

(plmp) and no bruises or pin feathers . Also surveyed but of 

less consideration were color, freshness and availability. By 

Perdue efl1?hasizing what the custaner m:>St wanted - plurcpness and 

no feathers, enabled Perdue to raise prices, increase rcarket 

share and significantly increase their earnings . 5 

II. Anheuser-Busch 

10 

A case of providing their custaner with the highest quality 

product in the market place. By awlying the concept of 

pasteurization to beer in single unit bottles, Anheuser-Busch 

could produce a qual ity product that ....ould last on the retailers' 

shelves without becaning "skunky" i n taste or odor . At the sane 

time, Anheuser-Busch added a code date system for quality control 

p.up::,ses . MY beer left out beyond the code date ~uld require 

replacaoent by the distributor with fresh product. The result 

was consistently fresh product available to the consurrer day-in 

and day-out , a standardization technique. 

III. E & J Gallo 

This beverage corrpany received market share success by 

a~ling to the price conscious generic wine consumer -

purchaser of Chablis, Rhine and Burgundy, etc. Gallo sought to 
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achieve econcmies of scale of sales and prof its by p.lShing and 

category consmption with the higher consuner acceptance . The 

basic strategy they seem to have followed over t he last two years 

is one of lowering the price generics while rais i ng the line 

quality image with the introduction of Varietals and an 

advertising canpaign backed by t27 million, three ti.rres as rruch 

rroney as any other dcroestic brand. The effect has been to rrove 

their generic brands closer in image to the traditional "premium" 

califomia wines of Inglenook, Almadin, Taylor California 

Cellars, and Paul Masson, which have all been frequently 

discounted in the past several years , 6 

IV. Walt Disney Productions 

Frequently c ited as one of t he best 11\3.ss servi ce providers in 

America. One coop:ment to their success is how Disney looks upon 

people, internally and externally, and handles t hem, corrm.mi.cates 

with them, rewards them and is, in my v iew, the basic f oundat ion 

up:m which its five decades of success stand. Disney sells 

satisfaction and serves millions of people on a daily basis 

soc:cessful l y . A second carp::me nt of success i s i ntense 

management i nvolve-rent by an annual week long program called 

"Cross Ut ilization." Thi s program entails Disney executives 

leaving their desks and thei r usual business garb. They don a 

theme costune and head f or the action. For a full week, the boss 

sells tickets or pop:::orn, i ce c ream or hot dogs, loads and 

unloads rides, parks cars, drives the rronorai l or t he trai ns. 7 
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In all four exail{>les, each carpa.ny has ccmnitted themse l ves 

to being highly quality or service oriented. F.ach exarrple 

suggests a method to achieve a high quality or service image with 

its custaners. F.ach operation asks for 100% success in quality 

of service . The anB1¥er is, sanetimes it is obtainable, other 

times no. However, to set an objective of less than a 100% 

quality or service program, would suggest a toleration for 

mistakes. True, service and quality oriented carpa.nies can and 

do expect to get things right. The organization brings all the 

resources it can nuster to bear on the problem. 0 But, even with 

high standards, carpanies can get lax if just an occasional 

fai l ure i n qual ity and service is considered tolerable. As 

Peters and Waterman suggest, "It is the diffe rence bet ween night 

and day. One is the mind set that says, doing i t right i s the 

only way. The other treats t.he customer as a statist i c ." The 

point here is that acceptance of anything less than excellent, 

quality or service, becomes a myopic problem. A coop,my begi ns 

to provide its service or quality standard they t hink the 

cust:.ooer will accept. What the carpa.ny is not providing is the 

quality or service the customer is seeking in this case . ~en 

the quality or service is altered to the coop:iny ' s perspect i ve 

(not the custarer) the only alternative i s the price wea£X>n 

alternative. The result is low cost producers will win and 

survive in the larger market . The cycle will begin again, a 

niche market develops where the cu.starer needs of quality and 
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service is great enough that it becomes economically feasible to 

pr-oc:nx::e and fill this constant need f or quality and service. The 

asStmption is that a coopany can achieve higher market share and 

profits by eflt)hasizing quality of its product and service . This 

concept can be achieved if a correct pricing p:)licy is conceived 

and in"plemented. This p:>licy objective rrust be defined and 

clearly cccmuni.cated throughout the catp3.Jly. The corrpany 111..lSt 

believe in the concept before they can be expected to ~rk 

~ards the coo:m:m goal of high quality or service. 

INl'RODOCT'IOO 

A. Definition of Industry 

The alcoholic beverage industry consists of three industry 

sectors: Malt beverage, Wine and Brandy, and Distilled Spirits. 

This p:>rtion of the project ~ill focus on the alcohol segrrent of 

the i ndustry. The p.u-p:>se of this section is to: l ) identify 

key econani.c elenents which make an industry (and coopany within 

sane) viable, 2) illustrate how marketing enhances these e l ements 

and prarotes C<Xlt:)etitiveness and profitabi lity, and 

3) derconstrate a ccmna.nd of managerial economics and marketing 

concepts as ai::plied to the selected industry . 

B. Background 

Current ly, the malt, wine, and spirits industry is i n a 

period of slow or declining sales that has squashed the growth of 

all alcoholic beverages . However, l ong nm consmption trends 

still seem positive. Per capita, adult consurcpt.ion in the United 



States tooay averages a modest 28.2 gallons . In 1987, total D.S. 

beverage alcohol constrrption rose slightly due mainly to 

increased wine cooler and beer consiitption. Total beer 

con.Bl,.ITption is estimated up 1 . 0% in 1987, following a 2.2% 

increase in 1986. Total spirits consurrption is forecast to 

decrease in 1987 by 3. 0%. 

Pri.rre distrihrt.ion for beer are grocery stores, drug stores, 

and package liqu:,r chains. 

c. CUrrent Situation 

ConSUTption of alcoholic beverages continued IJ?Yard i n 1986. 

On a per capita basis, consurrption was an estimated 1% rrore than 

year earlier levels. The value of alchoholic beverage industry 

shiprents rose 3 .6% in 1987 and totaled an estimated 19,9 billion 

dollars in dollars adjusted for inflation, shi p,ents i ncreased an 

estimated 2.5%. Fran 1972 to 1985, a l coholic beverage shiprents 

increased at a cetrp)unded annual rate of 2.8% i n dollars, 

adjusted for inflation (1982 $). 

14 
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1987 ALCOOOLIC BEVERAGE PROITLE9 

INDOSTRY DM'A 
Value of Industry Shipnents 
Total Enployment (000) 
Average Hourly Earnings 

PROOOCT ~TA 
Value of Product Shipnents 
Value of Exports 
Value of lnp:)rts 
Exports as a% of Shipnents 
Irrports as a% of New Stwly 
Irrp:>rts as a% of Afparent 

'IUI'AL 
19,778 

62 
15.45 

19,184 
285 

3,222 
1.5 

14. 0 

WINE & 
MALT 
13,142 

38 . 5 
18.75 

BRANDY SPIRITS 
2,967 3,669 
13.2 10.3 

10 .74 12.48 

13,024 2,902 
56 61 

972 1,193 
0.4 2.1 
6.7 29.1 

3,258 
168 

1,058 
5 .1 

24.5 

Consm'ption 12.8 4 . 7 22 . 1 21.7 
1. New su,;:ply is the min of product shi~nts plus inp:>rts . 
2. Apparent conSUIT{>tion is the sum of product shiftl)ents 

plus inp:>rts less exp:>rts. 
3. Value of Industry Shipnents is value of all products and 

services sold by alchoholic industry. 
4 . Value of Produ:::t Shipnents is value of products 

classified in the alcoholic beverage industry produced 
by all industry. 

MALT BEVER?lGES 

The value of malt beverage shi~ts -- beer, ale, p:,rt and 

stout, rose alm:::>st 4% in 1987, to an estimated 13.1 billion . 

Adjusted for inflation, the increase was 2.6%. 

Today's very large young adult p:,pulation tends to consume 

nore beer than other alcoholic drinks . Per capita consurrption of 

malt beverages increased an estimated 1. 3% in 1986 to 24 .1 

gallons, continuing an U?-Jard trend in conSUIT{)tion in recent 

years . lllreri cans consumed an estimated 188 million barrels, or 

4.5 million gallons of malt beverages in 1987, 2.5% nore than in 

1980. 
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Consumer prices for beer in 12 ounce cans or bottles rose an 

estimated .8% in 1987, largely reflecting irw::::reased marketing and 

packaging cost. 

at 3% . 

In contrast, producer prices for beer increased 

Canestic production of nalt beverage continues to be 

daninated by six large cextpani.es which account for m::>re than 92% 

of danestic production. The f oll~ing cha.rt shows sales of 

leading U.S. brewers . Industry leader, Anheuser-Busch bolstered 

its dominance in 1986 with total shipnents of 75 million barrels, 

raising its narket share to 39% in 1987. On a broader front, its 

entire stable corcmands 40% - 50% share of markets in every state 

except Wisconsin, where local brewers daninate . 
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The chart on the preceding page shows the leading D.S. 

Brewers ' danestic beer market share. Anheuse r-Busch has nearly 

2:1 lead over its ne.xt closet coopetition. I ts flagship brand, 

Budweiser, show volume gains of 5% to 48 . 2 million barrels, for a 

26\ of the total beer market and 60% of the beer industry ' s rrost 

profitable segrrent, premium priced beers. Its lower calorie 

stablemate, Boo Light, captured the No . 3 p:>sition in the light 

category with 22.2% volume growth last year; t his brand now 

accounts for rrore than 9% of Anheuser-Busch ' s total beer 

voltIOe.11 

; -UIH t utlablie 'kw.,2..taiAoi!lb,11t-4 atiicl'l&tc Ll ........ ~.Md'MI.W'p 1AdG,l,iol,olcWMt :1l•11110C • ~ H ti.u11,.-af10illldarlg.. -·~ .. - :.: .... .,( : · · \-,...."'> .. --<':.:.. 
.,....,u_.,. · So.c-• a:~rWW1-v.&l1,pc,t1a;~1r,-..,~p•.l.wlool"W : 5o•c.e~~s,4 ..,.,,t.g._ .._ • .._ • ., ... .,:,, ,} . ·•.►,4.t',t-., , ..... _. •~-= ~.:u: , 
~ 1aO•l•t.1.M. '"•. • : •.~ •• • , • • ~ ~ ,,.1•.- . 1 . 11--- -----------------~ 

Anheuser-Busch has the highest earnings and cash flc,.v per 

barrel in the industry and is investing heavily in nore efficient 

facilities to raise annual brewing capacity to 77 million 

barrels, fran 75 million at present .12 Malt beverage i.rrq;orts have 

increased 11.4% in 1986 and totaled an estinated 8.8 million 

barrels in 1982. Major beer producers have recently begun to 
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market one or rrore types of inported beer, which general l y differ 

£ran dooestic products i n taste . In 1987, exports of mal t 

beverages anounted to an estimated 56 mill ion dollars, 

representing an insignificant share of value or sales, l ess than 

1% , 

Trends and Forecasts 

Halt Beveras es 
In Hilll ons of Dollars 

Except as Noted 

Compound 
Annual 
Rate or 
Crowth 

Item 1984 1985 1986 1987 1988 1972-85 '80- 85 • 86-87 
!ndustrl Data 
Value or Shipments 11,868 12 , 216 12,660 13 , U2 S.9 5 .5 3,8 
Value of Shipments 

(1982 Sl 10 ,858 10 ,945 11 , 047 11 . 339 11, 623 3, 5 1.11 2.6 
Total Employment 

(000) 38.8 40 , 3 39. 1 )8.5 - 1,9 - 1. 4 - 1 .5 
Production Workers 

(000) 27 . 4 27.0 26. 1 26.0 - I. 7 - 2.4 - 0.4 
Product Data 
Value or Shipments 

( 1 ) 11 ,781 12 , 1116 12 ,559 13,024 3.B 5 . 5 3,7 
Value o r Shipments 

( 1982 S) 10 ,779 10 ,882 10,959 11 ,237 11 , 507 3,4 ,. 4 2.5 
Product Price Index 

(1982: 100 ) 109 , 2 111 .2 1111.6 115.9 5.2 4. 0 ,. 1 

Tr ade Data 
Value of Imports 603 654 805 972 23.2 10. 1 20.1 
Value or Exports 25.B 46 . 3 40. 1 56.2 24 . 4 -5.6 40. 1 
Import/New Supply 

Ratio (4) 0.047 0.049 0.058 0 . 067 13.0 11 , 7 15,5 
Export/Shipments 

Ratio 0.002 0 . 004 0.003 0.0011 11. 3 -1 0 ,6 33 , 3 

This chart shows 4 years or data on the trends and 
(1 3) 

roreca:,t s or the malt beverage category. 

1. Value or all product:, and :iervi ces sold by the alcoholic beverage i ndustry. 
2. Value of products classtrled i n the alcoholic beverages industry produced by all Industries. 
3. Developed by the office of Industry asses sment , ! TA. 
4 . New Supply 1s the sum of product shipments plus imports. 



WINE AND BRANDY 

The voltne of wine and brandy shipnents increased 1 . 1% in 

1986, an estimated value to total about 2.9 bill ion. 
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Wine corurarption ha.s increased steadily over the past decade 

and per capita corurunption by adults was estimated at 2.5 gallons 

in 1986. Table wine accounts for about 60% of all wine 

corunmplion. 

TYPE MAAKET SHARE 

Table 59 .8% 

Coolers 20.5% 

Dessert 5. 9% 

Ve.nrouth 1.09% 

Sparkling 7.5% 

Special Naturals 5.1% 

others .11% 

california continues to be the major center for United states 

wine production, nore than ha.If of the country's rrore than 800 

wineries are located in that state.14 



Trend, and Foreca,t, 
Wine & Brandy 

In Millions or Doll ar s Except as Noted. 

Compound Annual 
Rate or 
Growth 
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1986 1987 1988 1972- 85 1980- 1985 
Change 
1986- 87 

Industry Data 
Value or Shipment, 2695 2763 
Val ue of Sh ipments 

( 1982$) 2614 2675 
Total Employnient 

(000) 12.2 13.2 
Production Workers 

(000) 

Product Data 

1.0 

Value of Shipments 2645 
Value or Shipments 

( 1982$) 2565 
Product Price Index 

7.1 

2696 

2610 

( 1982=100) 103 . 1 103,3 

Trade Data 
Value or Imports 1125 1185 
Value or Exports 25.9 28. 1 
Import / New Supply 

Ratio · • 0 .298 0 .305 
Exports/ Shipments 

Rat1o 0.010 0.010 

28117 2967 

2719 2802 2871 

13. 1 1 3 . 2 

6.9 7 . 1 

2782 2902 

2657 2740 2808 

1011 . 7 105 . 9 

1209 1193 
35-3 60 . 8 

0.]03 0 , 291 

9. 3 4. 8 

3. 3 0. 1 

2.6 3,3 

1 .8 

9.3 

3,2 

5 .9 

2 . 8 

13.2 

1.2 

1.2 

1.0 
1 .6 

- 5 , 1 

This chart indicates 4 year t rends and forecast of the w!ne and brandy category. 

1. Value of all products and services sold by the alcohol ic beverage Industry. 

4.2 

3 . 1 

0 .8 

2 ,9 

4 . 3 

3. 1 

1, 1 

1 , 3 
72 .2 

61.5 
(15) 

2. Val ue of products classified in t he alcohol ic bevera&es Industry produced by all industries. 
3. Developed by the office of industry assessment , ITA. 
4. New Supply ls the sum or product shiplllents plus imports. 



