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Executive Summary

Thisreport analyzes the U.S. carbonated soft drink ("CSD") industry, with its primary
focus on the 1980s and early 1990s, a period of rapid structural change that transformed the
industry. In addition to documenting these changes, an empirical model is developed to evaluate
the antitrust merger policies that were pursued by the Federal Trade Commission ("FTC") during
this period -- the FTC challenged large horizontal acquisitions of Dr Pepper and 7UP franchises
by Coca-Cola and Pepsi-Cola bottlers, but did not challenge vertical acquisitions of CSD bottlers
by their franchisors or other horizontal bottler acquisitions. Our findings tend to support or are
consistent with these policies, but also identify areas that seem to warrant further study.

Until 1980, the fragmented independent franchised bottling distribution system that had
characterized the industry since before the turn of the century was still in place. Bottlers held
perpetual franchises with exclusive territories and were bound by flavor exclusivity clauses, asis
truetoday. Since 1980, the number of bottlers with franchises of the major CSD brands has
fallen by more than one-half, as franchised bottlers were acquired and consolidated by their
franchisors and by other bottlers. In addition to FTC merger enforcement activitiesin the CSD
industry, the Department of Justice brought many price-fixing cases in the mid- to late 1980s
against CSD bottlers affiliated with each of the leading concentrate firms. By 1990, it had
obtained more than forty bottler and individual guilty pleas or convictionsin ten states.

The bottler acquisitions that took place during the study period are the main focus of this
report. Alternative theories for each type of bottler transaction are summarized. The specific
hypotheses we test, using price and output measures of competitive effects, are (1) whether
horizontal transfers of Dr Pepper and/or 7UP franchises to Coca-Cola or Pepsi-Cola bottlers were
anticompetitive (i.e., associated with higher prices and lower output), (2) whether vertical
acquisitions by the Coca-Cola Company and/or PepsiCo of their respective bottlers were
procompetitive (i.e., associated with lower prices and higher output), and (3) whether
consolidations of third bottler franchises (i.e., franchises not held by a Coca-Cola or Pepsi-Cola
bottler) were procompetitive.

The empirical model developed to test these three hypotheses includes qualitative
variables to examine the competitive impacts that these types of events have on CSD prices and
per capitavolumes. The model also contains other control factors that may affect CSD prices
and per capitavolumes. These control variables include sets of factors that would affect the
demand, supply, and market structure for CSDs.

Three different cross-section/time-series data sets were compiled to estimate the
empirical model. Each data set contains dozens of local areas, and together they span more than
10 years. Separate CSD price and per capita volume regressions were run for each of these three
datasets. The application of the model to three different data sets permits us to evaluate the
robustness of the parameter estimates, including those that have public policy implications.

vii



This study represents a substantial improvement over earlier CSD research efforts
because (1) it considers avariety of events corresponding to awide range of policy questions,
including horizontal acquisitions and third bottler consolidations, rather than being limited to
vertical integration; (2) it examines CSD performance during three periods spanning more than
ten years, rather than being limited to a single relatively short-term time horizon; (3) it uses both
CSD price and per capita volume regressions (rather than one or the other) to evaluate CSD
performance; (4) it examineslocal CSD performance across all of the major CSD brand groups,
rather than relying exclusively on individual company (and individual package size)
observations, or aggregating private label and warehouse brand sales with sales of major brands;
(5) dl of itsregression results are based on data for dozens of local areas, rather than using a
handful or fewer local areas to perform empirical tests; and (6) it includes a more compl ete set of
explanatory variables.

Of the three types of events analyzed, the regression results were strongest for the
horizontal Dr Pepper and 7UP franchise acquisitions by Coca-Cola and Pepsi-Cola bottlers. Our
specific findings include:

1 Horizontal franchise acquisitions by Coca-Cola and Pepsi-Cola bottlers led to higher
CSD prices and lower per capita CSD volumes, as hypothesized. On average, these
transactions were associated with CSD prices that were 3.5%-12.8% higher than
otherwise, and per capita CSD volumes that were 12.2%-19.8% lower than otherwise.

Vertical integration was associated with lower CSD prices for aternative measures of the
degree of vertical integration (as hypothesized), but had mixed results in the per capita
CSD volume regressions using the three data sets. On average, vertical acquisitions that
resulted in both the Coca-Cola Company and PepsiCo controlling their bottlers lowered
CSD prices by 4.3%.

The results for third bottler consolidations varied with the local market shares of the
franchises being acquired. On average, large franchise acquisitions were associated with
lower CSD prices (1.2%) and higher per capita CSD volumes (14.0%). In contrast, small
franchise acquisitions were associated with higher CSD prices (5.5%) and lower per
capita CSD volumes (13.2%), on average.

