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420 CASE 3 LOBLAWS

replace the old or simply be added to an already crowded cate-
gory? Should the price of the new product be set higher than that
set for the 0ld? Should the product be launched at all?

READY-TO-EAT CEREAL

Loblaws sold more than $14 million worth of family cereals (that
is, cereals targeted at the ‘‘family’’ market) in Ontario in 1989.
(See Exhibit 5.) Loblaws corporate brand share of the family ce-
real segment, at 14 percent, was lower than corporate objectives
for this category. One of Scott Lindsay’s goals was to increase
Loblaws’ share for this category. The brand leaders, such as
Kellogg’s Corn Flakes, Nabisco Shreddies, and General Mills’
Cheerios, were as familiar to shoppers as any other product or
brand in a store. With decades of advertising and promotional sup-
port, these brands had become thoroughly entrenched in the minds
and pantries of generations of Canadians.

The brand names of these market leaders provided the man-
ufacturers with strong protection against competitors. However,
the manufacturing process did not. The manufacturing processes
were well known in the industry, and many firms could produce
identical products at favorable costs. Loblaws had found several
products from domestic sources that appeared to be as good if
not better than the national brands. One such product was a corn
flake product that had a very high fiber content. The new product

would appeal to those customers who had been primed by the
health claims of high-fiber diets. In sensory tests, it had proven
to have an excellent taste and texture profile and was equal to or
preferred in blind taste tests to some of the market leaders.
Moreover, the product could be obtained for $1.40 per 500g
package.

The President’s Choice brands were beginning to make
inroads in this market, and this new product could increase the
share. However, it was not clear how to position the high-fiber
corn flake product. Should it go in the regular President’s Choice
line as a line extension of the current corn flake product, or should
it be packaged as a G-R'E‘E-N product? As a regular President’s
Choice product, it would be positioned directly against Kellogg’s
as an all-around cereal with extra value. As a GR-E-E'N product,
it would be positioned less against Kellogg’s and much more
towards a health/*‘good-for-you’” claim. GR-E-E-N positioning
might also minimize any cannibalization of the President’s Choice
corn flakes. The lower sourcing costs provided some flexibility on
pricing. It could be priced as low as $1.75, like the current Presi-
dent’s Choice corn flakes, and still maintain good margins; or it
could be priced as high as Kellogg’s Corn Flakes at $2.30 and
generate superior margins.

Having reviewed the three proposals, Scott began the process
of preparing his recommendations. “‘I’ll start with the financial
projections,”” thought Scott, “‘then consider the pros and cons of
each proposal. Then it’s decision time.”’



allowance and merchandising incentives to ensure satisfactory
margins for Loblaws and to facilitate retail price reductions that in
turn would enhance turnover and maintain volume goals. Two
national brands—Royale and Cottonelle—held shares of 46 per-
cent and 30 percent, respectively.

For 1989, Loblaws’ brands held 16 percent of the market with
No Name White providing a total gross margin of over $1 million.
Loblaws’ No Name White was sourced for an average cost of
$1.15 for a 4-roll package. These lower costs were largely based
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on the fact that the tissue was manufactured with totally recycled
material. This product feature made it a candidate for G-R-E-E-N
line consideration. The existing product could simply be repack-
aged with the distinctive G-R'EE'N labeling and an emphasis
placed on the recycled character of the product. No development
or testing costs would be required, and art work and new labeling
costs would be minimal.

Several decisions needed to be considered with respect to the
repackaging of the No Name product. Should the new product

Average Retail Average Cost Annual Sales Total Gross Market Share
Price* ($) %) ($000) Margin ($000) (%)
President’s Choice
Bran with Raisins 2.35 1.50 1,051 380 7.4
Honey Nut Cereal 3.00 1.40 324 173 2.3
Toasted Oats 3.00 1.45 221 114 1.5
Corn Flakes 1.75 1.20 193 60 1.4
Crispy Rice 3.20 1.50 263 139 1.8
Loblaws Total 2,052 866 14.3
Kellogg's
Corn Flakes 2.30 1.80 1,436 312 10.1
Raisin Bran 2.75 2.00 1,236 324 8.7
Honey Nut Corn Flakes 3.95 2.70 460 141 3.2
Rice Krispies 3.95 2.52 899 315 6.3
Common Sense 4.40 2.70 433 167 3.0
Mini-Wheat 3.30 2.00 326 129 2.3
Variety Pack 5.90 3.90 309 105 2.2
Other Kellogg’s 3.41 2.26 258 87 1.8
Kellogg’'s Total 5,357 1,580 37.5
Nabisco
Shreddies 2.35 1.70 2,725 754 19.1
Apple/Cinnamon 2.25 1.50 169 57 1.2
Raisin Wheat 3.30 2.10 139 50 1.0
Nabisco Total 3,033 861 21.2
General Mills
Cheerios 3.80 2.60 1,171 370 8.2
Cheerios/Honey Nut 3.90 2.60 1,017 339 7.1
General Mills Total 2,188 709 15.3
Quaker
Corn Bran 3.50 2.25 389 139 2.7
Life 3.15 2.10 358 119 2.5
Oat Bran 4.10 2.80 281 89 2.0
Muffets 2.65 1.60 92 36 0.6
Quaker Total 1,120 383 7.8
Others 2.40 1.45 573 227 4.0
Total 14,323 4,626 100.0