The value of wi ne and brandy i.rrp:>rts decr eased 1 . 3% in 1987 

and totaled 1.195 billion. Irrp:>rts accounted for more than 14% 
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of new SUfPly in 1986 and 1987. Principal SUfPliers of wine to 

the United states continues to be Italy, Spa.in, Portugal, France 

and West Germany. United states exorts of wine continued to rise 

at 13% but account for only a.bout 2.1% of dcmestic production. 

In 1981, several producers made major rrarketing efforts to 

introduce featured alcohol content reductions ranging from 12% to 

37%, fran the standard 12.5% alcohol content thinking fewer 

calories will encourage greater consurrption per occasion and 

broaden the appeal of wine to weight conscious adults. 

DISI'ILLED SPIRITS 

In 1987 shipnents of distilled spi rits, except brandy, 

totaled an estimated 3.3 billion, about the sar.e l evel as i n 1980 

after adjusting for i nflation. In recent years, the shift in 

con.surer preference fran distilled spirits to ...-i nes and beer has 

limited and lawered the spirits i ndustry prices as prices f or 

other alcoholic beverages rise. 

White goods, gin, vodka, rum, and tequi la have grown i n 

pop.ilarity in recent years and now account f or about 42% of 

distilled liquor conS\.l['[\=>tion, up from 34% in 1975. Another fast­

growing segment of the distil led spirits market is special ity 

goods, cordials and liqueurs . At t he same time, the market share 

for brown goods, blended whiskeys and bourl::x:m has declined from a 

daninant share to less than 39% of consurrption .1 cs 
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In 1987, the value of i.rrp)rts of distilled liquor to_E:Ped 1 

billion, up 5 . 4% fran 1972. Bulk irrp:>rts of rum, scotch, and 

other whiskeys, tequil a and vodka increased at a substantially 

higher rate than did bottle goods in 1986 . lrrp:>rts accounted for 

25% of new Sl.JR)ly in 1987, corrpared to 24% 1.n 1986 . More than 

bo-thirds of the volt.me of i.np:>rts, measured in proof gallons, 

originated in Canada and the United Ki ngdan. United States 

distillers continued to seek export ORX)rtunities in 1987, but 

el(fOrts and 1 . 68 million, accounted for only 6 .1% of darestic 

shipnents. 

For the 1984 - 1988 period, the malt beverage shipnent s, 

measured in 1972 dollars, is espected to increase 2.4%. Per 

capita constIT'{>tion of wines and brandy is expected to continue to 

rise, with increased acceptance of wine as a beve rage of 

rroderation . The value of wine and brandy i ndust ry shipnents is 

f orecasted to increase about 2.5% i n dol lars adjusted f or price 

changes. The value of distilled liquor shi pnents is expected to 

increase about 1.3% i n dollars adjusted for price changes . Total 

i ndustry i s projected to increase 2 . 2% in the same period. 

INDUSTRY O\lIBVIH\1 

A. wng-Tenn Prospects 

Economic and denographic developrents in the years ahead are 

expected to exparo markets f or a lcoholic beverages. The number 

of Arrericans between the ages of 30 and 50 will increase by 20% 

between 1988 and 1992. F.arnings of ten increase for members of 
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this age group as does the freque~ of dining out and 

entertaining at hate, which is expected to increase 4. 7% and 1.5% 

in 1988, respectively. 

Shiprents by all three industry segnents are to grow in the 

next several years, but sales of malt beverages and wine and 

brandy will continue to use aggressive advertising and 

prarotional canpaigns to carpete for larger market shares. In 

dollars adjusted for price changes , the value of alcoholic 

beverage industry shiµoents is expected to r ise at between 0.9% 

and 1.3% canp:>unded annual rate between 1988 and 1992 . 

25 
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The chart on the previous page shows the beverage industries 

total gross dollars as ca,pared to other kindred products. 

Bottled and canned soft drinks and malt beverages corrmmd the 

roost gross dollars in the beverage industry . The greatest volume 

for these items is in the fcxxi/ grocery stores. The value of t he 

chart is the carparieon to other fcxxi and kind.red products . The 

beverage industry has a position of strength envied by other 

everyday food items in terms of gross dollar shipnents,17 

c. Indications of M:>st Irrportant Product Lines & Custcmer 

Groups; Br~ of Industry Total on Functional Basis 

WINE ENI'ERJN:; TRADE CBANNELS BY TYPE 
(millions of gallons-rounded ) 

Market 
~ 1985 1986 ,:! Change Sha.re 

Table 378.0 350 .6 - 7 . 4 59 .8 
Dessert 34 . 3 35 . 0 2.0 5 .9 
Venoouth 6 . 9 6.4 - 7.2 1.09 
Sparkling 46.2 44 . 2 - 4. 3 7. 5 
Special Natural 27 .0 30.0 10. 0 5.1 
Coolers 88.0 120.4 36.8 20.5 --
Total 580 . 3 586.6 1. 07 
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1 _~r .. ;u J ..._,,,. :,: . ~ . • l . · '\'..l 
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Table Wine continued to lead all other wine types decreasing 

7 . 4% to 350 . 6 million gallons and securing a 59 . 8% share of the 

market . Sparkling wine recorded a large percentage decrease last 

year, 4. 5% to 44 . 2 million gallons, holding a 7.5% market share. 

Dessert wines, once a daninate factor in the wi ne market , 

actually increased in 1986, p:>sting a 2. 0% increase to 35. 0 

million gallons, with 5. 9% of the market . The wi ne cool e r 

category had the best performance of all the segments, i ncreasing 

36.8% to 120.4 million gallons last year f or a 20.5% share of the 

narket. The Sweet Ve rrrouth segrrent was down 7 . 2% last year to 

6. 4 mil lion gallons, accounting for- 1. 09% of the total market . 
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Wine coolers (the highest gro.vt:h category) represents the 

energence of a strong growth category which last year c learly 

dem:mstrated its health relative to the wine market. Whereas the 

table wine market decreased by 7 . 4% by 75 million gallons, wine 

coolers s~ the strongest gr<:Mth rate of any category, with a 

36 . 8% increase fran 88.0 to 120.4 million gallons. Since 1983 

when coolers began climbing from a base of 7 . 6 million cases , its 

sales have increased 15 times. The strongest upturn c::xxurred 

after 1983, when in only three years the cooler wine TM.rket grew 

by 112.6 million gallons. 
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10P 10 CIX>LER SHARES 198618 

BRAND 

Bartles & Jaymes 

cal. ecx:,ler 

Sun. Country 

Seagrams Wine Ccx:,l,ers 

White l'-bl.mtain 

calvin Ccx:,ler 

20/ 20 Wine Ccx:,ler 

Dewey stevens 

Lacroix Ccx:,ler 

Charrpale Coc,ler 

All others 

SHARE 

24.2 

16. 9 

14 .2 

13.2 

9. 6 

8 .1 

2. 2 

2.1 

1.4 

1.3 

6 .8 

100% 

)0 



Coolers continue to be the market ing success of the 80's. 

One key to the success is their stab.ls as a marketing hybrid . 

They are packaged like soft drinks and have an alcohol content 

(6%) like beer. nris latter point is significant because it 

allows coolers a nuch wider retail distribution in the states 

like N&i York that prohibit the sale of table wines in 

supermarkets. 

BcM l ong g~ remains above 35% is a function of many 

factors, i ncluding disposable inocme, federal excise taxes, and 

the all i.np>rtant marketi ng ~rt.18 Ca'r{)etiti on to date has 

kept profit margins on cool e rs extremely narrow. Gallo and 

seagram's marketing daninance a llows it to keep considerable 

pressure on prices and, with advertising budgets ballooning, it 

is di ff iclut to assess how long lesser players will stay in t he 

game. Coolers are expected to corrpete well agai nst wi ne and 

distilled spi rits for share of all beverage markets and to rise 

close to an equal f ooting with them by the 1990 's . 

D. 1979 National Beverage Consu-ption 2 0 

By Age Group ( % of Vol ) 

AlJ 
Age Group Bev.'gs 

Distilled 
Spiri ts 

All 
Wi nes 

Table \\1i ne Color 
Wine Red White Rose 

Under 20 23.1% .8% 1.3% 1. 0% . 9% 1.1% .6% 
20-29 17.6% 19. 8% 22 .0% 24. 7% 25 . 4% 26 .6% 19.8% 
30-39 17.4% 23.8% 24.0% 27 . 1% 23 .6% 24 .6% 37.8% 
40-49 12.2% 18.2% 15.1% 15. 0% 12 .0% 17.0% 15.0% 
50-59 12.6% 15.1% 15.8% 15. 0% 13.6% 16. 8% 13. 2% 
60 & Over 16.6% 22. 2% 21 . 8% 17 . 0% 24. 3% 13.8% 13.5% 

Source: Beverage Irdustry, December 12, 1980 
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These consumers are also being exposed to rrore year round 

prcm:>tions by retailers, particularly those in major markets. 

This activity is just beginning to broaden usage beyond the 

traditional patterns of consurrption. There is nothing in the 

wine and spirits industry that can coopete with wine coolers in 

te.rms of imagery , Its growth is the logical extension of the 

white wine bean, as the consumers who created that sales 

phenarenon make the switch to coolers. 
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the following chart wil 1 show United states wine consunption 

by region and by flavor. 

1979 u. s. Wine Consumption By Region (000 ral s . ) 

California 1960 1970 1975 1976 1977 1978 197~ 

Red 27 4) 56 52 55 58 57 

white 5 23 51 60 80 90 11 C 

Rose 4 24 41 _!±2 ~ __ig _22 

Total 36 90 148 157 182 200 222 

Other states 

Red 8 10 1J 13 1) 9 
,-
{ 

W.hi te 2 3 5 5 6 7 E 

Rose 1 4 4 4 4 4 -: 
___.L 

Total 11 1 7 22 23 2) 20 l e 

Imports 

Red 4 11 21 25 )1 36 32 
White 2 5 12 17 21 33 J: 

Rose - 5 8 6 _7_ 12 1: 
--

Total 6 21 41 48 59 81 7: 

All origins 

Red 39 64 90 91 99 102 9: 

White 9 ) 1 68 8) 107 130 1 '--; 

Rose _5 22 _22 ---22 ~ 68 6-

Total 53 128 211 227 264 ) 01 J l -

2 1 

Source s Beverap.;e Industry . 



There are sane powerful dem::,graphic trends underlying the 

growth Table wines and coolers. First, it has its greatest 

a~l am:mg ~n and wanen between 25- 34 years of age. The 

educational level achieved is a high school graduate. He/ she is 

ercployed full-ti.me either as a professional or manager with 

household incane of $25,000 or nore per year . lt>st are married 

whites, especially in the iltported wine market . 
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E. HISTORICAL TRENDS 

In the Alcoholic Beverage Industry, the value of shipnents in 

dollars has grcMO 2. 8% over a 15 year period . 

18,000 
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The trend graphic shews the alcohol industry grew at a 

2.8% cacp,unded annual growth rate. The greatest growth in the 

industry came £ran the malt industry with 3 .4% catp)Unded annual 

rate of growth. Wine and brandy grew at a 3.2\ coopounded annual 

rate of growth. The sec:,nent with the lowest grcMth is Distilled 

Liqu:,r. Coopounded annual rate of growth is 0.8%. 

F. Productive capacity 

D.rring the 1970's optimistic fanners pished 163,000 acres 

i nto wine grapes, bringing the states' total acreage to 343,000, 

not including sane 360 ,000 acres of grapes like Thoopson seedless 

that can be used either as table grapes or for wine. Now many of 

these maturing vines are just reaching full capacity . In 1982 

3.1 million-ton grape crunch, up 29% from 1981 , broke all 

records, and prices plunmeted.. 

Since 1985, f or the first tiroe since t he refea.J of 

prohibition, fruit remained on the vine to wither into raisi ns, 

an estimated 280,000 tons of grapes sirrply were not picked. A 

oountiful harvest is expected this year, barring unexpectedly 

harsh weather during the growing season; premit.r grape prices 

will probably fall another 20%, according to l eading Napa a nd 

Soncma growers. 
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G. Pricing 

The graph points out that the price of retail alcoholic prcx:lucts 

have laged the COtl.S\ner price index by 25-30% . This price lag 

indicates several unique problems . The industry is plagued by 

intense price catpetition. 

PRICE INDEX GAP 
PRICI INDEX GAP EQUALS 
DIITERENTIAL BETWEEN CPI 
(ALL ITEMS) AND CPI 

300 (ALCOHOLIC BEVERAGES) 

CONSUMER 
PRICE INDEX 
(ALL ITEMS) 

CONSUMER PRJCE INDEX 
(ALCOHOLIC BEVERAGES) 

72 74 76 i 8 80 82 1983 

21 
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The CPI vs. Beer 1s still well bel~ the average CPI increase 

since 1967. This is a great benefit to the i ndustry's prime 

target the blue collar \«>rker. For the Beer Industry, however, it 

reflects an OJ:fX)rtunity to gradually increase prices to match the 

CPI. Once this is achieved, a profits will be realized. 

AMOUNTC 
ISGREATIR 
(BEER & Al 

CONSUMER PRICE INDEX 
(BEER & ALE) 

22 
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Pricing (cont ' d) 

'l1te wine industry has attenpted to follow the CPI until 1980. 

This year represents the beginning of b..Jttier crop harvests of 

grapes. The over-arunda.nce of Sl.JH)ly started the fight for 

market share arrong the industry giants . Until production is 

under control, CPI wine isn't expected to rreet the CPI all items . 

PRICE INDEX GAP 
AMOUNT CPI (All ITTMS) 
IS GREATEF. THAN CPI (WINE) 

CONSUMER 
PRICE INDEX 
(All ITEMS) 

CONSUMER PRICE INDEX 
(WINE) 

n 74 ?6 78 1983 

23 
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The CPI spread of alnost 50% is cause for alann to the 

spirits industry . This industry has taken treasures to correct 

its~ pricing problems . Its action is faulty. Discounts to 

retail are not the industry answer. Fewer labels will increase 

demmd allowing retail prices to go up as a result of increased 

demmd, 

All ITEMS vs. WHISKEY* 
1967 = 100 

PRICE INDEX GAP 
AMOUNT CPI IALL ITIMSJ 
IS CREATIR THAN CPI (WHlSKEYJ 

CONSUMER 
PRICE INDEX 
(ALL ITEMS) 

2001-----+-.,,,~::.;...~~ 

. - • 

. .. 

CONSUMER PRICE INDEX 
(WHISKEY) 

72 74 76 78 8-0 82 

"Both importtd .u,d domestic whisk..y. 

1983 

2 4 

40 1 
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Pricing (cont'd) 

PAUL MASSON H .00 

/(' 
TAnOR CC 13.90 

ALMADEN 5.3.39 
$J.49 ALMADEN 

GALLOU.28/ 

CARLO ROSSI 52.54:...-.,:;;-----__,. / U .57 CARLO ROSSI 
-~,..__ __ __..__ __ __. ___ ____.. ___ __._ _________ ......... ___ _,__ ___ _, 

N/0 J/F M/ A M/J J/ A S/0 N/ 0 

1981 - ----- ---1982 -----------

Sourc~, MaJen Corporation 

2S 

Major brands of Generic california Table wine have been 

waging an intense price war, especiall y in the l.5L or Jug size, 

to naintain sales in a d i fficult economy . 