Overall, the results are generally consistent with prior expectations and with recent

antitrust policy in the CSD industry. However, some results, particularly those associated with
vertical integration, suggest that further study is warranted.
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Chapter |

| ntroduction

The decade from 1980 to 1990 saw widespread transformation of the carbonated soft
drink ("CSD") industry.® First PepsiCo and then the Coca-Cola Company moved rapidly toward
vertical integration of their bottling systems while other concentrate companies completely
divested themselves of bottling operations.? More and more Dr Pepper and 7UP bottling
franchises migrated into the Coca-Cola or Pepsi-Cola bottling systems. Both Coca-Colaand
PepsiCo introduced line extensions of their flagship brands and made significant efforts to
advance non-colaflavor lines. This same decade saw attempts to merge the Dr Pepper and

Seven-Up?® concentrate operations into Coca-Cola and Pepsi Co respectively; widespread

1 CSDs are beverages manufactured by combining flavoring concentrate, sweetener, and
carbonated water. The traditional industry organization includes a concentrate manufacturer that
sells concentrate to exclusive bottlersin local territories and performs some marketing functions,
advertising in particular. The traditional franchised bottlers manufacture the CSDs, market them,
and distribute them directly to retailers' stores as well as through the bottlers' own vending
operations. The bottlers' own employees place their CSDs on the retailers shelves, price the
products, and insure that point of sale signs are properly displayed using this store-door delivery
system. We term the products produced and handled in this traditional way as "branded CSDs."
Branded CSDs participate in all channels of distribution including retail food store sales, fountain
sales, and vending sales. This report deals primarily with the five major branded CSD groups:
Coca-Cola, Pepsi-Cola, 7UP, Dr Pepper, and Royal Crown. Non-traditional arrangements
involving private label and "warehouse brand" CSDs are discussed in Chapter I11.

2" Just three decades ago, the competitive environment of the carbonated soft-drink
(CSD) industry was based on recognition of and implicit acquiescence to the dominance of The
Coca-Cola Company. Beginning in the 1960s, however, Coca-Cola s dominance has been
increasingly challenged, particularly by Pepsi-Cola." (See, Muris, Scheffman, and Spiller (1993
p. 1)). Part of Pepsi-Cola' s (PepsiCo) effort to challenge Coca-Colain the 1970s was its decision
to reevaluate its traditional reliance on independent franchisees for bottling, marketing, and
distributing CSDs to retailers and consumers.

3 Except for shorthand notation in tables, "7UP" refers to the CSD brand or franchise,
while " Seven-Up" refersto the concentrate company. Similarly, "RC" refers to the CSD brand or

1



consolidations among third bottlers (bottlers that do not carry Coke or Pepsi CSDs) aswell as
consolidations within the Coca-Cola and Pepsi-Cola systems; repeated turnover in the ownership
of Dr Pepper and Seven-Up at the concentrate level; extensive upstream vertical integration by
PepsiCo into fast-food restaurants; management difficulties for Royal Crown at the concentrate
level; adramatic, but short-lived, attempt to reformul ate Coca-Cola; and increases in scale
economies in distribution, marketing, and (especially) bottle and can production.

Antitrust agencies have been closely connected to the shape and pace of changein this
more than $55 billion ayear industry. The decade of the 1980s began with Congress overturning
the Federal Trade Commission’s (FTC’s) challenge to exclusive CSD territories. Shortly
thereafter, the Department of Justice (DOJ) started what became a major series of investigations,
indictments, and, eventually, guilty pleas or convictions for price fixing between and anong CSD
bottlers. By the mid-1980s, the FTC was deeply involved in assessing many large vertical
integration mergers as well as challenging the Coca-Cola/Dr Pepper and PepsiCo/Seven-Up
proposed acquisitions at the concentrate level. Ultimately, none of the vertical acquisitions or
consolidations of third bottlers was challenged, while both major concentrate mergers were
stopped. By the end of the decade, the FTC aso challenged some acquisitions of Dr Pepper
and/or 7UP franchises by competing Coca-Cola or Pepsi-Cola bottlers.

This study is an effort to document the extent of the structural changes in the CSD
bottling industry as well asto help assess the antitrust merger policies that were pursued during
this era of rapid restructuring in the CSD bottling industry. In order to analyze these policies, we

apply a series of regression models focusing on the local price and quantity effects associated

franchise, while "Roya Crown" refers to the concentrate company.
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with various types of bottling acquisitions during the 1980s and early 1990s.

The organization of this study is straightforward. Chapter Il provides a historical sketch
of the CSD bottling industry, including the industry’ s antitrust history. Chapter |11 presents
statistics and text describing changes in the structure and operation of the CSD bottling industry,
focusing on the last two decades. Chapter IV describes theoretical considerations that underlie
the econometric model we use to examine the competitive effects of the horizontal and vertical
consolidation in the CSD industry on CSD price and per capita volume levels, and to evaluate
antitrust merger policy towards this industry. It also motivates the use of the variablesin the
model. Chapter V describes the data used to estimate our empirical model, and provides
summary statistics for that data. Chapter VI presents the econometric results. Chapter VI
compares our results to those obtained in earlier studies of antitrust policy toward CSD bottling
acquisitions. Chapter V111 presents our conclusions. Details concerning the bottling collusion
cases, our data sets, the variables used in our model, and our regression results are provided in

the appendices.






Chapter |1

History of the Industry

A. I ntroduction

The CSD industry is very big, very visible, highly concentrated, and appears to have been
very profitable. Most CSDs are manufactured by “bottlers” who buy flavored syrup or
concentrate (“syrup”) from “parent” companies, and combine that syrup with carbonated water to
make finished CSDs.* CSD distribution is ubiquitous. Grocery and drug stores, gas stations, and
restaurants are among the many places where CSDs are sold. CSDs are consumed at home,
work, and play for their taste and thirst quenching quality. In 1998, U.S. CSD sales exceeded
$56 billion. U.S. per capita consumption reached 54.9 gallons in 1998, more than twice that of
any other beverage, bringing CSD consumption up to 30.1% of total liquid consumption.®

The top three parent companies together spent approximately 600-625 million dollars on
domestic CSD advertising during each of the last three years, making the industry’ s brands

among the most recognized trademarks in the U.S. and throughout the world.® Today, about 90%

* Syrup represents about 10% of the cost of finished CSDs (See, In the Matter of The
Coca-Cola Co., 117 F.T.C. 795, 927-28 (1994).