* Based on 500-gram size. Total unit sales were 4,950,000 (500-gram size).

Cereals are packaged in several different sizes. Some brands, such as Kellogg's Corn Flakes, could have four different sizes (e.g., 350g,
4259, 6759, 800g) on the shelf at one time. To facilitate comparisons, all figures have been converted to a standard 5009 size; where
brands had multiple sizes, the figures are reported as averages, weighted by the sales volume of the size.

 Exhibit5 Family Ceredls (1989)
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customers in the next decade and \J(as engaged in aggressive
energy conservation programs. Ontario Hydro was prepared to
offer a $5 rebate for every light bulb that was sold in Ontario in
the three months following the launch. Although it meant custom-
ers would need to request the rebate by{ mail, it reduced the effec-
tive price of the bulb to the consumer tcv‘I $14.99.

Scott felt that the combination of 'the rebate, a retail price at
only half that paid by German consumers, and a strong environ-
mental message had strong merchandising appeal that could be
exploited in the launch of the bulb. Nevertheless, the sales poten-
tial was still unclear. Loblaws’ annual sales in Ontario were nearly
four million bulbs, or $2.7 million. Becau“se this product was unique
and new, Scott had difficulty estimating its sales potential. His best
guess was that Loblaws might sell anywhere from 10,000 to 50,000
Osram bulbs in one year. Scott thought that half the sales would
come from regular customers and the other half from customers
coming to Loblaws specifically to buy the bulb. Scott also felt that
after three months, the price should be raised to $24.99 retail to
generate a reasonable margin for Loblaws,

Scott thought that if half the volume were generated at the
higher price, it would certainly be easier to maintain the support
of the store managers. At the $24.99 price, the margin would be

$5.99 per bulb. Even considering the cannibalization issue, the
margin on the higher priced Osram would be about four times
higher than the margin for a four-pack of regular bulbs. However,
it would be necessary to calculate the contribution for the year to
see what the net effect would be for the line. The shelf space
required for these bulbs would be minimal and could be handled
by some minor changes to the layout of the existing bulbs.

BATHROOM TISSUE

The bathroom tissue category was a highly competitive, price-
sensitive market. The category was one of the largest in the Lob-
laws lineup, generating over $31 million in retai] sales in Ontario
and $7 million in contribution. (See Exhibit 4.) Bathroom tissue
was more important to Loblaws than just a volume generator. It
was one of the few product categories that would draw price-
conscious buyers into the store. Loblaws listed 40 different sizes
and colors from various manufacturers. There were six Loblaws
brands in the category. Loblaws was aggressive at delisting any
competitive or corporate brand that did not meet turnover or prof-
itability goals. Manufacturers were just as aggressive at providing

Average Retail Average Cost Annual Sales Total Gross Market Share
Price’ () %) ($000) Margin ($000) (%)

Loblaws?

President’s Choice 2.50 1.95 1,542 339 5

No Name White 1.75 1.15 3,084 1,052 10

No Name Coloured 1.80 1.35 386 96 1
Loblaws Total 5,012 1,487 16
Royale

White 1.85 1.55 10,795 1,751 34

Coloured 2.00 1.60 3,855 771 12
Royale Total 14,650 2,522 46
Cottonelle

White 1.85 1.45 4,627 1,000 15

Coloured 1.95 1.50 4,627 1,068 15
Cottonelle Total 9,254 2,068 30
Other Brands

Capri 1.50 0.90 945 378 3

April Soft 1.40 0.95 721 232 2

Jubilee 1.35 0.70 386 186 1

Dunet 2.45 1.60 405 140 1

White Swan 1.55 1.00 463 164 1
Other Brands Total 2,920 1,100 8
Total 31,836 7,177 100

! Statistics for the prices, costs, and sales have been collapsed over the various sizes and reported in equivalent four-roll packs. Total unit

sales were 17,125,000 (four-roll packs).