As the graph s~s, Paul Masson (Vintners International) was 

the highest priced of all brands tracked in November/ December 

1981 at $4.00, but droH?Erl to the second h ighest priced brand one 



year later, at $3.58 after f ollowing a sm:x>th downward trend 

throtJghout 1982. Taylor California Cellars (Vintners 

International) followed the rcost erratic pricing schedule of all 

the other wine brands tracked. Priced at $3.90 in 

Novenber/Decerrber 1981, i t ended 1982 with a $3 . 75 price tag 12 

rronths later, following a year of constant fluctuations as 

illustrated in the accarpanying chart . 

Almaden (Grand Met PI£) remained the third highest priced 

brand throughout 1982, except when i t dii::ped to $3.23 in 

January/ February 1982, undercutti ng even Gallo, which was priced 

at $3 . 35 at that ti.Ire. Except for that deviation, Almaden 

steadily increased its price to a high of $3 .75 i n July/August 

1982, then d.t-ofped to $3 . 49 at t he end of the yea r, .10 cents 

higher than i ts price on year earl ier . 

Gallo, t he nunber one ranked wi ne brand in "1nerica, 

consistently followed the rrost aggressive pi-icing strategy, 

always priced below the other premium brands. Gallo had a $3 . 28 

price tag i n November/December 1981 and followed a fairly regular 

downward trend to $2 . 99 one year later, about . SO cents below 

Almaden and awroximately .40 cents above its <:Mn lower-priced 

Carlo Rossi brand. Carlo Rossi has remained at a steady price 

l evel, $2 .54 in November /December 1981 and $2 .57 one year later . 

It swung up once in May/ J une 1982 to $2 . 83. 
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The strategy for Gallo product 1 ine is f or the Gallo premium 

table wines wil 1 be priced at the l°""' end of the premium wine 

segnent. Carl o Rossi is ?)Sitioned as an econany , or ?)pular 

priced wine, known for quality with an econc:my price. 
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H. Geographic Concentration or Dispersi on 

The foll<:Ming chart shows the top ten United states markets 

for wine. 

Leading U.S. Market For Wine (Cases) 

~ 1978 1979 

California 33,228,169 34,790,152 
New York 15,932,758 16,680,831 
Illinois 7,417,363 7,749,799 
Florida 6,248,345 6,911,528 
New Jersey 6,468,436 6,752,725 
Pennsylvania 5,539,899 6,024,051 
Texas 5,342,537 5,911 , 515 
Michigan 5,481,833 5,514 , 540 
Massachusetts 4,971,603 5,210,356 
Ohio 4,722,612 4,681,485 

Total Top Ten 95,353,555 100,226,982 
Total o.s. 146,457,838 154,374,652 

Top Ten to U.S. 65 . 1 64.9 

Source: Standard and Poor's Industry - Surveys Jan. 1982.26 

The significance of the chart shows that 23% of the wi ne 

oo.siness originates in cal ifornia. califomia consmies s lightly 

over t wice as rruch as the second leading wine consuming state , 

New York. New York accounts for 10% of total consunption . New 

York is r esponsible for the largest consurers of .i.np:,rted wi nes . 

Illinois , the third largest consurrer of d s t ic and .i.rrp:nted 

wi nes is the number one consumer of Sparkling 1,,,ines . Illinois 

accounts for 5% of total wine consmption . 



I . F.arnings 

Based on the cost per case to the wholesale trade, the 

earnings on the brands are as follows: 

Brand J•n. Feb. March April M•y June July Aug. $cpl. Oct. 

CALLO Chablis 
Blanc Sl0.79 SJJ.29 Sl0.79 SIJ.29 Sl0.79 SIJ.29 Sll.29 S12.79 S10.79 S12.79 
CARLO ROSSI 
Chablis 8.76 8 .76 8.76 8.76 8.76 11.76 8.76 8.76 8 .76 7.76 
ALMADEN 
Mount.tin White 
Chablis 12.85 H .85 14.85 l◄ .85 12.85 14.85 12.85 12.85 12.85 14.85 
CALIFORNIA 
CELLARS 
Chablis lJ.50 13.50 13.50 13.50 13.50 13.50 13.50 13.50 13.50 13.50 
f>AULMASSON 
Chablis IJ.85 l l.90 13.90 11.90 13.90 11.90 13.90 11.90 13.90 11.90 

INGLENOOK 
t,;avallc Chabli.s 12.61 15.11 12.61 15.11 12.61 15.11 12.61 15.11 15. 11 15.11 

COLONY 
CLASSIC 
Ciublis 512.69 510.19 512.69 S 9.69 Sl2.69 S 9.38 Sl2.69 S12.69 S 9.37 S 9.34 

•Free on board-Supplier's price to wholesalers in alfirmation s1a1es. excluding freight and st.lie tans. 
Source: Massachuselts Be,-er•ge Reporting Scrvi<e 
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Average Gallo case is $12,08, average profit per case to 

wholesale is $3,03 a case or 22%. 

J. Technological Innovations 

Nov. 

S 9.79 

8.76 

12.85 

13.50 

13.90 

15. 11 

S 9.34 

A fundamental shift in the wine and spirits industry ' s new 

prodtrt activities is taking place. The awroach to new prodoct 

45 

Dec. 

S12.79 

8.18 

14.85 

13.50 

11.90 

15.11 

5 9,34 
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developnent has beccme roore systematized and is based on better 

constner research. In sane cases, it is carr ied out by sep:3rate 

departments, 1TOst of which have been set up in the l ast five 

years . With spirits, the goal is to find growth areas i n a 

declining industry, its growth is s lowed corrpared to 

expectations. Product innovation is the way to expand volume and 

protect market share, rut i t carries great risks and rewards . 

Seagram.9 has been one of the roore exper imental corrpanies, 

another innovator sees ~h of the new product activity as 

imitative . With one of the roost widely copied product services, 

Bailey's, International Disti llers and Vintners (I .D.V. ) has a 

unique perspective on the market. A few years ago, the deluge of 

new introductions followed Bailey' s . The current situation i s 

sanewhat different, but t he ercphasis now seems to be on t he low 

alcohol beverages, with a refre shment or ientation; either wine or 

spiri t level . SUch new product activity is a p:,siti ve 

develorrnent that reflects the growing carpetitiveness of t he 

i ndustry. \'that 1.0.v . has done is att.ent:>t to read conswner 

preferences and develop prooucts t hat address those prefe r e n<.;es . 

Tl«> coopmies with the largest ccmnitrnent t o ner,, product 

developnent in the United States are undoubtedly J .E. Seagram and 

Sons and Grand Met (PI£) -Heublein Spirits & Wines Carpany, both 

of which have sep:3rate new product deve lopnent divisions. 

Heublein actually has one each i n its wine and spirits division, 



which are coordinated on the coq:orate l eve.l by t he Senior Vice 

Presi dent of Planning and Developnent . 
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There is a growi ng concern about health and social concerns 

about alex>hol, and wider female participation in the alcoholic 

beverage market . These changes are rrore fundarrental t han style 

and fashion. Heublein is ncM trying to devel op beverages to fill 

the constner needs irrplied by such shifts in consurer attitudes 

and preferences. 

The marketplace selection i s a survival of the fittist. For 

every winner there are many l'OC)re l osers. Several years ago, 

Shiefflin introduced a Proprietary liqueur called Nererra, which 

researched, had great consuner potential . The flavor was a 

chocolate sherry liqueur. Consurers seerred to have changed their 

minds once i t reached the marketplace. 

other failures were ( Seagram' s ) Arie 11 e and Von Konig 

Silbervasser. 

K. SUbstitute Prcxiucts or Services 

M-li l e light wines are not by definition a substitute product , 

they are an alternative to the 10-19% wines and 80 degrees plus 

spirits . 

Light wine was i ntroduced in 1981, and the alcoholic industry 

enthusiastically predicted it could match the success of light , 

l~ calorie products in other beverage categor ies. The 

developnent of the light busi ness was to be part of wine 's 
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initiation into big-time beverage marketing, luring new users to 

wine and creating new-use occasions for existing wine consumers . 

Light beer and soft drinks had both achieved 15% of their markets 

without seriously cannibalizing existing lines, so it seemed 

logical to asSU"ne that light wine products could do the same . 

It is still within the realm of possibilities , especially 

taking a longer-term view, but light wine marketers have become 

nuch rrore cautious in their predictions as the inherent 

difficulties in marketing their light wine have become ai;:parent. 

This is not to say that light wine is a con:plete failure, rrore 

than 3 million cases were sold in 1982, a sizable number f or a 

brard new category launched at the beginning of a l ong, painful 

recession. 

But, acceptance has not been across the boa.rd, wit h some 

parts of the country resisting the concept. Getting repeat 

business after initial trial has been a proble:n for some brands, 

and many in the industry feel that consumer awareness and trial 

is still low even though rrore t han $10 million was spent 

advertising light wines in 1982 and less than S? mil l ion in 1987 . 

Substantial advertising i nvestments are still required, and the 

major factors, Paul Masson and Taylor california Cellars, a r e re ­

evaluating whether those dollars might be better spent developing 

their regular business. 
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The p:,tential of light \,,i ne as a category l argely depends on 

the decision they make, and in 1983 light wine producers had 

considerably scaled back their l ight advertising budgets. 

Vintners I nternational has d.rofl)ed all television for the lights 

and is using a little print as the alternative advertising 

medil.11\. This has to lessen the categor ies ' gro.th p:,tential. 

Many winer ies have, in fact , been discontinuing the light 

wi ne production. case in p:,int, Sebastiani Winery of california . 

Li ght wine, if it continues as a category, wi ll be 1rost 

successful i n the food stores . The following chart will show the 

light wine share of dcrnestic tabl e wine off-premise (grocery, 

liquor stor es) sales in five major markets . (The table reflects 

figures when light wine sho,,,ed p:,tential.) 2 8 

. • ucm WJNESHAR! dr boMESTic TABtE WN 
OFF-PR£Ml5E S.AUS IN RVE MAJOR MARK£IS 

1981 1982 

S«pl.-Oct. Nov.•D«. l •n.•hb. Morch•AprU M•y-Junc July-Aus, S<pt,-Ocl, 
~ M~rnt Tot~ 1,S,,._ 1.6% 2.0% l.J% l .6,r, J.8% J.s,r, 

:-Jew York 0.6 08 J.2 2.0 l6 2.8 2.4 

Boston 1.4 l..S 1.8 J .4 4 0 4.J J .8 

Chicago 2.S 2.4 2.1 4.2 5 I 5 .J 5.1 

Los Angeles 1.3 1.7 2.0 J .7 l .8 3.8 J .7 

Food Storn 1.4 1.8 2.1 4.0 4.0 4.0 J .9 

Liquor Stores l.O 1.0 1.1 1.9 2.6 2.7 2.9 

San FnnctKo 1.7 1.4 2.4 J .O l.l 3.S J .2 

Food Stores 2.1 1.8 3.3 4.3 4.l ◄ .5 4.1 

Liquor Storts 1.n 1.0Y. l .◄ Y. l.oY. 2 a 2.5~ 1 n 

Sourer: A.C. Nitl~ n 



The f ollc:Ming table shows brand shares of light wine 

category . 2 5' 

BRAND SHARES 
LIGHT WINE CATEGORY 

1982 

CALIF. CELLARS UGHT 32.1% 

MASSON UGHT 30.5 

LOS HERMANOS LIGHT 13.7 

ALMADEN LIGHT 12.2 

SEBASTlANI LIGHT 4.6 

OTHER 6.9 

TOTAL 100.0% 

Source; Mark.et Watch c ]983 

1983E 

31.7% 

31.7 

18.3 

7.3 

4.9 

6.1 

100.0% 

For those marketers who have made a comnibrent to the 

category, the c rucial question is whether to divert resources 
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that could go to wild their regular lines. If they choose not 

to, they take the r i sk t hat the category's EOtential will go 

unrealized. As the industry likes to EOint out, the first light 

beer on the market was a failure, and it took Coca-Cola ten years 

and $146 million to build Tab up to its current market 

EOSition. 30 

LICHT WINE BRANDS . 
COMPARATIVEANALlSIS 

Alc.ohol J.vcl C..loriespcr 
rand T:r:f! AvallabWtr S~c Av.U..bUJt;r: jOabUsl 100 ml. (CNblh) 

:AL.IF. CELLARS LIGHT ChabliJ, Rhin~ Row 7SO ml., 1.5, 3 liter 7.91, SJ 

V.SSONUCHT Chablis, Rhine, RoM 750 ml., 1.$, 3 liter 7.1 49 

OS HERMANOS LIGHT ChabliJ, Row 1.5 litu , • •liter bo>< 1.7 S7 

, LMADEN LIGHT ChbliJ, Rhine, Rose 750 ml .. 1.5 liter 7.0 48 

EBASTIANI LIGHT White 1.5 liter 9.71, 57 

ouru, Marut Watch c 1983 



L. Concentration of Sufplier/ Custcmers 

'!he wine industry is headed by E & J Gallo, which is family 

~- They make Gallo, carlo Rossi, Andre, Polo Brindisi, 

Bartles & Jayrnes and others. Gallo has a,wroxi.mately 44% of 

sales in the total wine market. 

The shares for the seven leading wineries are in the 

follCMing chart. 

Leading Wine Marketers31 

(In Millions of 9 Liter case Depletions) 

Operation 1985 1986 cases % Share'86 
Gallo 64.2 54.8 - 9.4 - 14.6 43 .5 
Grand Met 23.0 21.3 - 1.7 - 7 . 4 16.9 
*Seagrams 4.0 9.3 + 5.3 +132.5 7 .3 
Banfi 11.6 9 . 5 - 2.1 - 18.1 7.5 
Cmadaigua 13.2 8.2 - 5.0 - 37 .8 6.5 
8~-Foreman 16.9 4.9 -12 .9 - 76.3 3.8 

TCYI'AL 156.6 125.9 -30.7 - 19.6 

*Coolers 

The top three states for wine const.rrption and concentrations 

are california (38 million cases i , New York (20 million cases) , 

and Illinois <12 million cases) . 

M. Changes in End-Ose Patterns The con.surer profile has stayed 

rcuch the sane . Marketers said t hey were going after an upscale, 

college-educated, working, male/ female, between the ages of 25 

and 49. There has been slight adjusbrents frcn brand to brand . 

Seagram's sees a stronger developnent i n the 21 to 35 age group 

for coolers . Almaden is targeting a younger group, 21 to 25. 

The Taylor brands has assessed its market as slightly roore male 

than their original estimate ,of only 30%. 

Sl 
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Wine consmption in the Uni ted States has been on an uptre nd 

for rrore than 15 years. 'l1lere is a lot of rcan for expansion on 

a geographic basis in the United states . t-bst of the wi ne 

CX)n.stitm is in the Western and F.astern parts of the country . The 

Mid-Eastern and Central parts of the United states f orm a large 

area that has the p::,tential to expaoo. 

'As the chart indicates, the growth of const.Dtption is in the 

away fran bane market. flri.s growth is caning at the expense of 

at hane constnption. 