®> Beer (12.3%), coffee (10.3%), and milk (10.0%) accounted for the next largest
percentages of liquid consumption. Tap water and other liquids not analyzed separately together
accounted for 16.8% of liquid consumption. See the 1999 Beverage Digest Fact Book for these
and other data on beverage consumption.

® See Beverage Digest (April 24, 1998 p. 3) and (July 23, 1999 p. 6). Bottlers and
grocery retailers spend additional money advertising CSDs, and both parent companies and
bottlers spend considerably more money marketing their CSDs. The marketing support bottlers
receive from parent companies can be viewed as lowering their real cost of syrup. Since parent
companies can provide different levels of support to different bottlers, this funding might be a
way for parent companies to vary their syrup prices.

5



of total domestic CSD sales come from these three companies,” all of which own (typically about
40% or more of ) multi-plant bottlers that produce and sell most of the CSDs sold in the U.S. (see
Tables|l1.1 and I11.5 below). The parent companies’ average rate of return and stock
performance appear to have exceeded that of other U.S. companies by a significant margin.®

The U.S. Department of Justice has brought many price-fixing cases against CSD
bottlers, the vast majority of which led to guilty pleas. The FTC has conducted many
investigations in the CSD industry, including investigations of horizontal and vertical

acquisitionsin the industry.

B. Early Historic Review®

The CSD industry’s early history can be reviewed through the Coca-Cola Company’s
(“Coca-Cola's’) experiences. Coca-Cola began over 100 years ago when a pharmacist named
John Pemberton developed brand Coca-Cola as a medicinal drink that was sold at pharmacies

sodafountains. Early advertisements promoted it as an “Ideal Brain Tonic and Sovereign

’ See, 1999 Beverage Digest Fact Book pp. 90-97.

8 Between 1963 and 1977, the average rate of return among the five leading parent
companies (defined as net income after taxes as a percent of stockholders' equity (i.e., an
accounting return rather than an economic return)) was 21%, compared to 12% for al
manufacturing (See, Testimony of William Comanor, Soft Drink Interbrand Competition Act:
Hearings on S. 598 Before the Subcommittee on Antitrust, Monopoly and Business Rights of the
Senate Committee on the Judiciary, 96th Cong., 1st Session, September 26, 1979, pp. 92 and 112
("SDICA Hearings')). More recently, the stock price of Dr Pepper/Seven-Up Companies, Inc.
(“DPSU"), which had been the third largest parent company, more than doubled between
DPSU’s 1993 initial public offering and its purchase two years later by Cadbury Schweppes PLC
(“Cadbury”). Assuming DPSU’sinitial stock offering was reasonably priced, this performance
far exceeded the approximately 10% increase that the S& P 500 had during that period.

® This brief history is capsulated from The Coca-Cola Company, An |llustrated Profile
(1974), Riley (1958), Greer (1968), and Pendergrast (1993).
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Remedy for Headache and Nervousness.”*® There were many companies, like Coca-Cola, selling
flavored “soft” drinks at the time, with many of those companies bottling their drinks for
consumption “off-premises.” Patents did not limit use of the many different flavorings that were
available, and bottling did not appear to require much capital. By the turn of the century, there
were over one hundred different CSD brands and 2,763 bottling plants.** Both the number of
flavorings and number of bottling plants grew substantially during the early 1900s. Ginger ae
was the most popular flavor of bottled CSDs at the time.*

Coca-Cola and its bottlers changed this environment with distribution and marketing
innovations. 1n 1889, Benjamin Thomas and Joseph Whitehead convinced a skeptical Coca-Cola
to grant them the exclusive right, in perpetuity, to bottle and sell Coca-Cola throughout most of
the U.S.® They, in turn, divided the U.S. between them and granted perpetual exclusive licenses
to independent local bottling companies to produce and sell Coca-Colain bottles. Although the
contracts prohibited bottlers from selling a*“product that is a substitute for or an imitation of

Coca-Cola,” in practice, they alowed them to sell other CSDs that were not colas. This

19 See, Pendergrast (1993 p. 63).
" See, Greer (1968 p. 250).
12 See, Riley (1958 pp. 115, 130, and 135).

13 Six New England states were excluded from the contract because Seth Fowle & Sons
had exclusive rights to the New England trade until 1912. Texas and Mississippi also were
excluded from the contract because negotiations were taking place with other people there.
Different accounts indicate that Thomas and Whitehead paid no more than $1, for their bottling
rights. Coca-Colaretained the fountain business for itself. Coca-Colawas apprehensive about
bottling CSDs itself because of the time and money it would entail, and hesitated letting others
bottle Coca-Cola because it feared they would damage its reputation with inferior products.
Thomas and Whitehead apparently allayed Coca-Cola's concerns by agreeing to satisfy various
quality and control conditions.



subfranchising enabled Thomas and Whitehead to attract the capital needed to build bottling
plants and to do so quickly. By 1904, Coca-Cola had more than 120 bottling plants, and by 1919
there were 1,200.* Many small family owned and run businesses became the backbone of Coca-
Cola s distribution system. Given the large expense involved in transporting CSDs and handling
the returnable bottles that were used, initial bottling territories were relatively small.

