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Sandwiched, and in a pickle

More consumers are pinching pennies on some products to maximize their cash to splurge on other goods. This 'hourglass economy' phenomenon is putting pressure on traditional middle-market brands and retailers like Kraft and Sears.
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To Kevin Illingworth, cheese is cheese.

He shops at Sam's Club where he can pick up 5 pounds of generic American cheese for $9.48, a bargain compared to the $16 he would pay for Kraft cheese at Cub Foods. "Saving $5 or $6 is worth it," says the 43-year-old Lake Villa resident.

When it comes to big-ticket items, though, Illingworth isn't a tightwad. Last week, he spent more than $2,000 on a front-loading washer and dryer. The black-and-chrome LG appliances from Korea have lots of features, plus they look really cool, not like the white metal boxes he is replacing. They're almost "too nice to use," he says.

Welcome to the Hourglass Economy.

Consumers are trading up in some areas, spending more on purchases as diverse as vacuum cleaners and vodka. But in other areas, they are trading down, shopping at discount stores or buying house brands to stretch their dollars. Almost everyone is doing it, retail consultants say, indulging their desires for certain products while cutting back in other areas that aren't as important to them.

Middle-market brands and retailers are finding themselves squeezed in the hourglass' slender center, an uncomfortable position that they won't be able to hold on to forever, warns David J. Livingston, a grocery industry analyst with DJL Research in Wisconsin.

The pressure on old-line brands is showing up in headlines around the country.

- Kraft Foods Inc., the maker of Oreo cookies and Oscar Mayer lunch meat, announced last week that it was closing 20 plants and laying off as many as 8,000 workers as private-label brands eat away at its sales.

- Just a week earlier, Ford Motor Co. said it will slash up to 35,000 jobs and shutter 14 plants over the next six years because of slowing sales. General Motors, once the tower of the auto industry, has been forced to cut prices on many of its models amid massive losses as consumers continue to snap up Hondas and Toyotas.

- Holiday sales at Sears fell 12 percent while discount competitors such as Target and high-end players such as Neiman Marcus turned in much stronger performances. Middle-market department stores, in general, have been losing market share for years, retail analysts note.

"You don't want to be in the middle right now," agrees Edward Fox, director of the J.C. Penney Center for Retail Excellence at Southern Methodist University."

Kraft, Ford and Sears may not appear to have much in common, but their problems stem from the same root, retail consultants say: lack of innovation.

The cars produced by Ford and GM aren't distinctive enough for many U.S. consumers who now can choose cars from all over the world. The U.S. giants have taken too long to come out with new eye-catching models, auto industry analysts say, instead tweaking the same old platforms over and over.

Likewise, Kraft has relied on standards like Oreos and Velveeta for decades, preferring so-called line extensions of their current products to the expensive R&D and promotion costs involved with launching new lines.

"Companies such as Kraft and Sara Lee are in the middle for a reason. They just don't respond to the changing consumer," said Bob Goldin, executive vice president of market research firm Technomics.

"We don't think Kraft fits the premise," said Kris Charles, a spokeswoman for Kraft.

"We have a variety of brands. We offer brands across the price points, across entire categories in our portfolio. For example in the pizza category, Jack's is a value brand, but we offer Tombstone and DiGiorno up to California Pizza Kitchen on the Super Premium of the sector. Our marketers are focused on differentiating our brands in the marketplace," Charles said.

Last week, Downers Grove-based Sara Lee reported a slim 1 percent increase in overall shipments during its fiscal second quarter, the first increase since early 2004, but sales declined 1 percent to $4.45 billion.

"We've got to get to the consumer with the right product at the right price," Sara Lee Chief Executive Brenda Barnes acknowledged last week in an interview. To cope with consumers' changing buying habits, Sara Lee is now selling more of its products through dollar stores, she said.

Dilution and new challengers

Others argue that brand dilution also is a problem.

"Kraft has its name on way too many things. It doesn't stand for anything. What is a Kraft?" asks Laura Ries, co-author of "The Origin of Brands."

"If you put Kraft on a shopping list and give it to your husband, what will he come home with? It's the husband test, and if you fail it, you're in big trouble."

Nowhere is competition fiercer than the nation's grocery aisles.

Health-conscious shoppers are gravitating toward organic foods and healthier snacks, Ries said. Many find them at Whole Foods, the upscale grocery chain known for its premium prices, or Trader Joe's, a specialty food store that offers its own brands at bargain prices. Its house brand of Charles Shaw wine, for instance, sells for a few dollars a bottle, earning it the nickname "Two Buck Chuck."

Costco Wholesale has been on a growth tear, offering discount prices on everything from smoked salmon to wine. The wholesale club now sells more first-growth Bordeaux wines than any other retailer in the country.