Table 25: Personal Consumption Expenditures for 
Alcoholic Beverages at Home and Away from Home; 

• 1976, 1982·1986, and 1987 
1,n m,'1•ttns of cu11, n1 don,i;) 

AJcollohc Be,er, ,~ E,;:ena,1ures .... 
J,.way 1rom 

PCE IOI 
J.! Home Hone All Food ano 

Year \J . e Sm11 VJlue Snare le:.. B"erages 

1987' 35 12 S9 6 24.245 •a• 59 ; ~ 513,177 
1986 .... l5 8:16 &O 8 23.1 J9 39 2 ~9 :~s 497,802 
1985 . . .. • ......... 35 017 623 __ . ZJ.231 377 56 :~ ◄72.799 
19S◄ .. . . .. . . ...... 32,950 623 19 910 377 52 65J 448.453 
1933 ••••• •• ·••• 33 306 638 18 866 "36 2 ~2 '·2 421 888 
1982 ..... ... ... . . . ) 1 149 64 l 17 801 35 9 4Q · :J 398 825 
1976 20 338 ~ 3 11 269 35 1 ) ' ~-. 236.158 

'Es1,m,1eo 
SUURC£ US Oe0Jr1me,1 01 Convneicc. Bu,eJu or Eco110m,c An. , s-s EsomJtes oy 

lnteina1,o~ Traot >-om,n,su, 0011. 

3 4 

U.S. industrial outlook - 1988 - Food. 

Beer has increased in all age groups . The 21 to 35 age 

groups are the biggest consumers of beer. Beer constmpt.ion has 

been rising at a rate of 3.4% annually, making it the first 
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fastest growing beverage. The United States is the seventeenth 

largest con.stKner per capita and is the thi rd largest p~. 

The average adult constines about 182 gallons of liquid per year, 

only 2.5 gallons of which are wine, 1.6 spirits, and 23.9 beer . 

It is estimated that all beve rage grc:Mth is caning frcm water 

con.surption. 
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N. Regiona.1/ National / Foreigrn Opportunit1es/ Cc.,q;ietition 

Inported wines were taking an ever increasing share of the 

total United states wine market, accounting f or 17% of American 

table wine consurption in 1975-80. I t i s a trend that began in 

the early 1970's and accel erated toward the end of the decade. 

The California wine industry was relatively unconcerned until 

recently . Inports m:::>re than doubled their table wine volune fran 

16.8 million cases in 1975 to 35 mill ion cases in 1986. But, the 



increase California table wines had in the same period was irore 

than inp)rts total volume, and in 1986 California table wine 

shiprents stood at a healthy 586.6 million gallons . 

Irrp:>rts of table wine by country of destination was off in 

1986 by 25.5% . The decline of United states el<!X)rtS is 

considered an economic one . With the strength of the United 

States dollar in foreign countries, the cost per unit has been 

driven up at the consumer level. 

The f o ll<:Ming table will .shc,..i the i.np)rts of table wine by 

country of origin. 

Imports of. wine by country of !)rigin ·· ,-•• ' : -
I - ("• :""Jo"'°' • - • - .. ,. 

(!n thousands of gallons) • • • • • • · •, · ' • . ~ ; •:.•.1· w Gor• .. Oiher I 

Year ~ lt1ly • Fri .net ,...,1 So,in Poni,;1 coun11111 TOli l 

1986 50,51 1 30.0, 3 9,6::6 7,835 • .051 6.503 108.699 

1~85 68.763 32.728 1•.827 8,297 4,c2'3 . 7,260 136,704 

1984 73,154 32.002 16.353 9,096 5, 138 RS,652 142.4 11 

1983 7 1,487 . 25.351 15.• 29 8,090 4.]CS 5,9'4 131 ,006 

1982 70,017 20.:m 13, .&32 7,893 5. 1ea 5,370 122.089 

198 1 66.287 17,539 13.215 7,150 5.505 • .957 114,7 13 

19eo 59.545 13,294 11.a • • 7,469 5.798 4,527 102,507 

1979 , a., 02 15, 133 11.oc:9 6,603 6 C:", 4,103 92. 169 

1978 •5.437 16.3S2 13,9 ' 1 1., ss 6.4~.: • , 31 94.076 
19 77 29.067 13.3 15 10,5 11 6,458 5,838 3,483 68,722 

Scurci : Win• tn1tih1t1 , u p1,.1t.ka11e< l.tt w 11.u 4 v.cn., 
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So 

This next chart, share of market t rend, shows the change in 

share of i.np)rted wines. As -he chart indicates, all major 

countries are in a decl ine. 

IMPORTS OF TABLE WINE INTO U.S. 
lJNiions ~ nlne•lll!I uses) 

GrowUI Rateu Percent Change' 
Jan. • Sept. 1975- 1980- Jan.•Sept. 

Country 1975 1980 1985 1986 1986 1987 1980 1985 1985-1986 1986-1987 
Italy 5.0 22.8 2◄.6 16.6 12.7 95 355~ 1.5CMI -32.◄CMI -25.6% 

France 3.1 ◄.8 11.6 10.3 7.6 S 4 9.0 19.4 - 10.8 -28.8 
Germany 2.6 4.9 6.0 3.9 3.0 2.1 13.8 4.2 -34.6 -28 5 
Portugal 2.8 2.◄ 1.9 1.5 1.0 1.0 -3.3 -◄ .7 -18,2 90 

Spain 1.8 0.7 0.6 0.6 O.◄ 0.4 -17.1 -1.7 --8.5 -◄. 1 

Other 1.5 1 .◄ 2.2 2.0 1 .◄ 1 .◄ - 1 .◄ 9.7 -12.0 -1.4 

TotaP 16.8 37.0 47.0 35.0 26.1 19 8 17 2CMI ◄ 9% -255% -23 9% 

SHARE OF MARKET TREND 

Country 1975 1980 ms 
.Ill.· Se~I. 

1986 1986 1987 
Italy 29 8% 61 .7% 52Hti 47 5% 48.8% 47 7% 

France 18 6 12 9 20 29 6 29.2 27.3 
Germany 15,3 13 3 12 9 11.3 11.3 10 7 
Portugal 16 9 65 4 0 4.4 3.7 SJ 
Spain 10.4 1.9 1 3 1.7 1.6 20 

Other 9.0 38 0 5.6 5.4 70 
TotaP 100.0C!II 1000% 100 0% 1000% 100.0% 1000% . ......, ____ 

' 1-ued•_...... .... 
•A.10Cll:lil fl (....,_.., .. tl'Ni.a.. ...... 

Souru: IMPACl DATAIAIII( Cl ltU 
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~m:; REQOIREMENI'S 

A. Patterns of Distribution 

The beer, wine and spirits indust ry is a three tier industry. 

The SUfPlY chain of manufacturer (i.nporter) -- distributor -­

retailer -- conStKrer is traditional i n nost stores. Out of 50 

states, 18 are Control States which means the sale of alcoholic 

beverages nust be conducted through state owned package stores . 

of these 18 Control States, 13 states may sell wine in grocery 

and drug stores. Distilled spirits in all c.ases must be sold in 

state controlled outlets . State control ifl1?edes the chances to 

inprove the sales of all brands in the industry. 

8. Chains Are Discovering Wine 

D.lring the past decade , the supermarket s and drug chains have 

becane roore interested i n handling wi ne a nd , to a l e sser extent , 

liquor. In 1978, 43% of al l s upermarkets sold wine, according to 

Progressive Grocer Magazine. By 1980, the percentage had grown 

to 48% representing awroximately 1,650 rocire supermarket s 

stocking wine. OnJy 15% of all supermarkets carry liquor . 

C. Traditional Consunption Patterns 

The enphasis on beer i s part of t he supermarket ' s continuing 

philosophy of offering one-stop show i ng. Starting in t he late 

1960's, and progress ing t hroughout the 1970's, many supermarket 

chains have added specialty departments to the bus iness taking 

away frcm COO'l)eting retailers . For many chains that feat ure one-
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stop showing, beer and wine are up:Jrading their presentations in 

an effort to increase sale.s . Beer and wine are rarely displayed 

on a four-foot section in the middle of the grocery aisles; 

rather, it is given a prime perimeter location, near meat and 

produce. According to n-ost supermarket executives, beer and wi ne 

has becane a hot department due to consumer demand . 

Research cxmducted by R. H. Bruskin Associates (visiting 

2, 504 households representing a cross- sectional sanple of the 

United States) found that of those houses containing alcoholic 

beve rages, distilled spirits were in 45%, beer in 38% and wine in 

34% of these hemes surveyed. Regionally, there were no alcoholic 

beverages in 57% of the Southern hares COl'!'{)iired to 28% in the 

Northeast. Of those hares without a lcohol , 20% had incomes of 

$35 ,000 or IOOre. Wine was in 33% of the blue col lar hares , while 

45% of the whitle collar hares reported having it . The Pac ific, 

New England and Mid-Atlantic regions and the States with the n-ost 

consuner dollars spent on wi ne, repectively. 30 

D. Bases For Purchase/ Sale 

The alcohol ic market is currently being segrrented by price as 

either pop.llar (mass market), premium {better qual ity) or super 

premium. 

The pace of the alcoholic market is picki ng up as well as 

~tition and wi ll continue to do so i n the pop.i.lar and premium 

priced segnents. Alcohol consurrers are starting to trade-up in 



their perceived sel ection of iwine . The rrore image conscious an 

alcohol beverage is, the better its c hances of survival on the 

retailer ' s shelf. 

Apparen t beer consumption by type 
(In millions of barrels)"-• ' c • • J 'Y J;.\ . , ... ·: ,..,_, 

• • , • • • I i, 1 ' .. t '.f • 

.. •t- : • T'I~·· . .. I " 

' ., 
11980 

Popular ·==- ·.Jc~:. .. I, . S5.4 • 30.0 • .30.5 36.0 
Premium.:.- .• · :----: · 71.8 102.3 94.8 . 87.0 

• S•per•premiu~..:-'~ 5.0 11.5 10.1 • 9 5 
llghl ' • • '. :.~ •~ • • · : 2.ll ' 22.1 •' 3', I 35.3 

. Low 11co11o1J:; -~'(: : : ~ , ,• : i':: 7 , ~- • ,. ~;- 0.8 
: Imported .: 1•1.' ~- ,:, , 1.7. ', 4.6 • 6,3 : 7.2 

Mall llqaOf • • .,. -· 3 6 • 5.5 • 6.4 • 5.8 
Ale • • :•:!._.J":i•:: : NA. ' 1.9 - 1.7 •,: 1.4 
'-Tolal·-' ' "' ·• · ·~- 150.3 17 7.9 183.7 1628 

' 11165 

34.8 
, 85.3 

9.2 
38.5 
0.4 

·- 7.9 
, ,5.5 

1.4 
183 0 

.. HA - H'll 1• 1~1=1,. ' Lua lhan 50,00011i.on1. ' L11u 11,u• l>i1 , .': 
Sovrc.: itnp,e:J Oatab&n~ • • •• •· • • • • 

E. Prcm:>tion Patterns 

,·, .. cl,g. ~ .,: 

• 111s• s~ • 
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Many chains believe beer and wine carplercents cheese and 

other foods related to entertaining. r-bst stores are plac ing 

59 

beer and wine next to the gourrret cheese centers. They are 

usually positioned after the meat sections so shoi:pers can c hoose 

a good beer o r wine to carplarent their main dish . 

For retailers who rely on alcoholic beverages for a major ity 

of sales, t he rronths of November and December determine the fate 

of the entire year. Unless stor es operate in states with strict 

price controls, rrost supennarkets will s lightl y lower their 

retail price of wine duri ng t he hol idays . Accustared to wheeling 

and dealing on groceries throughout the year, supermarkets are 
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apt to jurp on any deals offered by the distributors and r:as s 

along these savings to customers . Beer, on the othe r hand, has 

its highest con.stnption May through Sept.arber . Instead of 

dictating to store managers what brand will be displayed during 

the holidays, many supermarket carpanies permit the man a t the 

scene to participate in the decision. By doing t his , the chains 

can better match merchandise they display to the taste of local 

constmiers . 

ORGANIZATIONAL PATTERNS 

Very few manufacturers have i.rrplemented ve rtical integration 

into their channels of distribution . The advantages of this are: 

1) manufacturer gains maxiuurn control over the manner in which 

i ts goods are fhysical l y distributed a nd prom::>ted t hrough a ll of 

t he channel stages. 

To l.Jl1?lement this program, the manufacture r mus t have strong 

capital camri.tments and the producer ' s product line i s broad and 

sales volune high. Unit distri but ion costs wi ll generally be 

greater than traditional channe l s where used . 

Only a few firms engage in vertically integrat ed distribut i on 

channels. Gallo and Foresrost-+tKes son ~n and cont rol up to 10% 

of their distributors . In these few ma_rkets, the di str ibutor s 

have greatly i ncreased their share of the ma rket. The vast 

majority of firms do not have the economic capability to own 

their resellers and find them.sel ves i n an increasingly severe 

carpetitive struggtle with their integrated rivals. To 

counteract the advantages associated with verti cal i nt egrati on 
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and avoid having to make the needed financial ccranibrent, many of 

these finns are adopting a strategy of distributor progranrning, 

in which an integrated marketing system is developed by 

contractual agreements bet-ween a manufacturer and its members of 

the resell er organization . 

E0RECASTS OF FUI'URE 

A. New Products & Processes 

1988 has been the year of "rre-too" brands fo ll<=Ming 1.n the 

wake of I . D.V.' s Baileys, the roost successful new brand are the 

cream based spirits category and CCX>l ers . It is expected that 

nuch new product activity will be i nitiated. 

Four years ago, the deluge of new introductions followed 

Bailey's . The current situation is sanewhat different, but the 

errp1asis ~ is on lc,.v alcohol beverages with a refreshment 

orientat ion, either wine or spirit based, exarrple wine coolers . 

This devel opnent is viewed as a p:,sitive developnent that 

reflects the gr~ing cat{letitiveness of the industry. 

A great discouragement to new product actidty is the lack of 

broa.dcast rredia, ratio and television. The a lternative is print 

~. This fonn of advertising is very difficult to build 

awareness but l ess expensive. Further legal restrictions, with 

regard to sarrpling programs, make it difficult to achieve trial 

by t he consuemr . 

The~ successes are Bailey's and California Ccoler. 

The "Ccoler" rooven-ent at the consumer l evel seems like it 

shot out of rnvhere. With 1983 case sales of awroxirnately 
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1,700,000 of 9 liter cases of wine and fnrit juice blend, this is 

another super success . 

The california Cooler ' s 1983 performance represented a twenty 

fold increase over its 1982 sales of 80,000 cases . In the f irst 

nine m:inths of 1983, it was the tenth largest winery in 

california , This was achieved without any advertising, without 

national distribution, by a srra.11 coopany established to produce 

and market califomia Cooler . The success has been recognized by 

sane of the biggest narres i n the business, J . E. Seagrams and 

Gallo, who are now ful ly into this category with their own 

versions of the product. 

'nie target market for the cooler is assumed that the consumer 

is rel atively young and roore female than male, but she/he cuts a 

broad swatch in tenns of race, income and lifestyle . The 

beverage industry is unsure as to exactly which beverages are 

being abandoned for wine coolers . The product is consumed roost 

heavily during the sunnier rronths, with drinkers roost J i kely 

caning fran beer and soft drinks, as well as table -...•ines. To 

date, the wine coolers ' biggest markets are in California and 

Texas, t""° of the roost i..rrp)rtant alcoholic beverage markets i n 

the country. 
Top 20 cooler branda in the U.S.- 1986 .• . ~·. •• • • • j 
(Ra.nktd by depl1li0111, In miUion1 of nint •llltl c1111) '. ; ' . •" 

i----,----------r---- ,.-------1• 
' t)o ... , .... . ; • • • ·1 

1----,--~ .... ~ c-~ 
A&l'li. .. ...., t'6$ 11M - · •~• N , 

: I ' B•rrlu 4J1y,.., . , •~ 1.SOO 17,000 ., + 128.7< ' i 
., 2 C,b/()171,I C- I . -~ , ./ • . 10,150 11,;QO ' , ♦ II 2 • 
·'3 Su•Co11111ry ,·. · ·. ,,'• .I.~ .• ~ 5,000 10,000 ·,·+ 1000·-: . 
• . . , S1191, ,.•, w;,,, eooi.,, . ·. - :·. -'.· · , .ooo e.JOO :, -+1J2., ·;: 
;, 6 W1w11 Uo111t1urCoow< .. •:,: ' , · .'.:, 3,200 8,900 +112.5;1 
.:., , · ~ · C4.t,i«C«>W - "'\, ,•:~ ;~ : ~ ' 2.800 5.700 ~ .-.,03~8 !·.' 