While Thomas and Whitehead expanded Coca-Cola s business geographically, Coca-
Coladifferentiated itself from its many competitors. Coca-Cola began positioning its CSD asa
refreshing drink rather than atonic. It used an unprecedented amount and variety of advertising
and promotions to attract customers, including the use of celebrity spokespersons. It also
guarded Coca-Cola’' s formulawith great secrecy, brought a multitude of trademark infringement
suits, and introduced a new patented swirl bottle to distinguish Coca-Cola from its many
imitators. The perpetual, exclusive aspect of its bottler franchises gave its bottlers the incentive
to market their CSDs heavily because they would not have to worry about others free-riding on
their efforts. By 1940, Coca-Cola dominated CSD sales, accounting for about half of bottler
sdes.

Coca-Cola s competitors followed its lead by granting bottlers perpetual exclusive
territories and by advertising heavily to differentiate their products. Pepsi-Cola, Royal Crown,

and Seven-Up were founded after Coca-Cola, and became Coca-Cola s main competitors.*® In

14 See, Pendergrast (1993 p. 84).

1> See, Greer (1968 pp. 255 and 258).

16 Pepsi-Cola, Royal Crown, and Seven-Up, unlike Coca-Cola, also gave exclusive
fountain rightsto their local bottlers. However, in 1998, Pepsi-Cola asked its bottlersto sign
new franchise agreements, which would give it control over lucrative fountain accounts that the

8



1960, these four companies accounted for about 72-75% of total CSD sales, with Coca-Cola
accounting for about 37% of total CSD sales (see Table 111.1 below). Dr Pepper, formerly a
regional brand (that was formulated before Coca-Cola), joined the ranks of the leading brands
after 1962 when it went national.*” By 1980, these five companies accounted for about 80% of
total CSD sales (i.e., including private label and warehouse brand CSD sales).*® Almost two

thirds of these CSD sales were colas.*®

C. Bottler Consolidations
Over time, various demographic trends, innovations, and technol ogical advances changed
the cost of producing, distributing, and marketing CSDs. Population growth and increased per

capita consumption led to substantial increasesin CSD sales. Larger packages were added,

bottlers used to handle. Most of its bottlers signed these agreements. In addition, to further
challenge Coca-Cola s domination of the fountain business, Pepsi-Cola sued Coca-Colafor
requiring that its food service distributors that serve fountain accounts only sell Coca-Cola
products. See, PepsiCo Inc. v. Coca-Cola Co., No. 98 Civ. 3282 (S.D.N.Y. 1998).

" Dr Pepper’ s expansion beyond Texas and its neighboring statesis at least in part
attributable to afavorable court ruling declaring that Dr Pepper was not acola. Before this
ruling, Coca-Cola and Pepsi-Cola bottlers had not carried Dr Pepper because it was thought to
violate the flavor exclusion provisions in the bottling franchise agreements for the major cola
brands (See, In the Matter of The Coca-Cola Co., 117 F.T.C. 795, 871 (1990) (Initial Decision).
Dr Pepper allowed competing fountain suppliers, but provided for a payment to the bottler of
local marketing funds based on fountain sales by firms other than its franchised bottler in the area
(See, In the Matter of Coca-Cola Bottling Co. of the Southwest, Complaint Counsel’ s Proposed
Findings of Fact, Conclusions of Law, and Order, Volume 1, FTC Docket No. 9215, Finding
421, (February 11, 1991)).

18 For discussions on the relationship between advertising and concentration, including
specific references to the soft drink industry, see Sutton (1992) and Greer (1968).

19 Canada Dry, known for its ginger ale, accounted for about 8% of CSD sales as recently
asthe early 1960s, but only about 2% of such salesin the mid 1970s (See, Greer (1968 p. 265)
and Beverage Industry (March 1986)).



nonreturnabl e plastic and aluminum can packages replaced returnable glass bottles, and bottling
lines became faster. Average costs declined and bottlers benefitted from increases in economies
of scale®® Similarly, trucking advancements, better roads, nonreturnable packages, and the
growth in the number and size of grocery stores lowered per unit distribution costs, which aso
tended to decline with increased volume. Radio and television made promoting and marketing
products across territories more efficient.

Economies of scale provided strong incentives for bottlers to expand their sales. Doing
so would enable them to compete more profitably with other bottlers. The proliferation of new
brands and packages also favored larger bottlers and larger bottling plants because of their
economies of scale.® After peaking at over six and a half thousand bottling plants around 1950,
the total number of CSD bottling plants fell dramatically.?> There were consolidations of
neighboring bottlers of the same brands, and of competing bottlers (e.g., Roya Crown and

Seven-Up bottlers) within the same territory.”® As supermarkets began to dominate retail food

2 Bottler manufacturing costs per unit were estimated to have declined 35% between
1950 and 1985 due to economies of scale (See, Boston Consulting Group (1985 pp. 9-12)).
Other changes have had more ambiguous effects. For example, the proliferation of new CSD
brands (e.g., diet CSDs were introduced in the early 1960s, and caffeine-free CSDs were
introduced in the early 1980s) and packages (e.g., 3-Liter plastic bottles were introduced in the
1980s) increased overhead costs per case, ceteris paribus, while they appealed to certain
segments of the market. How costs change, on balance, with these new products depends on the
extent to which they complement -- rather than cannibalize -- old ones, and thereby increase sales
overal. There may be economies or diseconomies of scope and scale (See, Boston Consulting
Group (1985 pp. 20-21)).