At the other end of the spectrum, budget-minded shoppers are increasingly putting less-expensive house brands in their carts, convinced the quality is about the same. "Almost every store brand is $1 cheaper than the national brand," said Bill Bishop, president of Willard Bishop Consulting in Barrington. "Retailers are getting smarter at it. There is more innovation occurring with retailers' store brands than there is at the brand level."

Other traditional food brands such as Campbell's soups, Green Giant vegetables and Butterball turkeys are feeling the effects, consultants say, as are the grocery chains such as Jewel and Dominick's that carry them.

Wal-Mart Stores Inc., the world's largest retail chain, is the new powerhouse in the grocery industry. That puts downward pressure on prices because of its buying clout as well as its own house brands. Wal-Mart's Ol' Roy brand of dog food, for instance, is cheaper than Purina.

Also in the mix are a growing number of casual sit-down restaurants such as Applebee's, Chili's and the Cheesecake Factory that are attracting two-income families with little time to cook a meal. But it's not all about grabbing a bite after soccer practice. Two-thirds of consumers agreed that their favorite restaurant foods "provide flavor and taste sensations that cannot easily be duplicated in their home kitchen," according to a recent survey by the National Restaurant Association.

It's hardly surprising, then, that sales of Sara Lee's shelf-stable dinners were down 12 percent in the 4-week period ending Oct. 30, compared with the same period a year earlier, according to Leonard Teitelbaum, a food analyst at Merrill Lynch. Kraft's sales of frozen appetizers and snack rolls were off 34 percent in the same period.

Similarly, ConAgra Foods Inc. announced this week it would sell its meat division, including such brands as Armour, Butterball and Eckrich, which have become second- or third- tier labels.

The prescription for getting out of the middle is straightforward but not easy, says Michael Silverstein, an executive with Boston Consulting Group and co-author of "Trading Up," a best-selling business book. Middle-market brands and retailers have to decide whether they want to trade up or down.

"Both can work. If you decide to trade down, you have to rip apart your cost structure and become the low-cost producer," he said. "If you do the trade-up alternative, you need to invent. You need to provide technical, functional and emotional benefits. If you can't deliver the benefits, you can't get out of the middle."

For those who do deliver, there's a fortune to be made.

P&G learns lessons

The humble cup of coffee was losing market share until Starbucks showed up. Now, many people don't blink at spending $3 or $4 for a mocha latte, sometimes more than once a day. "We've taken coffee from a commodity purchase to a fashion purchase," said Neil Stern, a retail consultant with Chicago's McMillan/Doolittle. "Procter & Gamble couldn't understand Starbucks when they first came on the horizon."

Science Diet persuaded concerned pet owners to pay a premium for healthier dog and cat food. Procter & Gamble has doubled the volume of its Olay skin-care line by marketing it as a daily facial in a bottle. Consumers are now paying about $1 an ounce for Olay products compared to 15 cents an ounce before the makeover, Silverstein said.

British inventor James Dyson changed the mundane vacuum cleaner with his "Cyclone" bagless models, some of which retail for $500, more than twice as much as many Hoover models. Ironically, Dyson says he tried to sell his technology to big vacuum cleaner manufacturers in the 1980s, but they turned him away because they wanted to continue selling replacement bags.

Whirlpool's front-loading Duet washers and dryers have brought a new look to America's laundry rooms. A pair of front-loading models sells for about $2,000 compared with $600 for a more conventional set. They don't just look better than their boxy, plain-vanilla competitors, they use less water, less energy and create less wear-and-tear on clothes. Owners love their Duet appliances, Silverstein's research found, with some referring to them as members of the family.

Most innovation, however, comes from entrepreneurs who start small and build their brand appeal through word-of-mouth advertising. Big companies tend to overlook new products unless they can immediately have an impact on the bottom line. The exception seems to be Procter & Gamble, which has overhauled its vast stable of brands to stay competitive.

"P&G is the poster child for what to do," Stern says.

Plenty of feelings involved

Consumers say they are willing to trade up because it makes them happy or it helps them live better or it makes them feel accomplished. Such feelings run the gamut of income and demographic groups, researchers say. But several societal trends are contributing.

More people are postponing marriage and children, giving them more income to spend on themselves. Divorce rates are still high, and the newly divorced tend to spend more whether it's to set up a new household, spruce themselves up or make themselves feel better. Homeownership has risen rapidly, giving a bigger group access to the borrowing power that comes with home equity.

Americans, in general, have become more comfortable with conspicuous consumption, retail consultants say, egged on by magazines that detail the lifestyles of the rich and famous. Oprah Winfrey urges her fans to "Live Your Best Life," and domestic diva Martha Stewart encourage consumers to decorate, cook and entertain.

But perhaps the increase in women's spending power has the most to do with it.

"The U.S. consumer has shifted gears. She has recognized that she controls the steering wheel in the market," said Silverstein. "She is smarter and more confident and has figured out that the high- and low-price point goods are the most desirable. She sees a few categories and goods where she wants to have the very best. These are the places she indulges."
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