I. 1:· ·,o,;ow,., c..ow,::~:·,,:,; .;. ,.eoo · 1.eoo . , .. o' ;• 
. ,:a . D• .,.1S1• r1111 ~ ~ .. • \ .,.~ · ; : : :· 0 1,500 "!, NM '':~ 
• .- e· t,C,ouSp11AW1QC<>o/., .• •. -~ ~ .,JIO ~1.000 '_ .+2:u., 

,· 10 CNmp• J• Cooi•r1 .. ··.-: •. :' f•, 0 t _ 950 • • H._, .. : I 
'11 1k.Jrid4W;n• ~ •· -' t. ;,.. ;·~,:,.r /eoo ~'_ 1$0 

1 
·+a..s ·: 

12 , · S••g,•m·, GokJ.,,,SpWlt• -:'~. : ;,.r .,, , 0 ,. 600 .~ .. NM ~ 
13 , _COWflryCool.,., .. ~•,,::,_.:.~.• , .· 6-40 ~-525 , •, -18.0 !: 

1 : " · Amanl• C«>IM • . • •.•--· , , , 1 100 , ,50 , +350.0 : . 
1$ 0-.mo,ttlWilt• Cool.,1'~ •· • ._ •• • • ,..,'.00 ,~,oo ·' ".• :• 0 -
18 $J1idl'1 ·,-' · ·· •..: · ·" .. ;• • • ,', 775 : :150 • .;-,, .54.1., 

·. 17 ; l,(4rg1ri11Wln! C4ol.-.)_' , •,,,_: ... ~115 ·•:300 · - •. •11.• 
18 ().,.och,111 •. ' ' • '! . 180 '1 175 '.' . +7 1,9 , 
19 Wildl-,1hR011 Cool,r -=~ . , 625 250 ,.:· -U.• - , 
20 B1mbry'1Clwmp,_C<>OI., ' ' 110 250 +127.J 
• • • Total Top 20 ' · ' ~ 39,:i95 10,200 ' • + IU 
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To denonstrate the volatility of this category, in just two 

years this picture has c hanged drastically. Though solid m.nnbers 

are not in, Seagrams ' coolers are in the number one position 

followed by Bartles & Jaymes at nurooer two. The rest of the 

picture has changed also. • 0 

OUI'L(X)K 

After o-o decades of i..rr{)ressive g~ in the sixties and 

seventies,~ effectively and imaginatively will U.S . Vintners 

and marketers reS{X)nd to increased CCftl)etition - - foreign and 

domestic in years ahead? 

~ile the U. S. wine industry ' s recent performance has created 

sane doubts about its future, the strides of the sixties and 

seventies can be maintained if foreign and domestic vintners 

institute certain reforms. 

It is reccmneded that irore reasonable production goals, less 

brand proliferation, particularly of cheap, non-SUffOrt brands, 

and a sharp shift away fran prevailing marketing practices that 

wine increased market shares to some 5UEPlier at the expense of 

others, but do nothing to expand the business. Such practices 

include predatory pricing, coup:>ns, deep discounts, deal er 

incentives and the use of advertising themes that say no m::)re 

than "our products are no bett.er than their products." 

In 1988, wine and beer makers are expected to fare reasonably 

well in cooparison with recent years. ConSlil'ption of table 



wines, especially of m:>derately pri ced wines, is expected to 

strengthen scrnewhat, l::ut i.rtp:)rts are unlikely to increase because 

of exchange rates . Deroa.rds for wine coolers is expected to taper 

off. Danestic beer shipnents are expected to rise, rut not as 

rru:::h as inp:)rts, whose growth is expected to duplicate the 1987 

level. Spirits oonsmption is expected to sag still further. 

Adjusted for inflation, the value of alcohol beverage industry's 

shipnents is forecast to rise alx>ut 2. 3% in 1988. 41 

For the malt beverage ccripany, it aft)ears that the single 

nost i.rrportant factor driving long-tenn trends in beer 

conmicption is the so called graying of America. With a large 

and growing ~nt of the EX)pllation rroving into the health and 

diet conscious, over 40 age group, i t aft)ears that the long term 

grCMth in beer consurrption m:i.y be no ore than 1% to 2% 

annually . • 2 

In the spirits category, s,ince 1980 the leading di stilled 

spirits makers have introduced afProxiroately 169 new products , 

86% of which are sti ll available. In 1986, these new products 

arcounted to 7.4 mill i on cases, or 6 .6% of t he top ~~nies ' 

total volume, and 4.4% of all distilled spirits ship:ients . 

Many of the new lines are no m:)1:-e than product l ine 

extensions of premium or super premium labels of yore, but t hey 

have helped shore up the retail sales and ease stra i ns on 

profitability . Margins also have been sustai ned by lower 

advertising and prorrotion outlays. Decreasi ng SllRX)rt since 

1982, liquor marketers spent 19% less on advertisi ng i n 1986, and 
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are not expected to raise budgets significantly above 1986 ' s 245 

million at least for the remainder of the decade. Marketing 

efforts are likely to rest on producers ' ability to pish rrore 

product through existing distribution c hannel s . The ability to 

pick up new brands through merge rs and acquisitions will remain 

an i.rrp:>rtant part of the struggle to survive an increasingly 

CCl'l"f:)etitive environment. The ability to generate a variety of 

choices - even novelties - to a new, rrore rooderate generation of 

sweet-toothed imbibers will becorre a major factor in their future 

success. 4 3 

There are two scenarios for the future. The first calls for 

continuing developnent of new products , new customers and ne,.., 

markets, which will lad to greater over a l 1 growth . The search 

calls for cut-throat competition in the marke place, as well a s 

legislation that would ruin for a few vintners larger shares of 

what might well be a static or declini ng market. 

A. Value of the Price Quality Relationship to the Beverage 

Industry 

When the five year forecast f or the beverage industry call s 

for a very small growth, between negative grcwth a nd 2% growth 

depending on which of the three categories st udied , the need to 

coopete on quality should be priority nunber one. The cost to 

milke up for a tarnished im:l.ge can be two or l'IX)re times the 

original investment to present the proper quality image. 
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The beverage industry has sought to maintain or inprove their 

prof it margin at the expense of marketing st.1HX)rt, or quality of 

their product. Anheuser-Busch is an exception to this tre nd. 

They have in\?roved all areas of quality and proven this concept 

to be correct - their market share continues to increase . When 

quality and marketing SIJEP:)rt are cut in the beverage industry, 

the future will be a negative earnings and growth . The industry 

needs to recognize this and not nortgage the future. 

To understand better the CCft1?lex question why quality 

prarotes profitability, l et us set i t against the other i.mp:,rtant 

dimension customers consider - price . 'I1le following illust ration 

is a value map. The relative price and quality axes represent 

the statistical distribution of businesses in t he PIMS database 

in tentlS of these two variables . Over half the businesses fall 

along the diagonal line, i .e . businesses rep::>rting higher 

relative qual ity a l so tend to report higher prices, while those 

that discount relative to corrpetit ion, also tend to rei;:ort 

0001:)etition to have i nferior quality . But, there a re a l so quite 

a few businesses which, through accident or design, wind up in 

"unusual" positions, either no premium f or high relative quality 

or chargi ng a premium f or i n£erjor qual ity (figure 4) . 44 
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The businesses offering p::>0r value to their cust.c.m:!rs, i .e . 

higher price but lower quality, are losing market share, while 

their OEP)Sites (lower relative price coupled with higher 

relative quality) are gaining share, on average quite rapidly. 

When you examine the operational consequences of share loss and 

gain and its effect on capacity uti lization, productivity and 

relative cost, one of the major benefits of good quality coupled 

with low prices become apparent, as do t he perils of tryi ng to 

the opposite. 47 



68 

But, the benefits of better volume and production costs are 

not the only reason for the profit differences we observe, as 

figure 6 i llustrates.48 
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PIMS businesses report both these absolute levels of 

rrsrketing expenditure and their levels relative to corrpetitors 

measured as a percentage of sal es. As the numbers within the 

b.ibbles show, businesses offering F()Or value spend much rrore on 

rrsrketing t han businesses which do not , and, despite this , as we 

have seen, tend to lose share. Indeed , i f we corrpare t he fe.,; 



businesses offering p:x>r value which gained significant share, 

the contrast is even IOC>re startling. 

Very Poor Value Very Good Value 

Ma.rketing/ Sales 

OOI 

16% 

5% 

9% 

33% 

In BU'll, manifold benefits accrne to those businesses which 

offer better quality: • 0 

. stronger custaner loyalty; 

. r-t:>re repeat plt"Chases; 

. Less vulnerability to price; 

. Ability to ccmnand higher r e lative price without aff ecting 

share; 

. I.£llwer marketing costs; and, 

. Share i.rrprovements . 

CUstomers typically resp:)nd well to good value offered them, 

increasing your share which can mean lower relati ve costs . 

DEVEIDP~ EFFECTIVE PRICE QUALITY REIATIONSHIPS 

In many smal l coopanies,. the general nanager will normally 

react to a carpetitors IOC>Ve by a price cut . In the short term, 

this may provide p::,sitive results . Long tern, this manage r 

(unless uncharacteri stically well financed) "'·i] l deterio rate 

profits and not solve his problem. A better afProach would to 

i dentify where the operation's strengths lie . Whi le rrost srnal 1 

carpanies to not produce all their internal raw mater ial needs 

and need to plt"Chase roost, if not a ll, goods from a outs ide 



suwlier, there are three good options to succeed in a highly 

~titive price market. 

A, I.east Cost strategy 
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Often a very difficult strategy to irrplerrent, the difficulty 

canes fran producing standardized units and delivering or 

warehousing them strategically across the IMrket. the business 

unit should SUH?Ort sub-assembly work, warehousi ng, or 

distriwtion on a massive scale . Firms that use this strategy 

should strive for efficiency of working within the firm's system. 

Because coordination is critical to this system, involvement 

requires stnlcturing nultilateral relationships arrong its various 

business units . 

B. Profitability 

The key to profitability according to various groups when 

working on a per-unit basis of sales, i;:er unit cost t ypically 

falls by about one-thi rd with every doubling in the number of 

ouµ.rt:s produced. ~5 

Because costs per unit decrease with greater production, the n 

t he firm that produces the rrost should have t he largest margi naJ 

cost, 5 ~ When invo lved in a highly price corrpet i tive market lace, 

the key to profitability is sales volurre . To achieve higher 

sales volume and market share, an operat ing business rrust take 

action to meet the deroand by increasing t heir producti on capac ity 

and storage facility. To survive under this strategy as a 

producer or distributor, one rrust constantly review al l 
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technological advancerrents . Operating units rrust be able t o 

switch production procedures and methods nearly instantaneously. 

'lwo exarrples of industry manufacturers who failed to fo llow 

technological advances are the milk container industry and the 

domestic autoroobile industry. The largest producer of glass 

bottles for milk had developed the rrost stable and efficient 

technology for glass bottles . This firm had the rrost to lose; 

therefore, when the technology shifted waxed cartons replaced. 

glass bottles as containers for milk. Whe n demand for glass 

bottles was no l onger there, the substantial investments made in 

plant and equi~t for making glass bottles had to be wri t ten 

off. 

For decades American car manufacturers errphasized reducing 

cost through curulative product ion volume. Managarent 

continuously atterrpted. to stabi l ize technology a nd reduce f wther 

the marginal cost of production. United States car manufacturers 

did not considser technological innovations t hat deal t wi th 

variables other than r educing the manufac turing cost. 

Technological developnents outside of America - i n Japan and 

German - finally made Detroi t r ealize that consumers preferred 

innovative cars. When American auto f irms adapted 

aerodynamically effici ent car tx:x:lies, transactual and transverse 

,EX>sitioned engines and such fuel. By introducing cost saving 
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parts as advanced plastic, graphite fibers, and the dual phased 

steel, the result was a car that was roore reliable and less 

expensive to operate. 57 

A least cost strategy is dependent on responding 

strategically to the envirorurental changes of the business 

envirorrnent. Managers today nust realize the coopetitive forces 

of cheaper danestic and intx>rted products has transformed the 

consmer prochx:t industry into one with fairly standardized 

product market dimensions. 

C. Differentiation 

When a product has produ::t features which is considered 

unique in the industry, that producer has chosen the strategic 

option of Differentiation. 58 This strategy is highly dependent on 

marketing and manufacturing sectors working together closely. 

This strategy eJTFhasizes canbining marketing and manufacturing 

efforts to allow rrodification in existing products and quick 

responses to changes in the nature or volume of dem:lnd. With 

unique outputs, low costs are not of critical inp::,rtance. 59 

Finns can coopete effectively with differentiation products . 

Because lower costs are not \"it.al under this strategy, the f irm 

nust bear the cost of any pac kage rrodification, pac kaging, 

distribution, and advertising. A differentiation strategy allows 

an autaronarous relationship 'between sales and manufacturing. 

Marketing acts as the ccmrunication link between the two units. 

Business units are created to work on a oorket-by-market basis . 
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F.ach independent business unit's nsrket may have diverse product 

requirements, carpetitive forces , and econcmi.c or political 

risks. AB long as ret urn on investment remilins acceptable, top 

nenagers will allow l ocal managers great autoncmy in marketing 

decisions. 60 

D. Ramifications for Profitability and Differentiation 

Prodl.¥::ts that are considered unique are normally priced well 

above production costs. Sales potential i s inelastic to price. 

Consequently, nodifications in existing prochrts and quick 

responses to changes in the nature of volume of demand by far 

supersede considerations that would la1Ner manufacturing costs . 81 

Sane centralized planning and .inplementation efforts are 

likely to boost profitability and i nnovation p:,tentials of 

enterprises with unique products. For exanple, a degree of 

centralized engineering and research and developnent activi t ies 

may provide useful inp.its into the future product planning of any 

one l:x.isiness unit of the corp:irate entity . Sane centralized 

efforts in advertising may save each business unit substantial 

Slit'IS . 6:2 

The centralized awroach allows greater efficiencies i n 

advertising programs . The ol:P)rtunity to use similar prorrotions 

in other markets can reduce production and adninistrative costs. 

With the Differentiation strategy, higher profitability does 

not correlate with greater or smaller production capacity and 

market share. Since the Differentiation awroach is a unique 



ai::proach to :EX)Sitioning your product in the oarket, the price 

positioning of a product is not dependent on producti on 

requirements or market share. 

E. 'The Niche Strategy 

] l 

When a l::usiness unit decides to offer existing products or 

technologically new or i.nproved products to fulfill the needs of 

a particular buyers in the industry, it has chosen the strategic 

option of niche. 153 

Under the Differentiation strategy and the least cost 

strategy, the products are well-known, brand franchise products. 

