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Are Consumers Buying More
Private Label (or Store Brand) Products?

Gene German, Professor Emeritus
Department of Applied Economics and Management, Cornell University

Over the past few years, supermarkets, drug stores and general merchandise stores have
been selling more of there own store brand products at the expense of nationally advertised
manufacturers brands. And the forecast is that this trend will continue.

Twenty years ago supermarket chains offered consumers store brand products that
attempted to duplicate the most popular manufacturer brands, but were priced slightly below
these products. In most cases the quality of these store brand products was “as good” or “nearly
asgood” astheir manufacturer brand counter parts. Because these products were produced by or
for the supermarket chains they incurred no selling or advertising costs and therefore even when
they were sold at aretail price that was slightly lower then comparable manufacturer brands they
returned a higher gross profit margin for the retailer.

Over the years retailers have continued to follow most elements of this strategy and
consumers have found more and more satisfying store brands that include traditional canned
food and packaged goods as well as personal care products such as toothpaste and deodorant.

During the 1990’ s sales of store brand products in supermarkets increased approximately
13.5 percent of store salesto nearly 16.0 percent. The number of units sold increased from
about 17 percent of the total number sold in supermarkets to over 20 percent during this same

period. During the past year private brand sales in supermarkets grew more rapidly then



manufacturer brands. Store brands grew at 6.3 percent compared with a4.1 percent for all
manufacturer brands.

Last year store brand products had a greater market share then the strongest manufacturer
brand in nearly 30 percent of all categories within the supermarket. Store brand ranked number
onein 79 out of 266 individual product categories (categories such as pasta, cheese, baby food,
ice cream, etc.) Store brand products were either the number 1 or number 2 brandsin 131
product categories — nearly 50 percent of the 266 categories in the store.

This strength in store brand performance in recent years can be attributed to several
factors. Perhaps of most importance is the new approach that supermarket companies have taken
in the marketing of store brand products. The new marketing approach includes better
packaging, improved quality and specific advertising and promotiona programs designed to
increase customer awareness and sales of store brand products. Also, during the 1990's many
supermarket companies began to develop premium quality store brand products as well as new
and unigue products that were not being offered by national brand manufacturers. For example,
in upstate New Y ork, Tops Supermarkets introduced a premium quality line of private label
products called “ President’ s Choice” ; Wegmans introduced a premium quality line of pasta and
related products under its “Italian Classics’ line. Thistrend has been adopted by other
supermarket chains and has resulted in consumers changing their perception of store brand
products from one of low quality to one of premium quality. Asthe quality of store brand
products has increased so have prices. The result isthat not only are consumers buying more
store brand products than ever before, but they are also paying higher prices which has
contributed to a higher overall spending level for store brand items.

Although grocery chains such as A& P and Kroger have sold store brand products since
their inception more then 100 years ago the concept is relatively new to retail drug chains and
general merchandise companies such as K-Mart and Walmart.

Retail drug stores have found that consumers are receptive to private label products and
sales have increased in recent years. Between 1993 and 1999 the number of units of private label
products sold in drug chains increased from about 8 percent to nearly 14 percent of all items
sold. In mass merchandise stores the sale of private label productsincreased from just over 8
percent to slightly over 12 percent of total units sold during this same time period.

At the end of last year retail executives from supermarkets, drug stores and mass

merchandise firms were asked to forecast the growth in sales of private label products during this



year (2001). Retail executives from mass merchandises were the most optimistic with aforecast
of 15.9 percent growth followed by drug store executives who forecast a 8.1 percent growth and
supermarket executive who projected a 6.7 percent growth of private label productsin their
stores.

What does this mean for the overall food system? Certainly it isasignal to national
manufacturers of food and grocery products that competition from store brands will continue to
increase. Asretailersfocus more on their own brands they will focus less on manufacturer
brands; especially on nationally advertised brands that have aweak marketing program and small
market shares. These weaker brands will be in jeopardy of being eliminated from the shelves of
retail stores. Retailerswill want to use this space for the ever-increasing number of store brands
that the company offers to consumers. Customers could aso benefit from awider variety of
higher quality store brand products to choose from and these products, in most cases, can be
purchased at prices lower then comparable manufacturer brands.

Consumers should look for Drug Stores and General Merchandise Stores to add store
brand products at afaster rate then supermarkets. The product mix in all types of retail stores

will continue to change, but look for the shift to favor the stores own brands.
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