1 See, Boston Consulting Group (1985 p. 21).

2 See, Table 111.3 in Chapter 111 for the bottling plant figures cited in this paragraph.

% As discussed previously, noncolas like 7UP and Dr Pepper could “piggyback” onto cola
bottlers, but flavor restrictions in franchise contracts typically prohibited bottlers from selling
two CSDs of the same flavor. Thus, Coca-Cola, Pepsi-Cola, and RC Cola franchises could not

10



sales and expand across bottler territories, neighboring bottler mergers also brought economiesin
the promotion of their brands. Without such mergers, a single grocery chain often would find
itself negotiating with many separate bottlers of the same brand, each potentially with a different
price offer.?* Computerization made operating larger bottlers more manageable and less costly,
facilitating these bottler consolidations. By 1990, there were only about eight hundred CSD
bottling plantsin the U.S. Approximately five hundred CSD bottling plants are estimated to
remain in operation in the U.S. today.

PepsiCo and Coca-Cola, the two biggest CSD parent companies, participated in these
consolidations, buying many of their bottlers and combining their territories. For example, in
1986, PepsiCo acquired one of its biggest bottlers (MEI, awestern and midwestern bottler). That
same year, Coca-Cola bought two of its biggest bottlers (JTL, a southern bottler, and Beatrice, a

western bottler) and formed Coca-Cola Enterprises (“CCE”), a separate public bottling company

combine with each other.

2 Bottlers routinely negotiate calendar marketing agreements (“ CMAS’) with food stores.
CMAs require bottlers to pay food stores for selling their CSDs at reduced prices, and for
providing concomitant special advertisements and in-store displays. Such promotions, which
may run for aweek or amonth at atime, and have increased in use, are called “features’ in the
industry. Some Royal Crown bottlers have complained about Coca-Cola' s and Pepsi-Cola’s
CMA s because they typically contain exclusivity provisions that prohibit retailers from
promoting competing CSDs (in various ways) while the Coca-Cola and Pepsi-ColaCMAs arein
effect. In some cases, Coca-Cola and Pepsi-Cola alegedly have alternated feature weeks for an
entire year, with competitors like Royal Crown “locked out” of the feature cycle during that time
period (See, the October 25, 1987 segment of the television program “60 Minutes’ and Sun-Drop
Bottling Company, Inc. et al. v. Coca-Cola Bottling Co. Consolidated, 604 F. Supp. 1197,
(W.D.N.C. 1985)). The vast majority of CSD sales take place on promotion, and food stores
(grocery stores, convenience stores, and “mom & pop” outlets) account for almost 70% of CSD
sales (vending and fountain, the two other major sales segments, account for about 10-12% and
21% of such sales, respectively) (See, In the Matter of the Coca-Cola Co., 117 F.T.C. 795, 814-
15 (1990) (Initial Decision)). Thus, accessto the feature cycleis of critical importance to bottlers
(See, In the Matter of Coca-Cola Bottling Co. of the Southwest, 118 F.T.C. 452, 550-53 (1994).
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in which Coca-Cola has been the principal investor (about 42% to 49%). The pace of vertical
integration accelerated with these acquisitions. By 1989, PepsiCo was reported to own its
bottlersin 23 of the 24 most heavily populated marketsin the U.S. Coca-Colawas said to have
equity in bottlers serving 21 of those 24 markets.> PepsiCo and Coca-Cola now reportedly own
(or have equity in) bottlers that account for approximately 73% and 77%, respectively, of their

U.S. sales®

D. Federal Trade Commission Investigations

FTC investigations of the CSD industry focused attention on: (1) exclusive territories, (2)
vertical integration, (3) parent company consolidations, and (4) bottler consolidations. During
the 1970s, the FTC issued opinions and orders holding exclusive CSD bottling territoriesto be

unlawful .’ This challenge was avoided when Congress passed the Soft Drink Interbrand

% See, Beverage Digest (May 12, 1989 p. 3). Coca-Cola, through CCE, typically has had
apartial equity interest in its bottlers, while Pepsi-Colatypically has owned its bottlers outright.
This changed recently, however, when PepsiCo had an initial public offering (“1PO”) for its
bottling unit. PepsiCo now owns about 40% of Pepsi Bottling Group (See, Wall Street Journal
(April 1, 1999 p. A4)). Pepsi Bottling Group’s PO came shortly after PepsiCo spun off its $10
billion fast-food operations and sold its casual-dining chains to focus more on soft drinks (and
snack foods) (See, Wall Street Journal (July 27, 1998 p. B4) and (January 11, 1999 p. A30)).

% See, Beverage Digest (December 11, 1998 p. 2). In contrast, Seven-Up, Dr Pepper, and
Royal Crown sold the bottlers they owned before (or in some cases, shortly after) Coca-Cola and
Pepsi-Cola accelerated the purchase of their bottlers. See, Table 111.5 in Chapter 111. However, in
May, 1998, Cadbury, which now owns Dr Pepper and Seven-Up, reversed policy and formed a
joint venture with the Carlyle Group (called the American Bottling Company ("ABC")) to begin
acquiring Dr Pepper and Seven-Up third bottlers. Cadbury has a 40% equity interest in ABC.
See, Beverage Digest (May 8, 1998 p. 4), and Sections D and G of Chapter 111 below.

" See, In the Matter of The Coca-Cola Co., 91 FTC 517 (1978). The FTC concluded that
exclusive CSD bottling territories were unreasonable restraints of trade because they |essened
both intrabrand and interbrand competition.
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Competition Act (“SDICA”) in 1980. This act authorizes exclusive bottling territories subject to
the following proviso: “Provided, That such product isin substantial and effective competition
with other products of the same general classin the relevant market or markets.”® After passage
of the SDICA, the FTC dismissed its case.