Aowever, with the niche ai::proach, it is oriented towards needs 

fulfilling products. This strategy addresses specific groups of 

buyers within an industry. This strategy is highly dependent 

up:>n a large and active research and devel op:ent department . Low 

cost production is not as irrp::>rtant with niche as with 

Differentiation. Under the niche option, per unit costs tend t o 

be higher. Since lower production volurre a nd higher marketing 

costs are associated with niche, operating uni t s should be 

prepared to face a slow and diff i cult mar ket to c rack open. 

Without the volume product ion needs being prinar ily under this 

option, the pric ing :EX)licy can be set very high unde r the 

strategy, Under the strategy, all r esources are directed towards 

effectively marketing need fulfilling products wi th consumer 

needs. 
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The market under niche strategy, by its unique and naturally 

smaller market, have only limited Ol:P)rtunities for wide spread 

geographic involvement . The target market is considered high 

incane, highly educated targets. 

Ramifications for Profitability Dnder Niche Strategy 

'!be key to profitability with this strategy is to limit 

prc:xhrtion capacity and then charge premium prices for a given 

prc:xhrt. ~ product availability tends to reinforce consumers' 

high need for the prodtrt and also SlJRX)rts a high value concept 

for the constIDer. 

Dnder this strategy, research and developnent is very key t o 

the success of the industry. As a product becomes successful, 

the CCfl'{)eting technology will foll~ and copy t he success. If 

the lead industry has a high research and developrent deparbnent 

to explore OfP)rtunity , it rrust rem3in flexible to accorrm::xiate 

specific dem:inds for innovation, product or market dem3nds. 

Specific product market choices tend to link an ente rpri se to 

the strategic option of least cost, Differ entiation o r niche . 

But, strategies are subject to change . Sel ect i ng need fu lfi l ling 

products over t ime may be repos itioned to corpcte as unique a nd 

subeequently standardized outµrt.s. The successful firm not only 

chooses a strategic option rut also as the product marke t 

changes , adjusts its strategy and repositions its products.64 
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RE.5FARCH 

As indicated in the hypothesis, the alcohol beverage industry 

is involved i n a highly price COO{letitive enviroment. The 

industry is not a highly profitable one with few exceptions . A 

2% to 5% growth projection is not very a~ling to cash-rich 

CCJTP:l?U-es looking to expand oper ations or diversify i nto new 

growth industries . 

The malt beverage industry is expected to keep growing at 

inflationary l evel s of 1% to 2% for the next f ive years. Wine , a 

growth category f or the last thO years, has slowed to a 3% growth 

rate . The wine and brandy industry until recently has suffered 

fran over production dcmestically and double digit growth in 

shiprents of f ore ign wine, particularly Ital ian and French . 

The spirits industry has nothing upli fting to talk about . 

Nearly all dcmestic producers are si.Itply tryi ng to equal last 

year ' s shipnent figures which were based on the previous year ' s 

decline in shi pnents. 

Profitability is evident i n a ll three segments due to 

marketing expenditure cutbacks or the consolidation of playe r s 

within the industry . 

So, what i s the industry's answer to t he five to ten year 

plan to restore, one, confidence; t hO, growth; t hree, errployment ; 

and four, positive industry a~rance? 
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A. Confidence and Industry AfPearance 

The first awroach should be the education of p:,tential and 

actual users of alcohol products. It is not intended to cover 

this topic, but this point TtUSt be made. F.ducation of the 

consuner to distinguish aroc>ng various products based on product 

used, fulfilling social circunstances is critical. 

Discrimination is a second concern in the education of the 

con.siiner and awropriate to this p::,int. Its irrp:>rtance is 

dem:mstrated in the selection of quality versus non-quality 

products. Quality is defined here as having trne consumer 

attributes. For exarrple, there are several medical articles 

citing the heal th aspect of beer and wine products . A second 

exanple of a tnie consumer attribute could be social enhancement 

through rooderate consmption. The point is that the consurrer 

TtUSt be educated to discriminate for high quality products at 

rooderate consurrption l evels . 

other industries have successfully done so. others have 

educated their consumer to continually search out quality versus 

absolute low cost a lternatives . Several exarrples are: one , 

l'OOClical industry; t,...c, legal industry; three, drug industry, etc. 

The list i s extensive and it is ti.Jre f or the alcohol i ndustry to 

join this professional elite. 
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8. Growth 

Dncontrolled growth is the m::mkey on our industry ' s back. 

Before prices can be raised that reflect a strong bottan line, 

the industry rrust take bold rreasures to cut prcductions to meet 

consmption levels. When this equilibri tin is met, costs wi ll 

decline, prices will rise, arployment wi ll be restored and the 

neoprohibitionist will de-energize their cause . Why? Because 

productions will be equal to or similar to consurrption. 

Remerooering our p.np:>se of the price quality r e lationship, 

people will pay what they feel a product is \oOrth. Thi s rreans we 

~uld not have to discount our good because 5UH?ly ~uld be equal 

to its demand. 

Since it is f oolish to think one industry can c reate a 

perfect suwly and demand rrodel, i t is not foolish to think t hat 

the major elements of a pricing strategy can lead to effective 

profit OfP)rtunities. 

C. The Dynamics of Pric ing 

When a customer carpares products measured is the r;urchase 

price against the relative value of the perfo.nnance it expects 

£ran the product and the service it expects from its supplier . 

Of the three factors, performance, service, price - price seems 

to be the least subjective. (For rore on this, see E. B. Ross 

"Making Money With Producti ve Pricing." ) 

The price charged for a good can be disguised t o nake it 

ai::pear nDre attractive than it actually i s. For exarrple, some 

industrial catp:mies will separate the taxable portion of the 

good fran the CX)st of the product. This allows the retailer to 
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subdistrib.ite to price the product without double taxing the 

good. Another exarrple would be to separate the set up costs to 

maintain the a~rance of low unit prices. others are, volume 

discounts; year end rebates; credit tenns; and inclusion of 

transportation costs. These and other rrethods of structuring 

prices can alternately influence the custarers ' perception. 

The timing of price changes is another rrethod to influence 

the custaners' perception. An exarrple, an alcohol distrihltor 

who foll<:Ms a ~titer's price hike by 2-3 weeks can be 

considered a lCM cost distributor who begrudgingly raises t heir 

price because their stJEPlier has raised theirs . 

other factors go into detennining a price of a good. Faulty 

infonnation derived fran ill concei ved r eporting fonns, or the 

sinpl e lack of understanding as to why t he conSUirer has p.irchased 

the product . 

These i.nperfections determine the degree of pricing freedom 

and open the door to signi ficant profit inprovement through ac ute 

pricing . 

In the alcohol beverage industry, it is rare for a product to 

be sold to consuners based on quality attributes . The result is 

the consuner will usually buy the medium priced product . He /she 

trusts this pirchase, feeling they have not p..irchased "rot gut" 

or excessive high end goods . The price band in the alcohol 

industry is not very different than the price band of other 

industrial products. 
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The price band for the beer industry is very similar . Both 

have a bell shape indicating t he major ity of the con.suner s 

p.i.rchase close to a nonnal frequency distribution curve . For 

many industries, a spread in consurrption on the curve is 10 

percentage p:,ints. For the malt beverage i ndustry, the spread 

averages 12. 5 percentage points. 
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The price band exists on the demand side because the consumer 

tends to stick with the familiar choice. Also, f or sorre brands, 

substantial price cuts are used to switch the consurrer. On the 

SUR)ly side, differences anong corrpetitors, such as in run 
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length, transportation costs , product quality, features, and 

performance, in seivice, any pricing terms and conditions, or in 

sales efficiency and effectiveness - contribute to price 

variations. other variables that affect the price band are the 

level of carpetition, and the ratio of Cl.l.St.cl(rers to suwliers. 

Both will widen the price band. 

'I1ie malt beverage industry provides a sinpl e illustration of 

how the price band varies between quality segments. In the case 

o_f the low quality produ:::t., the equivalent of a corrm:xtity, the 

con.stner price band is very narrow. But, in the premium plus 

range, the price band doubles to $.54 a 12 ounce serving. The 

price variance depends partl y on the way the customers perceive 

quality and partly on the ~titive intensity in each segrrent . 
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The degree of strategic pricing freedan open to any SUFPlier 

depends on t~ variables. On is the COTl)etitive intensity, as 

defined by the uniqueness of the product or t he minber of 

9UFPliers bidding on an order or market. 

The second detriment of the pricers freedom 1.s the products 

perceived value is to the custarer, defined as the benefits t he 

custaner expects to achieve f ran i ts prrchase relative to a 

substitute product or no p..irchase at all. 

Once marketers understand whe r e their products fi t into the 

quality picture, they can easily take advantage of pricing 

ORJOrtunities. 

In catbination, t hese two variables - conpetitive intensity 

and perceived value - is the essence of pricing policies. 

Any rusiness in the alcohol industry can be assigned to one 

of four categories within this frame ~rk, In the ~r left­

hand quadrant are the speci.a.lty products such as a fine 
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California boutique wine, premiun scotch and super premium beer= 



products characterized by high perceived value and lCA\I 

ccrcp:?titive intensity . 
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Pricing is a high leverage independent variable in such 

businesses . In the lCA\ler right-hand quadrant are products like 

p::>Elllar priced beer, generic bourbon and generic table wines= 

cx::mood.ity businesses characterized by low econcmic value and high 

cx:npetitive intensity. Here, pricing is a dependent variable 

based on the intersection of 51.Wly and denend curves . In the 

1~ left-hand quadrant are pt'Oducts like cream liquors, 

microbreweries, blush wines. In these businesses, carpetitive 

intensity is very lCA\I, and pricing, though subject to certain 

constraints, can be considered a largely independent variable. 

Finally, in the upper right-hand quadrant are inp::>rts like 

inp;:>rted wine, beer and spirits , characterized by both high 

econcmic value and high coopetitive intensity. For these 

products, pricing is a semi-independent variable, limited m3inly 

by the cx:npetitive intensity factor . 

The available latitude for pricing in the alcohol market can 

be easily seen when the pricing framework is coupled with the 

concept of the price band . In the speciality quadrant , the price 

band is usually both wide and easy to shift. Customaril y, a 

threshold product has a wide band that is difficult to m::,ve until 

the market begins to rec:x>gnize the volurre of the product. In the 

super-premitwn and inp;:>rt segoent, the band may vary in width but 

is alnost always imrovable . In the cormodity ~nt, the band 

is both narrow and fixed.~ 5 
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F. Pricing Bands in the Pricing Framewor k 

Exarrples : Exarrples: 

Inp:>rted 

calif. Prem. Wine 
Prem. ~stic Scotch 
SUper-Prem. Beer 

Exanples: 
Cream Liquors 
Micro-Brewers 
Blush Wines 

Beer , Wine & 
Perceived _______ Sp_i_r_it_s __ _ 

Econanic : Specialty : Irrp:>rts 
Value: High I 

I.ow 

:, \ 

:Breakthrough :Ccmrodity 
:Products I 

/ ' 
Low Ccrrpetitive 
Intensity 

I 
I I 

Exanples: 
Po[:ular priced 
beer, general 
wines & spirits 

Specialty - Pricing is high ! eve.rage independent - variable. 
Price band is wide and easily rooved. 
Ircp:>rts - Pricing is a semi-independent variable. 
Price band is of varying widths and di fficult to m:::,ve . 
Breakthrough Products - Pricing is an independent variable. 
Price band is wide but hard to nove. 
camvdity - Pricing is a dependent variable based on SUfPlY 
and demand. Price band is narrow and vet) ha.rd to rrove . 

G . Pricing strategy - Price Discrimination 

Thus far, we have analyzed the current and projected shape of 

the alcohol industry and 1-x:,w certain segments fit i nto t he 

industry. ~ assurption appears that ccr.mand of all consurrers and 

every con.stK"Oer is charged the same price for the product. 

Carpanies can at t:i.Jres take advantage of these diffe rences in 

demand in order to increase their prof it and price discrimination 

is the method by which this is accoopl i shed. Where legal, price 

discrimination means that the finn charges different prices . For 
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exanple, price discrimination can ocx::ur when a distributor charges 

different prices in its super-premium, premium, etc. and irrp)rted 

brands or perhaps when a retailer is capable of p.u-chasing a large 

quantity to receive a certain discount versus the snaller arrount 

who can only pirchase a smaller quantity. 

Certain conditions are necessary for the firm to be able to 

price discriminate. Fi rst, a corrpany nust p::,ssess some market 

p::,wer. Second, the demand factors for the individual censurers or 

groups of consuners nust differ. Third, t he different markets rrust 

be separable. The COO'{lallY rrust be able to identify the individual s 

or groups of individuals and segirent them. 

Under first-degree price discrimination, the 1tost extreme form 

of price discrimination, the firm ~uld t reat each i ndividual ' s 

dE:'!IMnd separately . That is, each con.surrer wi ll be a separate 

market. The firm then maximizes its profit f or each individual 

oonsurrer. The COO'{lallY realizes a profit as large as cost is not 

net or exceeded. 

* This discussion is adapted fran F. M. Scherer, "Industrial 
Market stnx:ture and F.conomic Performance" (Chicago : Rand lt:Nally , 
1980) , FP· 336- 37 . 
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A potential application of this method is the autorrobile 

industry . Uooer this system, a sticker price is posted, but then 

they actually sell the car for a price deternuned in negotiations 

between the buyer and salesperson . 

First degree price discrimination is expensive to inplement 

since the catpa.ny rrust detennine each individual's denand faction. 

Second-degree price discr iminati on is scmewhat sinpler because it 

requires the finn to consider groups of consu:1ers . An exanple of 

this would be retailers of luxury goods. The strategy here 

consists of introducing a new product at a high price. Then after 

a period of time, the finn reduces the price and sells some 

additional units. This process is continued until the rcode l is 

replaced. 

Third degree price discrimination is the form JOC>St nonnally 

encountered. When producing third-degree price discrimination, the 

finn separates the cons\.I'Oers into~ or m::>re sulna.rkets, the n sets 

the prices in these markets that will maximize prof its . 

Exarcples of third degree price discrimination are all around us 

in today's market: drug stores offering discounts on drngs to 

persons over 65+ . Airl ines offering different prices f or the 

business traveler versus the vacationing tra\·eler, etc . 4545 

Three other pricing m::>dels that are frequentl y used are : one , 

limit pricing; two, cost-plus pricing; and three, predatory 

pric ing. 
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Limit Pricing 

'!his strategy is :irrplemented when an attenpt to maximize l ong 

term profit is concerned. Onder this strategy, price ~uld be set 

so as to discourage or e liminate the entry of new COIT{)etitors into 

the market. The concept is s inple . In the short-tenn, the price 

0£ a product is sol°"' it discourages any carpetitor fran entering 

the ru.siness . However, the corrpany nust f orgo profit to limit any 

~titive entries in the market . 

Cost Plus Pricing 

This is the method in which roost ru.sinesses set their pricing. 

In cost plus pricing, the corrpany determines its average total cost 

then adds a percentage mark-up, or margin, for profits . 