2 With respect to colors and sizes, Loblaws offered six varieties, Royale (eight varieties), Cottonelle (eight varieties), Capri (four varieties),
April Soft (three varieties), Jubilee (two varieties), Dunet (one variety), and White Swan (eight varieties).

Exhibit 4 Bathroom Tissue (1989) I



During the year, Loblaws continued to develop and promote
the G-R'E-E-N product line. In the first year of G-R'E‘E'N, Loblaws
sold approximately $60 million worth of GREEN products and
“‘broke even’’ on the line.

THE DECISIONS

As Scott began to make his decisions on the three products, he
reflected on the past year. He thought that $60 million in sales for
the G-R-E‘EN line was reasonable, but he had hoped the line would
do better. He remembered some of the products that just didn’t fit
in the line, such as ‘‘green’” sardines. “‘I don’t think we sold 20
cans of that stuff.”” Scott and the other buyers at Intersave were
very concerned when a product didn’t sell. Individual store manag-
ers, who were held accountable for the sales and profits of their
stores, did not have to list (that is, stock in the store that he or she
managed) any product, including any in the GR-E'-E'N line. Ifa
store manager thought the product was unsuitable for the store, it
wasn’t listed. As well, if a buyer got a product listed and it didn’t
sell, his or her reputation with the store managers would suffer.

LIGHT BULB

The proposal by Osram, a well-known German manufacturer, was
a true green product. The Osram light bulb was a compact fluores-
cent bulb that could replace the traditional incandescent light bulb
in specific applications. The unique aspect of this product was that
while fluorescent light technology was commonplace (these long-
tube lights were common in office buildings), only recently had
the product been modified for use as a replacement for traditional
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light bulbs. The major benefits of fluorescent light bulbs were that
they used considerably less energy than incandescent light bulbs
(for example, a nine watt fluorescent bulb could replace a 40 watt
incandescent bulb and still provide the same lighting level, while
using only 22.5 percent of the energy) and it lasted at least 10
times longer (an estimated 2,000 hours versus 200 hours for the in-
candescent bulb). To date, the major application for compact
fluorescents had been in apartment buildings in stairwells where
lights remained on 24 hours a day. Apartment building owners
purchased them because the bulbs lowered both energy costs and
maintenance costs (less frequent replacement).

The compact fluorescent had limited applications in the
home. Because of its unique shape, it could not be used with a typ-
ical lampshade. The main application was likely to be in hallways
where it was difficult to replace a burned-out bulb. Even in these
situations, a new fixture (that is, an enclosure) might be required
so that the compact fluorescent would fit.

The bulb’s energy efficiency and long-lasting features were
well tested and had been sold for specialized industrial use for sev-
eral years. The bulb was making satisfactory inroads in Germany
even though it was priced at the equivalent of $40 Canadian.

Loblaws sold a variety of 60 and 100 watt No Name and
Phillips light bulbs in packages of four. In total, the light bulb cat-
egory generated over $1 million in gross margin for Loblaws in
1989. (See Exhibit 3.)

The initial Osram proposal was to sell the product to Loblaws
at $19.00 per bulb. Even if the mark-up was set at 5 percent, Lob-
law’s retail price would be $19.99. Scott talked this over with a
number of people at Loblaws and concluded that the price was too
high to be accepted by Canadian consumers. At this time, Ontario
Hydro entered the picture. Ontario Hydro was extremely con-
cerned about its ability to meet the power demands of its

Average Retail Average Cost Annual Sales Total Gross Market
Price* (%) (%) ($000) Margin ($000) Share (%)

Loblaws

60 Watt 2.25 1:25 470 209 18

60 Watt Soft 2.75 1.50 426 193 16

100 Watt 2.25 1.25 294 130 11

100 Watt Soft 2.75 1.50 279 127 11
Total Loblaws 1,468 659 56
Phillips

60 Watt 2.40 1.50 367 138 14

60 Watt Soft 3.20 1.65 341 165 13

100 Watt 2.40 1.50 236 88 9

100 Watt Soft 3.20 1.65 102 102 8
Total Phillips 1,153 493 44
Total 2,621 1,152 100

* Based on four-packs (that is, four light bulbs in a package). Total unit sales were 1,019,000 (four-packs).