Although the FTC has investigated major Coca-Cola and Pepsi-Cola vertical bottler
acquisitions that took place, it has not challenged them. One might infer that the Commission
viewed such manufacturer/distributor acquisitions as procompetitive or competitively neutral .*

The FTC hastreated various CSD parent company consolidations differently, depending
on the circumstances that were involved. In January, 1986, PepsiCo sought to acquire Seven-Up.
Four weeks later, Coca-Cola sought to acquire Dr Pepper. The FTC investigated both of these
proposed acquisitions concurrently and voted, unanimously, to challenge them. PepsiCo
withdrew its offer, but Coca-Coladid not. Coca-Colalost in both the preliminary injunction

(“P1”) hearing in federal district court and the administrative trial that followed under FTC

% See, Soft Drink Interbrand Competition Act, 15 U.S.C. § 3501 (1980). Officials from
both the FTC and the DOJ testified against passage of this legidation, which they characterized
asa"specia exemption” to the antitrust laws. Richard J. Favretto, Deputy Assistant Attorney
General, Antitrust Division of the DOJ, testified that existing antitrust laws could deal fully with
CSD bottler issues and was concerned that passage of this legislation would set an unfortunate
precedent which would encourage other industries to seek similar specialized exemptions and
treatment under the antitrust laws (See, SDICA Hearings p. 136). William S. Comanor, Director
of the FTC’s Bureau of Economics, testified that intrabrand CSD competition should not be
restricted by exclusive bottling territories because there was “ considerable monopoly power”
among interbrand competitors in the CSD industry (See, SDICA Hearings p. 92).

» See, for example, a speech given by former FTC Chairman Daniel Oliver before the
New England Antitrust Conference, Cambridge, MA (October 28, 1988), in which he referred to
1986 Coca-Cola and PepsiCo acquisitions of leading bottlers. He indicated that the Commission
declined to challenge these vertical acquisitions, and suggested that they were motivated by the
prospect of efficiency gains. In addition, see the discussion in Chapter VII on prior economic
studies of the CSD industry.
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Docket No. 9207.*° When these proposed acquisitions "fell through," Seven-Up and Dr Pepper
merged in late 1986 to form DPSU. In early 1995, Cadbury, which aready had acquired a
number of smaller CSD brands (including Canada Dry, Sunkist, A&W, Crush and Hires) and
already had a partia equity interest in DPSU, acquired the rest of DPSU. The FTC did not
oppose any of these acquisitions, possibly expecting consolidated noncola CSD brandsto be
more effective competitors of Coca-Cola and PepsiCo, which have dominated the CSD industry
for decades.® In late 1995, the FTC also did not challenge Coca-Cola' s acquisition of Barg's,
one of the leading root beer concentrate suppliers. Barg's accounted for only about 0.6% of total
CSD sales and there were several other competing root beer brands. Furthermore, Coca-Coladid

not have a significant root beer brand of its own, and amost 90% of Barg's sales aready took

% See, In the Matter of The Coca-Cola Co., 117 F.T.C. 795 (1994). Actually, Coca-Cola
withdrew its planned acquisition of Dr Pepper after it lost in the Pl hearing. Nevertheless, it
litigated against the FTC because it was not willing to accept the FTC’ s requirement that, for 10
years, it obtain the FTC' s approval before making future acquisitions in the same market. After
the FTC and Coca-Cola reached a consent limiting the prior approval requirement to Coca-Cola
seeking to acquire Dr Pepper, the FTC changed its policy and no longer routinely includes prior
approval provisionsin its consents. Nevertheless, the FTC refused to release Coca-Colafrom its
limited prior approval requirement because the Commission thought there was a credible risk
that Coca-Cola might again attempt to acquire Dr Pepper. See, In the Matter of The Coca-Cola
Co., 121 F.T.C. 958, 961 (1996).

3 Noticeably absent from Cadbury’s long list of acquisitionsis Royal Crown, Coca-Cola
and PepsiCo’ s biggest cola competitor. In fact, Roya Crown tried to consolidate its concentrate
business with those of DPSU and A& W, but was outbid by Cadbury. See, Beverage Digest
(January 23, 1995 p. 2). Cadbury reportedly has "absolutely no ambitions or intentions as far as
the colabusinessis concerned.” See, Beverage Digest (February 3, 1995 p. 3). Asdiscussed
below, asignificant portion of Cadbury’s CSDs are sold by Coca-Cola and Pepsi-Cola bottlers
that are owned by parent Coca-Cola or PepsiCo. Cadbury may be hesitant to confront Coca-Cola
and PepsiCo with head-on competition in the cola segment so as not to jeopardize its all-
important relationship with their bottlers. Otherwise, one might expect Cadbury to pursue that
flavor category, since about two-thirds of all CSD sales are colas. In fact, when Philip Morris
owned Seven-Up in the 1980s, it pursued such a strategy with its introduction of Like Cola. Like
Cola had trouble getting distribution because of the exclusive flavor provisionsin Coca-Cola,
Pepsi-Cola, and Royal Crown Cola bottler franchise agreements, and Philip Morris exited the
CSD business.
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place through Coca-Cola bottlers.® In light of these facts, it seems unlikely that the acquisition
would raise substantial antitrust concerns.*® Coca-Cola, PepsiCo, and Cadbury together now
account for about 90% of al CSDs sold inthe U.S. (i.e., including private label and warehouse
brand CSD sdles).