Predatory Pricing 

This form of pricing would have as i ts objective the 

elimination of rivals. If a firm desires to eliminate its r ival s 

fran a market, it is necessary t hat the f i rm set a price that is 

bel°"' the ave rage total cost for the riva l ' s f i rms . Whethe r o r not 

such a pricing plicy is "predatory" depends on the relation bet ween 

the price set and the firm ' s own average total cost . The f i nn has 

or to e liminate ineff i c i ent r ival s . This is a long-run pricing 

EOlicy . 157 

Predatory pricing is a very controversia l EOlicy. Many in the 

wine industry have accused E & J Gallo (a private corrpmy) of such 

a EOlicy. '!he existence of their EOlicy came to surface when Coca­

Cola entered the market with their Wine Spectnrn division. Gallo 

increased the service and price coopetitive level to such a degree 

it eventually forced Coca-Cola to walk away fran t he wi ne business. 
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Full Cost 

Al 1 these pricing policies are fine and used by many coop-mies 

in and out of the industry. However, if you are al ready entrenched 

into the market, either high or low volt.me, and you need or desire 

to raise your price to raise profits, a careful strategy nust be 

errployed. The best strategy to use is a full cost method. Under 

this strategy, all costs st£h as production, marketing, sales, 

discounts, training, delivery and administrative should be built 

into the writs cost . If the product is already in the market, this 

is a great OEP)rtunity to ~lerrent this strategy and increase your 

desired margin. 

8. Tactical Price St rategies 

The tactical awroach to establishing an effective price policy 

is to establish an explic it guideline that i ndicates whether, 

because of the corrpany's cost position and the customers ' 

ci.rcumrt.ances and characteristics, the price quoted on a given 

order should be equal to, !<:Mer than, or higher than t he 

carp:!tition's . 

The following grid is designed to provide specific guidelines 

to control your operation ' s pricing. 

The grid uses b.u factors, cu.staner's price sensitivity and a 

cacpany's market share position. In general, when the custcroer ' s 

price sensitivity is high, it makes gcxxi sense to match or 

underprice caitietitors, the reverse if it is low. 
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Many operations who wish to set up a pricing department are 

not aware they already have a st ructure in place . r-bst have the 

structure there, and their need is in organizing and collecting 

pricing data. The following is a step process to organize the 

data : 

1. Marketers nust gather a great deal of infonnation about 

market and custcme.rs' characteristics, conpetitor capabilities 

and actions, and internal capabilities and costs . After thorough 

and imaginative analysis, marekters can use this information to 



draw up pricing p::,licies and guidelines that can be translated 

into customer specific pricing tactics . 
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2 . Collect and analyze price data for each product early in 

the develqmmt process and continue throughout the prcxluct's 

life . Sources of customer and ccc:rpetitor data are the sales 

force, targeted custcmer interviews, carpetitor sales literature , 

trade fUblications, security analysis rep:>rts, and fonner 

enployees of custcmers and coopetitors. Ose infonnation gathered 

fran these sources - data or carpetitors products perfornsnce, 

cost stnx:ture, current and expected capacities, and pricing 

strategies as well as on custaner product expectations and buyi ng 

process - to stay a jtmp ahead of the rest of their industry in 

pricing skill and sophistication. Good market, coopetiti ve, and 

internal data give top managerrent a vital edge in developing 

pricing strategy and put a :p:,tent CootJet itive weap::>n in the hands 

of the middle-managers and salesperson w-ho wi ll be making the 

day- to-day pricing decisions. 

3. Successful COl1"p1files are structured to take advantage of 

the data needed to support effect i ve pri cing. Because t his data 

nust be up to the minute and rcust be drawn fran a wi de variety of 

sources, organizing to collect and use it i s always sanet hi ng of 

a challenge. Responsibility for this effort is nonnally lodged 

in the marketing fW1Ction usually not with marketing research 

staffers wt with product or market managers so as to capitalize 

on their closeness to the customers and daily involven-ent with 

carpetition . 



4. Flexible and responsive systems for collecting and using 

pricing data are characteristic of the nost successful pric ing 

practitioners. Many coopa.nies have developed special incentives 

to encourage salespersons to brink the good cust.aner and 

coopetitive data especially prices on both~ and lost orders. 

l't>st also provide their pricing decision makers with on-line 

linkages to the product cost systems and with quick access to 

current custaoer specific costs. 

5. SUccessful prices usually assign roore and better people 

than their coopetitors to jobs involving collecting, analyzing 

and using price infonnation. Aware that p:x:>r pricing performance 

is often roore a reflection of oven.orked and underqualified staff 

than of ineffective pricing strategies or tactics, aggressive 

coopa.nies fill these positions with peq:>le woo canbine 

quantitative skills with a sense for cxrpetitive dynamics . 

6. ldstly, effective control and feedback on r esults are 

essential to the success of a strong pricing system. Management 

rrust have a reliable way of tracking and evaluating the pricing 

decisions made by each individual with pricing responsibilities 

in the organization so that it will kno,. many other thi ngs, i f 

consistently specified approval levels are being observed in day­

to-day practice. 

The value of a superior pric ing infonnation system can often 

be measured in hard cash. One catpany, as an exanple, determined 

to ~rove its pricing information started by revising its 

accounting data to reflect fixed and variable costs accurately by 

product and by market. By surveying the sales force, it created 
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a pricing history by cu.stcmer and prodixt type of each key 

cef'CJ)etitor as well as profile of the buying process of each major 

custaner. Finally, it provided each pr icing decision maker with 

a personal micro-carp.Iter , access to three data bases (cost, 

cef'CJ)etitor and custaner), guidelines on pricing strategy, and 

feedback on individual perfonnance . In less than a year (and at 

a time of declining market demand), its margins inproved by 

several percentage points, representing alrcost $251'11 in added 

profits. 

For llDst catpanies pricing oaortunities are waiting to be 

realized. They exist for a miooer of reasons . For one, n:ost 

managers are unaware of the latitude that the price band affords, 

and hence, if the CJRX)rtunity costs of passive, p.1rely reactive 

pricing policies . For another, not many carpmies really 

understaoo their custarers ' econanics and buying behavior. 

Taking advantage of productive pricing Offl()rtunities, if done 

intelligently, entails litt]e risk. Inprovements in pricing, 

rooreover, are possible in many situations without provoking 

coopetitive retaliation, and they are often sustainable because 

the coopetitors can not really detect them. 

Another atttraction of a quality not cost awroach to pricing 

is that the awroach itself carries such a low price tag. 

Installing a quality awroach entails limited invesbnent, minimal 

added expense, and minor organizational adjustments. But, the 

payoff is usually ooth substantial and quick in coming . Given a 

solid understanding of the dynamics of the price level, structure 

and tllning, kncMledge of the ~rs, an up:lated data b.:Lse, and 



consistency in execution, any coop:my can successfully use 

pricing as a tool for building and sustaining profits. 68 

J. Dangers of Experience-Curve Pricing 
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The experience curve, which has dcminated strategic thinking 

for nearly a decade, is not only logically catt=ielling as a t heory 

but is errp1atically verifiable on the basis of PIM.S (Profit 

Irrpact of Marketing strategy) data. Higher share businesses tend 

to have lower relative costs., and therefore, better and rcore 

sustainable profitability. Market share is a key strategic 

variable, but many of the conclusions drawn fran this fact have 

been disastrous. «55t 

According to experience curve pric ing theory, one can afford 

to cut prices in anticipation of the cost reductions additional 

volune will bring. If you can achieve greater volume, i .e. 

market share, than your COlltJetitors, you will probably obtain a 

r elative cost advantage. Your better returns wil l then permit 

you to wild additional barriers to fortify your l eading 

_E:Osition, such as outstanding service and dist ribution systems. 

Sanetiroes this \IIOrks . But, few businesses have achieved success 

with this kind of strategy.70 



One explanation offered evidenced that price cuts only bring 

advantage if you manage to achieve a price lCMer than your 

ca:£I)etitions. 

The result is not a "winner" or clear leader, l::ut only poor 

profits for the entire industry. 

Of those businesses in the PIMS data.base that did mmage to 

achieve a major relative price cut, only those that started with 

a major cost advantage significantly :inproved their µ:>sitions 

after four years.71 

Market 

Annual 
Point 
Change 

Share 

ROI 

+0 . 4 

+1.7 

Beginning 
1cM 

0.1 0 . 0 

0.2 -0.1 

Relative Direct Cost 
98 102 High 

As the chart indicates, price cutting usually brings results 

only for businesses which begin with advantages . What is mre, 

businesses which have achieved high relative shares seldan build 

the protective barriers the theory of experience curve prices 

suggest they should. On the contrary, PIMS database research 

i ndicates that high share businesses, on average, are losing 

share to coopetitors. The evidence of the PIMS database shows 

that mst high share businesses see their µ:>sition erode through 
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a lack of i nvestment in people, plant and equipnent, i nnovation 

and re.search, and product quality. 72 

The evidence is t hat the roost certain way to build s hare, and 

to defend it, is through quality. Robert Iu:ks p::>ints out that 

the evidence produced by PIMS research suggests t hat, if you 

cannot attend to both cost and quality, focus on the latter f or 

it wi ll ultimately lead to a higher relative market share. 72 

As David Packard, co-founder of Hewlett-Packard, has stated, 

"Market share should not be an object, l::ut a reward ; a reward for 

doing a better job than the ~tition.74 

If the alcohol industry chooses to adopt the concept of 

carpeting on quality and not costs , it will irrprove their profit 

and share p::>sition dramatically. Members in the industry nust 

learn to price their product backward. In this system a ll fixed 

and variable costs are broken down i nto brand segments and then 

on per unit basis. To protect a product and irrprove margins , it 

nust be sheltered in an intensive service system. This system 

should reflect the research of your customers that give you 

expert knc:Mledge of a custcxner's business or of the requirerrents 

of their customers . 7 ~ 

This allows a carpany to raise price without aR)earing to 

gouge the customer. 

As mentioned earlier, to succeed in a whole quality ai:proach, 

the attitt.de ITllBt be present caipany wi de. 

There are four "D's that make a difference in win, place or 

show: 7a 
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Direction. Everyone in an organization, top to bottan, 

inside-out, rrust have a clear sense of direction. Where 

is the organization now and where is it going? This 

building of the consensus in vision and direction is 

essential if each person is to ccmnit him/or herself . 

Direction rreans a clear sense of goals and objectives, 

and specifies the role of the individual in making 

things haRJen. 

Dedication. Dedication to success and making good 

things haR?en rrust constne everyone in the organization. 

Dedicati on means coomitting yourself and your 

deputrnents to .inprove in quality and performance. 

Dedication is a two way street. Dedication to t he 

organization mandates a dedi cation to the individual. 

Superior perfornance demands superior recognition. This 

reciprocity builds comnitrrent and rrore irrp:>rtantly, 

loyalty. Everyone aims together. 

Detail . You nust build an organization with a love f or 

detail. In order to make things ha~n all of the tiire, 

the little things rrust work. Defect-free perfonnance 

n:u.st be the standard for al 1 irembers of the 

organization. Anything other than perfection upsets the 

paying custcmer, and that is bad. 

Dem::>lition. Can you ever win by too ITUCh? r-uch of the 

hue and cry raised in athletic arenas today focuses on 

nlJUling the score up. Who truly cares? Would you ever 

tell your salespeople, "sell, but not too nuch?" W::>uld 
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you ever want an average profit or a mediocre m:u-ket 

share? The answer is a reaffinnation of a private 

enterprise and a resounding "no." Winning and winning 

big makes all of us better off and that is not all bad. 

Talk to winners and losers . Winners will indicate winning is 

nuch roore fun than second place. Winning can becane infectious 

and fun if you ccmnit yourself aro your organization to doing 

what nu.st and should be done. 

EXECUl'IVE SlM1ARY 

The days of broad based growth for the beverage industry are 

likely gone. The alcohol industry is projecting growth of 1-2% 

over the next five years. Malt beverage se<;Jrent projects 

con.smption growth at no roore than 1-2% annually. 

Distilled spirits continue to be hit hard expecting a steady 

24\ downward slope. Per-capita consunption tightened its 

downward spiral with a 7.2% decline to 1.67 gallons OCA\111 fran the 

previous five years of two gallons per person . 

The wine ma.rket is experi encing slowing growth in a ll 

categories except wine cool ers . The danestic marke t i s expect ed 

to grow at a rrodest 1.1%. Excluding wine coolers, however, total 

wine consurrption fell 5. 5% last year, after roore than fifteen 

years of solid gr~. This decline is rMinly attributable to 

the industry's mainstay, table wines, which lost favor for the 

thrid consecutive year. 

With a national trend of back to a t:ru;iness of primary 

concern acquisitions have re-shaped the beverage industry . A 

one-two p.mch of low projected earnings and the tighter drunken 
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driving laws, businesses who have built JOC>st major brands have 

shed them to renew their interest in their primary businesses. A 

quick high light will s1-lcM the extent of the changes: 

1987 - Heublein Wine & Spirits Division of RJR Nabisco 

acquires Almaden Vineyard frooi National Distillers & 

Chemical Corp:>ration for $130 million. Heublein becorres 

the m.m:,er twO producer of alcohol products. 

1987 - Grand Metropolitan PLC, a British conglanerate, 

acquires Heublein for $1.3 billion. 

1987 - Vintners International carpany [I.V.L. J purchases 

Taylor brands of wine, Paul Masson and Gold Seal brands 

for $200 million. 

1987 - Hiram Walker, canadian-oosed coopa.ny buys Colium 

Coolers wine coolers . 

1987 - James B. Beam Canpany buys National Distillers 

distilled spirits brand and fac ilities for $545 million. 

1987 - Barton Brands is p.irchased by a management group 

£ran Argyle Group PLC for $480 million . 

1986 - Guiness/Dist.illers products acquired the British 

Distillers Carpany. 

1987 - G. Beilman Brewing Carpany agrees to be acquired 

by Bank Corp::,ration Holding LTD., Australia for $1.1 

billion cash. 

1987 - John La.halt, Ltd., acquires Latrobe Brewing 

~y TMkers of Rolling Rock Beer for $52 million. 

Other sales/acquisitions rep::>rtedly in the works, Miller 

Brewing Ccmpany $3-4 billion to Elders, the Australian Brewer. 
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Sane industry analyst estimate that a handful of f oreign 

£inns with United states p.roc:hrtion and distribution subsidiaries 

may control 60-65% of the United States spi rits markets. They 

also cntrol an estimated 25-30% of the U.S. wine production and 

~ of 15% of the dcmest.ic brewing capacity. 

Profitability of the industry is the cornerstone of t he 

industry. In inflation adjusted dollars <1982>, the malt 

iooustry is anticipating a dollar growth factor of 2.6%, Wine & 

Brandy 3.1%, and the spirits industry only 1.6% growth rate. 

The alcohol industry has !become a dorrestic hot J;X>tato and 

suffers fran two major weaknesses. First, the industry has not 

adequately linked to the primary corp::,rate goods of maintaining 

an adequate net profit margin and return on i nvestment, due to 

que.stionable assmptions , i ll conceived mission or quality 

prohlffClS. Second, industry leaders develop m::>de l s or f r~rks 

providing strategic recarmendations that are e ither too general 

(e .g. harvest, grow, divest) or often difficult to inplement 

(e.g. di sinvest "dogs"). 

I n order for the industry to embrace a total quality 

a~roach, it rrust first l earn to effectively discipline its 

bottan line. This can be achieved through a margin-return m::>del. 

A finn's net profit margin will influence its r eturn on 

investment. In essence, the return c r iterion indicates the 

success of the c:x::,rpany's attarpt to declare and stake out i ts 

future mission and objectives, whereas, the oorgin criterion 

indicates the coo-pany's present performance on str ategic 

decisions ma.de earlier. 