Exhibit 3 Light Bul
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Food
Just Peanuts Peanut Butter
Smart Snack Popcorn
"The Virtuous' Soda Cracker 1
Cox’s Orange Pippin Apple Juice
White Hull-less Popcorn
Reduced Acid Coffee
Boneless and Skinless Sardines
"Green’” Natural Oat Bran
Naturally Flavoured Raisins: Lemaon, Cherry, Strawberry
"Green’” Turkey Frankfurters
100% Natural Rose Food
Norwegian Crackers
Whole Frozen Turkey
Gourmet Frozen Foods (low-fat)
"If the World Were PERFECT"” Water

Cleaning/Detergent Products
All-Purpose Liquid Cleaner with Bitrex
"Green" Automatic Dishwasher Detergent
Ecover 100% Biodegradable Laundry Powder*
Ecover Dishwasher Detergent
Laundry Soil and Stain Remover with Bitrex
Drain Opener with Bitrex
Ecover Fabric Softener
Ecover 100% Biodegradable Toilet Cleaner
Ecover 100% Biodegradable Wool Wash
Ecover Floor Soap
""Green" 100% Phosphate-Free Laundry Detergent

Pet Food
Low Ash Cat Food
Slim & Trim Cat Food
All Natural Dog Biscuits

Cooking Products
"“The Virtuous’ Canola Oil
"The Virtuous” Cooking Spray
Baking Soda

Paper-Based Products
Bathroom Tissue
""Green’ Ultra Diapers
"Green’ Foam Plates
Swedish 100% Chlorine-Free Coffee Filters
"Green" Baby Wipes
"Green” Maxi Pads

Oil-Based Products
Biodegradable Garbage Bags
Hi-Performance Motor Oil
Natural Fertilizer
Lawn and Garden Soil

Other Products
Green T-Shirt/Sweatshirt
Green Panda Stuffed Toy
Green Polar Bear Stuffed Toy
Cedar Balls

* The Ecover brands are a line of cleaning products made by Ecover of Belgium. These products are vegetable oil based and are
rapidly biodegradable. Loblaws marketed these products under the G-R-E-E-N umbrella.
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friendly than any other disposable brand. However, it was not, in
Pollution Probe’s opinion, environmentally pure. Further, it was
felt that endorsing such products compromised the integrity and
independence of the organization. This prompted the resignation
of Colin Tssac, the director of Pollution Probe. The group subse-
quently discontinued its endorsement of the diaper, but continued
its support of six other GR-E-E-N products.

Controversy also arose around the introdtiction of the GREEN
fertilizer. Greenpeace, a prominent envirorimental group, rejected
Loblaws’ claims that the fertilizer had no toxic elements and there-
fore was environmentally pure. The group did not know that Loblaws
had spent substantial funds to determine that the product was free of
toxic chemicals.

Both incidents, although unfortunate, focused the attention of
Canadians on the GR'E'‘E'N product line. The media highlighted
Loblaws as the only North American retailer to offer a line of envi-
ronmentally friendly products. The publicity also prompted letters of
encouragement from the public who supported Loblaws’ initiative.
Surveys conducted four weeks after the line introduction revealed an

82 percent awareness of the GR-E-EN line with 27 percent of the
consumers actually purchasing at least one of the G-RE-EN
products. In Ontario alone, the G-R-E-E'N line doubled its projected
sales and sold $5 million in June 1989.

THE FIRST YEAR OF G‘R'E-E-N

The launch of GR-E-E'N was soon followed by a virtual avalanche
of “‘environmentally friendly” products. Major consumer goods
companies such as Procter & Gamble, Lever Brothers, and Colgate-
Palmolive introduced Enviro-Paks, phosphate-free detergents, and
biodegradable cleaning products. Competing supermarket chains had
varied responses from launching their own ““green’’ line (Miracle
Mart introduced three ‘‘Green Circle”’ products, Oshawa Foods
introduced about 10 “‘Green-care”’ products) to highlighting environ-
mentally sensitive products in their stores (Safeway) to improving its
internal practices through recycling and other activities (Provigo).
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cASE 3
Loblaws

Loblaws and the decisions still are not getting any eas-

ier.”” In early July 1990, Scott Lindsay was reflecting
upon his decision as to which, if any, of three possible products he
would recommend for the G-R-E-E-N line: an energy-efficient light
bulb, toilet tissue made from recycled paper, or a high-fiber cereal.