The bottler consolidation trend of the 1980s included horizontal transfers of 7UP and/or
Dr Pepper franchises from “third bottlers’ (i.e., non-Coca-Cola, non-Pepsi-Cola bottlers) to

Coca-Cola and/or Pepsi-Cola bottlers.* The FTC litigated some of these transactions. In 1988,

¥ These data were taken from Beverage World (March 1995 p. 57) and Beverage Digest
(June 30, 1995 p. 1).

% Coca-Cola acquired Sprite, its lemon-lime drink, around 1960 from an individual Coca-
Colabottler that had introduced the brand in its territory (See, The Coca-Cola Company, An
[llustrated Profile (1974)). PepsiCo acquired Mountain Dew and Mug, its citrus and root beer
drinks, in 1964 and 1986, respectively (See, Muris, Scheffman, and Spiller (1993) and New York
Times (May 27, 1998 p. D15)). Thus, although the FTC has prevented the two leading parent
companies from acquiring major Syrup competitors, it has let them acquire smaller syrup
suppliers. Sprite, Mountain Dew, and Mug sales expanded greatly after being acquired by Coca
Cola and PepsiCo, respectively. Similarly, sales of Barq's nearly doubled in the three years after
Coca-Cola acquired the drink. Thisfar exceeded Barq's' previous growth rates and those of
CSDsin general (See, 1999 Beverage Digest Fact Book p. 91).

* Itisironic that DPSU/Cadbury, which arguably has been Coca-Cola and PepsiCo’s
only significant competitor in recent years, has approved many transfers of its franchises to Coca-
Cola and/or Pepsi-Cola bottlers. DPSU/Cadbury may have placed its franchises with these
bottlers because Coca-Cola and Pepsi Co bottlers tend to be more efficient (by virtue of their
higher volume) than third bottlers. However, given the perpetual nature of bottler franchises and
the trend towards vertical integration, those transfers made DPSU/Cadbury captive to Coca-Cola
and Pepsi-Cola bottlers that were owned by its major competitors. Recently (in apossible
reaction to Cadbury’ s purchase of DPSU), CCE and at |east one other major Coca-Cola bottler
decided to drop several Cadbury franchises (See, Beverage Digest (March 28, 1996 p. 1)). This
prompted Cadbury to reach an “understanding” with CCE regarding its continued bottling of Dr
Pepper and other Cadbury brands (See, Beverage Digest (April 12, 1996 p. 1)). More recently,
CCE agreed to extend its bottling of Dr Pepper at least through 2005, and other Cadbury brands
at least through 2001 (See, Beverage Digest (January 23, 1998 p. 1)). Similarly, Cadbury
recently reached a multi-year agreement with PepsiCo to “ensure future growth and security for
DPSU soft drinks in the PBG [Pepsi Bottling Group] system” (See, Beverage Digest (December
11, 1998 p. 1)). Although bottler contracts prohibit parent companies from pulling their
franchises, they alow bottlersto drop franchises without cause. Cadbury’s recent investmentsin
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it issued an administrative complaint in Docket No. 9215 alleging that Coca-Cola Bottling Co. of
the Southwest’s (“CCSW’s’) acquisition of the Dr Pepper and Canada Dry franchises from the
third bottler in San Antonio, TX would increase the likelihood of collusion and/or the likelihood
that CCSW would unilaterally exercise market power.* CCSW was the leading bottler in San
Antonio and the “third bottler” there was its biggest competitor, since it outsold the local Pepsi-
Colabottler. The Dr Pepper and Canada Dry franchises accounted for about forty percent of the
third bottler’ s sales. Although the Administrative Law Judge ("ALJ") who heard this case sided
with CCSW, the FTC overturned the ALJ s decision regarding the Dr Pepper franchise
acquisition, but let the much smaller Canada Dry franchise acquisition stand.* When CCSW
appealed to the Fifth Circuit, the court ruled (in June, 1996) that the FTC used the wrong legal
standard to analyze the transaction, and remanded the matter to the FTC for it to consider the
transaction’ s validity under the SDICA, rather than the Clayton Act.*” Although the FTC

disagreed with the Fifth Circuit’s application of the SDICA inthis case, it dismissed its

some of itsthird bottlers may have been motivated, at least in part, at insuring adequate
distribution for its CSDs.

% See, In the Matter of Coca-Cola Bottling Co. of the Southwest, 112 F.T.C. 588, 591
(1988).

% Asexplained in the FTC’s Opinion, the relevant product and geographic markets were
major areas of dispute. Complaint counsel argued that the relevant product market was
“branded” CSDs (i.e., CSDs using bottler store-door-delivery, which excluded private label and
warehouse delivered CSDs). It argued that the relevant geographic market was 10 countiesin the
San Antonio, TX area. CCSW, on the other hand, argued that the relevant product market
included all CSDs and many noncarbonated beverages (e.g., Lipton Iced Tea, Country Time
Lemonade, and Hawaiian Punch). It argued that the relevant geographic market was far larger
than the 10-county area. Although the ALJrejected complaint counsel’s definitions, the FTC
accepted them (See, In the Matter of Coca-Cola Bottling Co. of the Southwest, 118 F.T.C. 452,
539-84 (1994)).