The calculation of Return-on-Investment is : 

Net Profit Margin= Net Profit 
Net sal es 

Asset Turnover = Net sal es 
Tot.al Assets 

100 

Net Profits 
Net Sales X 

Net sales 
Total Assets = 

Return on 
Assets 

Total Assets 
X Net Worth = 

Return on 
Assets x 

Leverage 
Ratio = 

Return on 
Investrrent 

t-'bst corrpanies tend to set a target l evel of net profits as a 

percentage of sales to refl ect operations e fficiency and 

similarly a target level of return as a percent of t he capital 

asset base to refl ect cost of capital and divider-.d policies. 01 

current l evel s of margin and return can be inadequate 

i ndicators of the organization ' s actual val ue and probable future 

perfonnance . Therefore, management should estimate what t he 

finn ' s margin and returns wi l l look like over a several year span 

based on variations in the costs of capital, worki ng capital and 

investment requirements per sales dollar, and environmental 

pressures o r i ndustry margins , as wel l as the r iskiness of the 

i nvestrnent. 

I n rrost cases a firm shou ld seek objectives and fo llow the 

strategies for the quadrant in which it is currently placed . 
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Quadrant Two 

:1. Volume Irrprovements 
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a. Share Protection 
strategy 

a . Sa les Stirrulation 
Strategy 

b. Repositioning 
strategy 

b . System Selling 
Strategy 

2. Market Expansion :2. capital Restructur 

a. Multinational 
Strategy 

b. Full Line strategy : 

Quadrant Three 
:1. Margin Inprovement :1. 

a . Repricing Strategy : 
b. Cost Control 

strategy 

ing 
a. Di stribution 

Productivity 
Strategy 

b . Reseller Align­
ment Strategy 

Quadrant Four 
Corporate Retrench- : 
ment 
a. Overhead Reduc­

tion Strategy 
b. Reorganization 

strategy 

Dnsatisfactory :2. Product Irrprovement :2 . Corporate 
Restructuring a . Migration Strategy : 

b. Vertical Inte­
gration strategy 

a. Divestment 
Strategy 

b . Diver sification 
Strategy 
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A satisfactory margin and return situation is, of course, the 

ideal one for a c:x:rrpany. The alcohol beverage industry should be 

allCMed to enjoy the benefits of good performance with respect to 

operations aoo strategy, it should also plan to ensure its 

continued vi.ability. This can be achieved by setting and 

attenpting to reach two objectives. 

The Market Entrenchment Objective. '!he inmediate strategic 

objective should be market entrenclTnent where the finn attenpts 

to maintain and solidify its current position in the marketplace. 

There are two specific marketing strategies that can be used 

to achieve the market entrench-rent objective. The first is a 

share protection strategy . Defending the corrpany's market share 

can be achieved based on over-all cost leadership and/ or 

differentiation while focusing efforts on its major custcmers. 

A second and slightly lo09er-tenn strategy to achieve market 

entrenctnent is the rep::>Sitioning strategy. In light of changing 

narket needs and societal lifestyles , the firm attenpts to 

enhance the position of its current product lines by changing and 

e.xtending their image through mass advertising or personal 

aelling.a3 

Market Expansion Objective . The mar ket entrenchment 

objective to ward off J:X>tential coopet ition is extremely useful 

in the short nm if the share protection and rep::,sitioning 

strategies are effectively i.rcplemented . Ultimately, the corrpany 

nust think strategically to convert a caTl)etitive <zero sum> game 

into a coexistive <positive sum> game. nus can be achieved by 
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setting the m:magerial objective of market expansion. A CCA"C'p:Uly 

in this quadrant will have the m::mey, resources and bor~ing 

capacity to fund a relativel y costly expansion program. 8 4 

There are again two fundan:ental strategies associated with 

this objective. The first is to redefine the market boundaries 

fran the ~stic to worl dwide markets, a nultinational strategy . 

Thi s may include both marketing and manufacturing operations. 

For ex.anple, Coca-COla has remained a profitable carp:my by 

deciding several decades ago to oottle and distribute locally its 

soft drinks on a \I.Orlwide basis. 85 

The market expansion objective can also be achieved by 

expansion of the firm's product line. This is referred to as 

full line strategy. As the name inplies, this strategy expands 

the range of products aoo services offered by the coo:pany . In 

high technology industries, it is usually asscx:iated with product 

line stretching . In the process, the finn should seek out and 

serve each desirable target Be9TV=nt in the industry through a 

differentiated marketing aH:)roach . 0 ~ 

A secooo mechanism of the line strategy is to offer product 

assortments. Different products and services capable of 

satisfying different market needs are of fered to the same target 

seg-rent. 

The market expansion objective is clearly rrore risky than the 

market entrenchment objective because it requires signi ficant 

changes in the manufacturng, distribution and marketing 

operations to greater capitalization of resources and manp::,wer 

ccmnibnents. If a coopany is not careful in its expansion 



efforts, it can easily ove rextend itself and, as a result, nove 

fran the ideal quadrant to another less desirable quadrant in the 

model. 87 

S~ mu-ket expansion is directly tied to longer term 

capitalization of assets, a major factor in its critical success 

rests on long- tenn interest rates and the country ' s roonetary 

policies. 

Satisfactory Margin But Unsatisfactory Return Situation 

A carp:my in quadrant bo has a satisfactory net profit 

margin. However, due to heavy capitalization relative to sales 

voliine, it is still below the targeted level of return on 

investment . In general, this situation is roost CC1'11IDn among 

carpanies in the early stages of their life cycles or coopanies 

that have undertaken ma.jor expansion programs . 

The Voltine Inprovement Objective 

The short run objective for a coopany in this quadrant is to 

increase asset turnover through voll.Ele i.rcprovement, since each 

incremental dollar of sales revenue will contribute toward 

reaching the targeted return objective. There are two basic 

marketing strategies available to the finn to achieve its volume 

i.rcprovement objective. The first is sales stinulation through 

aggressive selling and prorrotion to both interr.iediaries and end 

users. This utilizes the fundamental ?,1Sh s t rategy wi th 

resellers of its products through incentive programs. The pull 

strategy nust be used in ex>njunction utilizing strong advertising 

and sales prcm::>tions . 



~ cautions are in order here. First, finn.s need assets to 

generate sales; and, if sales are increased, assets rrust also be 

e~ <e.g. raw material, ~rk in process, finished goods 

inventories, delivery vehicles> . Increases in sales beyond a 

safe range can actually hartFer the finn in its drive to increase 

its return if increase sales can result in a serious decrease in 

the firm's net profit margin if taken too far. PraTOtion 

expenses and any discounting in price nust be carefully 

ex>ntrolled so that the margin will not decrease bel~ its 

targeted level. 88 

The Capital Restrncturing Objective 

Unfortunately, there are situations where the volume 

inprovement objective si.q>ly does not ~rk due to terrporary 

econani.c conditions. 
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In this situation, a carpany can hope to inprove its return 

on investment by instituting a capital restnicturing program, 

definitely a longer-nm aft)roach. Capital restructuring entails 

ab::>lition of sane of the £inn's fixed relatively non-controllable 

costs of doing business. In the marketing area, this objective 

can be carried out by focusing on the cx:xrpany's physical 

distribution, channel relationships and value added services.89 

First, a carp:llly can attenpt to restn.icture its capital 

through praioting distribution efficiency, a distrirution 

procbrlivity strategy. Rere the E!Y'{>hasis is on decreasing the 

firm's level of current assets by effectively m:maging inventory 

and aCXXIUJ'lts receivable. Adopting i..nproved inventory control 

proc:edures while coordinating the ordering process and order 



cycle with associated finns would decrease resources tied up in 

inventory. 90 

106 

A second way to achieve capital restnx::turing is the reseller 

aligrment strategy, where the firm centers its efforts on 

decreasing levels of its fixed assets in the distril::ution 

channel. If the firm currently has a corrpany owned physical 

distrirution system, sane trucks and warehouses could be sold 

while using independent distrirutors, trucking f i.rms and sane 

p.iblic warehousing. By streamlining it sales force through the 

use of manufacturers' representatives and agents, or by 

instituting telemarketing programs, a coopany can significantly 

redoce its fixed selling costs. Similarly, if a carp3.ny has a 

corp:>rate vertical selling system, it can convert it to a 

franchised selling system so that its capitalization 1.n retail 

locations can be restructured. 91 

In sane cases, it is also possible to consolidate 

distrirution and selling functions by joining agreements between 

two or rcore catpanies. For exarrple, Pillsbury currently uti lizes 

Kraft Foods' sales force and refrigerated trucks for its dough 

line instead of ruying and maintaining its own fleet of trucks. 92 

capital restnrturing is decidedly a nuch r i skier corporate 

objective than vohine i.nprovement. First, it requires some 

reorganization and, therfore, there is generally strong 

resistance frcm all parties inpacted by the dfecision. Second, 

the inpa.ct of strategies .i.q>lerialted to achieve capital 

restructuring is l ong-term; top management ITUSt have patience and 

confidence to sustain i.nplementation. Third, capital 
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restructuring strategies are inherently IOC>re r isky since they 

require greater long- tenn capital carrni.trnents. Finally, fixed 

CX>Sts should not be reduced beyond a safe range as this will 

hanper the finn in having adequate capacity and custcrrer coverage 

in a prosperous ecxmcmy. 

Satisfactory Return But Onsatisfatory Margin Situation 

In the third quadrant, a coopany is experiencing satisfactory 

return on invesbnent rut an unsatisfactory net profit margin. In 

general, this is tnie of mature industries and carpmies, partly 

due to depreciated book values of its capital assets, pa_rtly due 

to its lower interest rates on long-tenn debts secured under roore 

favorable terms, and pa_rtly due to erosion of rrargins and a 

consequent profit squeeze created by intense price carpetition in 

the irrlustry. 93 An exarrple of this is the present financial 

situation of the alcohol beverage wholesalers where net profits 

are generally less than 2% of sales, and yet rrost of them are 

still able to achieve a satisfactory return due to favorable 

rrortgage rates and depreciated book values of b.rildings and 

fixtures. The coopany in this financial situation should set the 

following t~ objectives: margin inprovement and product 

inprovement. 

The Margin Inprovement Objective 

This short nm objective refers to increasing the gross 

margins as well as net profit margins of products and services. 

Under this strategy, this is an excellent OEP)rtunity to evaluate 

inproved product margins through repricing strategy. The pri ce 

charged by the finn may be tcx> low on certain products relative 
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to the firm' s cost of goods sold. Thus, tighter controls on 

pricing may be required along with a revision in pricing policy . 

Buyer selection and the evaluation of present custaners become a 

relatively i.Irp:>rtant consideration; current custcmers should be 

droEPed if they are unwilling to buy the finn's products at 

acceptable prices. For exanple, in an attenpt to ensure adequate 

gross margins, a nunber of cross sectional alcohol wholesalers do 

not all<M their salespeople to deviate fran list price unless 

they receive prior afProval fran ~ managernent. 94 

Repricing can also be achieved in other ways. For exarrple, 

one can change the p.3ckaging size or shape and the fonn of the 

product to inprove the margin. Another rrechanism is the switch 

fran buying to leasing desirable goods. 

A second strategy to be used in reaching the margin 

inprovement objective is the cost control strategy. A finn's net 

profit margin is irrproved by red~ing fixed arrl variable costs 

associated with the manufacturing and marketing of products and 

services. nie focus of this strategy is on the productivity of 

different functional areas of the business . Because increasing 

sales vol~ in itself is not a primary goal here, prarotion 

costs may be kept at relatively low levels. By increased 

efficiency in the £inn' s inventory control and logistics systems, 

ordering, warehousing, invento,ry and delivery expenses can be 

decreased. Increases in fixed cx:>sts <e.g. fU!"Chase of coop.iter 

control systems, newer delivery vehicles> can be incurred in the 

drive to decrease variable costs. 95 



The Product Inprovement Objective 

A second longer-term strategic objective for an inproved net 

profit margin is product irrprovement. Alterations of the 

catpany's product and market mix as well as its vertical 

relationships with sua>liers, wholesalers and retai lers. 

First, a cannibalization strategy should be considered. It 

entails assessment of margin contributions for each product or 

service, and adding or deleting products and services to inprove 

tohe overall margin. 

In general, the marketer is interested in retaining loyal 

custaners while rrotivating them to buy higher quality products 

with higher margins. Aoc>ther way to achieve the product 

inprovernent objective is through a vertical integration strategy 

that will provide econanies of scale, increased control of sales 

and distribution activities, and overall cost efficiency in 

manufacturing and marketing operations . 

This is a difficult strategy to irrplernent because of 

significant changes in manufacturing and m3rketing operations. 

Also, it takes a very long time to innovate products or to 

vertically integrate. FinaUy, any wrong decision may literally 

push the carpIDy into the fourth quadrant of an unsatisfactory 

margin and unsatisfactory return on investment. The margin 

in:provement objective nu.st b sought before attarpt:.ing to achieve 

the product in{>rovement objective. 

109 



0nsatis factory Margin and Return Situation 

Nlen a coop3IlY finds itself in the fourth quadrant of the 

matrix, it has neither the margin nor capital leverage to fall 

back on.5HS 

11 0 

To bconce back fran this problem, a carpany \,,O\lld enter the 

retrenclment stage. This objective referes to the organizational 

pruning and shaping so that the coopany l.leccm:!s a rrore efficent, 

lean organization. An analysis of carpaniea' overhead and 

UOCX>ntrollable costs and finding ways to eliminate them. Obvious 

controls are staff reductions, cut backs in consuner affair 

programs and custaner training . 

A second strategy to achieve corporate r etrenchment is 

reorganization. In general, it entails a greater degree of 

centralization, increased span of control, reduction in 

hierarchical levels, and institution of incentive CCll'{lensation 

plans. Also, it is cam:on to divest of manufacturing or 

marketing q?erations to concentrate on the strengths of the 

organization. 

The Rest~turi.ng Objective 

This objective refers to restnx:turing the corporate mission 

and definition, entailing issues related to divestiture and 

diversification. 

If a firm is careful and engates in strategic planning, it is 

possible for it to initiate a diversification strategy early 

eoc,ugh to revitalize itself from i..rtp:nding financial disaster. 

Here, the coop3IlY can, one, acquire other businesses, or, two, 

reallocate re.sources from one group of products to another group 



that will facilitate irovement to its desi red position in the 

marketplace. 97 

ClN!LUSIOO 
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For the alcohol beverage industry, the quality awroach and 

the margin return node! serves many useful functions in strategic 

market planning. First, it clearly subordinates all other 

furx±ional goals and objectives such as market share, 

productivity, and gl"CMth to the 1TOre fundamental and essential 

corporate objective of quality products and specific financial 

goods. 

Second, the rood.el enables the management to rank its 

strategic objectives and consequent marketing based on t he 

coopany's financial performance. Third, it is recorrrcerled short­

tenn and 1ong-tenn objectives and strategies for each financial 

situation with a clear e!I{)hasis t hat the short- term objectives 

should be sought first along with high quality. Fourth, this 

system streases the awropriate role of marketing strategies f or 

the :W.Siness organization. Fifth, the quality high price concept 

will l ead to higher market share . Sixth, t he traditional 

elements of the marketing mix <prorrotion-sell ing and 

distribution> are irost awropriate when the coop3I1y has a 

statisfactory margin but unsatisfactory return on investment . On 

the other hand, the other t"-0 elements of the marketi ng mix 

<product and price> are irore awropriate when the finn is 
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experiencing a satisfactory return but an tmSatisfactory margin. 

Seventh, this system can be used for a ocq:ietitive analysis. 99 
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