As Director of International Trade for Intersave Buying &
Merchandising Services (a buying division for Loblaws), it was
Scott’s job to source and manage about 400 corporate brands (No
Name, President’s Choice, G~R'E-E-N)l for Loblaws in Canada. In
four days, Scott would have to make his recommendations to the
buyers’ meeting.

The “‘green line>> for which Scott was sourcing products was
a new concept for Loblaws and its customers. Launched in 1989
as part of the corporate President’s Choice brands, green products
had characteristics that were less hazardous to the environment
and/or contributed to a more healthy life-style. At issue for Scott
was deciding what was ‘‘green’” and balancing the financial
requirements of the company with the socially responsible initia-
tive of the green line.

As well, his most pressing concern was his ability to convince
the president, Dave Nichol, of the merits of his recommendations.
M. Nichol was the driving force behind the corporate brands, and
he maintained involvement and final authority on these important
product decisions.

In preparation for the buyers’ meeting, Scott had to have his
written recommendations on Dave Nichol’s desk that day. Dave
Nichol required that recommendations include retail price and cost
data, projected annual sales in units and dollars, as well as total
gross margin expected. In addition to the expected results, best
and worst case scenarios were also required. As well, primary rea-
sons for and against the proposal needed to be given. Typically,
the recommendations were made based on the Ontario market as it
was the proving ground for new products.

The first product Scott was considering was a new energy-
efficient light bulb, which had been successfully marketed in
Germany. The bulb lasted at least ten times longer than a regular
light bulb but was substantially more expensive. There was no
question in Scott’s mind that the energy-efficient bulb had strong
““green’’ characteristics and would enhance Loblaws’ green image.

‘ ‘ I t’s been a year since we introduced green products at

'No Name, President’s Choice, and GREEN are all trademarks,
owned by Loblaws Companies Limited.

This case was written by Professor Gordon H. G. McDougall and Pro-
fessor Douglas Snetsinger of Wilfrid Laurier University as a basis of class-
room discussion rather than to illustrate either effective or ineffective
handling of an administrative situation. Reprinted by permission of the
authors.

Copyright © 1991. Some data are disguised.
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However, a potential consumer price of $20 and low retail margins
were a troubling combination. He knew that store managers, who
were measured on sales volume and profits, would not be enthusi-
astic about a product that would not deliver sales or profits. These
store managers controlled the individual products and brands that
were carried in their stores.

The second new product was, in fact, not a new product at
all. Loblaws had been selling a toilet tissue manufactured with
100% recycled material under its No Name corporate label. The
existing product could be repackaged under the G-R-E-E-N label
and sold beside the No Name line of products. The green packag-
ing might alert consumers sensitive to the recycled feature, thereby
generating greater volumes for the product. Further, Scott realized
there was an opportunity to price the ‘‘green’” toilet tissue at a
higher price than the No Name, providing a higher profit margin.

The final product under consideration was a new corn flake
product for the very “‘crowded’” breakfast cereal category. The new
cereal had an unusually high fiber content. The ‘‘body friendly”’
nature of the cereal was the basis for considering it for the green
line. Its additional feature was that it could be sourced at a cost
much lower than the national brands.

LOBLAWS COMPANIES LIMITED

Loblaw Companies Limited is part of George Weston Ltd., a con-
glomerate of companies that operate in three basic areas: food proc-
essing, food distribution, and natural resources. George Weston is
the sixth largest company in Canada with sales of $10.5 billion and
net income of $988 million in 1989. The Loblaw Companies, an
integrated group of food wholesaling and retailing companies, had
total sales and net earnings in 1989 of $7,934 million and $70
million respectively.

THE GREEN IDEA

The G-R-E-E-N line launch had its origins in one of Dave Nichol’s
buying trips to Germany in 1988, where he was struck by the num-
ber of grocery products that were promoted as ‘‘environmentally
friendly.”” He discovered that The Green Consumer Guide, a ‘‘how-
to’” book for consumers to become environmentally responsible,
had become a best-seller in England. In late 1988, Loblaws began
collecting information on Canadian attitudes about the environ-
ment. The results suggested that an increasing number of Canadians
were concerned about environmental issues, and some expressed a
willingness to pay extra to purchase environmentally safe products.
Further, many said they were willing to change supermarkets to ac-
quire these products. (See Exhibit 1.)



