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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. 



8 

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 

17,000 

16,000 

15,000 

14,000 

13,000 

12, 000 

11,000 

10,000 

9,000 

8,000 / 

7,000 

6,000 

5,000 

4,000 

3,000 

2,000 ~----=--=--=--=--=-=-=-=-=-=-==-=-=-=-=-=-=-=-=--:::==:;= 
1,000 

.900 

. 800 --------- - ---- -------
' 72 '77 ' 78 ' 79 '80 '81 ' 82 '85 '87 



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 

39 



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 
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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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