3" See, Coca-Cola Bottling Co. of the Southwest v. FTC, 85 F.3d 1139 (5th Cir. 1996).
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complaint against CCSW. Since “the circumstances described in the court’ s holding are not
likely to present themselvesin any future case,” the FTC felt that the Fifth Circuit’s decision was
"highly unlikely to affect the Commission’s future enforcement of the Clayton Act against
combinations of competing soft drink brands.”*® In addition, the FTC concluded that further
expenditure of resources on the case was not in the public interest, given “the age of the
challenged transaction, the limited size of the market, and the age of the record evidence
regarding the competitive impact of the challenged acquisition.”*

In 1991 and 1992, the FTC sought to block Harold Honickman's acquisition of 7UP and
other franchises from two third bottlersin New Y ork City, where Honickman already owned the

Pepsi-Cola and Canada Dry bottlers.®® Although the area’ s Coca-Cola bottler would be

% See, In the Matter of Coca-Cola Bottling Co. of the Southwest, 122 F.T.C. 110, 111-12
(1996). The atypical circumstances referred to by the FTC, which were afocus of the Fifth
Circuit’s decision, related to parent Dr Pepper having owned the San Antonio third bottler at the
time the Dr Pepper franchise was sold to CCSW. The transfer of the franchise from a parent-
owned bottler to CCSW caused the Fifth Circuit to view the entire transaction as predominantly
vertical in nature, triggering application of the SDICA. Dr Pepper and Seven-Up did not own
any of their bottlers when the FTC reached this decision.

¥ See, In the Matter of Coca-Cola Bottling Co. of the Southwest, 122 F.T.C. 110, 112
(1996).

“0 Honickman and others acquired one of these 7UP bottlers in 1987 without making the
typical Hart-Scott-Rodino (“HSR”) filing that notifies antitrust authorities of an impending sale.
When the FTC investigated this transaction, Honickman sold hisinterest in the franchises at
issue and entered into a consent agreement requiring him to get prior approval before other soft
drink acquisitions. When the two New Y ork City 7UP bottlers ceased operations due to
bankruptcy and insolvency, Honickman applied for approval to acquire their 7UP and other
franchises. The FTC rejected these applications and Honickman appealed the FTC’ s decisions to
the district court (See Dr Pepper/Seven-Up Cos., Inc. and Harold Honickman v. FTC, 798
F.Supp. 762 (D.D.C. 1992), aff'd in part and rev’'d in part 991 F.2d 859 (D.C. Cir. 1993)).
Separately, Honickman argued that the structure of the 1987 transaction exempted him from
making an HSR filing. The FTC/DOJ challenged thisview. Both sides settled the HSR filing
dispute, with Honickman paying almost $2 million to the U.S. treasury (see United Sates v.
Honickman, 1992-2 Trade Cas. (CCH) 170,018 (D.D.C. Nov. 2, 1992)).
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Honickman’s only remaining significant competitor after these acquisitions, adivided FTC
ultimately reversed itself in 1994 as part of a consent that it reached with Honickman and DPSU
(which approved the 7UP transfer to Honickman). The consent let Honickman have the 7UP and
other franchises. New Y ork City’ s third bottlers had discontinued operations, DPSU actively
sought to have Honickman acquire its franchises there, and the FTC seemed to conclude that no
other competitively significant purchasers existed or were likely to emerge.**

In sum, at the syrup level, the FTC has prevented Coca-Cola and PepsiCo from acquiring
major syrup competitors, but has allowed them to acquire smaller syrup suppliers and to greatly
expand their vertical integration into CSD bottling. It also has allowed noncola syrup companies
to consolidate. Thus, the syrup industry has become more concentrated, but not by as much as it
would have absent the FTC' sintervention. At the bottling level, the FTC similarly sought to
prevent Coca-Cola and Pepsi-Cola bottlers from acquiring major franchises from horizontal
competitors, but has allowed them to acquire smaller such franchises. It also has alowed third
bottlers to consolidate. Although the FTC's efforts may well have deterred some Coca-Cola and

Pepsi-Cola bottler acquisitions, the only two bottler cases the FTC litigated ended with

! See, Dr Pepper/Seven-Up Companies, Inc., et al. v. FTC, Stipulation and Order of
Dismissal, Civ. A. No. 91-2712 (D.D.C. 1994) (See, also, dissenting statement of Commissioner
Deborah K. Owen, and separate statement of Commissioner DennisA. Yao). The FTC also
entered into consent agreements with PepsiCo regarding two of its vertical acquisitions that had
horizontal implications. When PepsiCo sought to acquire MEI and General Cinema, two of its
largest bottlers, MEI and General Cinema owned third bottler franchises in areas where they did
not sell Pepsi-ColaCSDs. The FTC was concerned that if PepsiCo were both a bottler of CSDs
and a supplier of concentrate to another CSD bottler in the same market, then direct competition
between the two bottlers might be lessened and the risk of interbrand collusion would be
increased (see In the Matter of PepsiCo, Inc., 114 F.T.C. 629, 631-32 (1991) and In the Matter of
PepsiCo, Inc., et al., 111 F.T.C. 704, 707-08 (1989), respectively). The consent with DPSU in
the Honickman matter also resolved disputes between DPSU and the FTC regarding these MEI
and General Cinema acquisitions.
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acquisitions taking place that it had sought to prevent.** Thus, there has been a significant
increase in concentration at the bottling level. With the FTC not challenging most Coca-Cola
and Pepsi-Cola bottler acquisitions of 7UP and Dr Pepper franchises (they typically have
involved franchises with small shares or the transactions were small enough not to be reportable),
and some acquisitions that it did challenge taking place anyway, the types of combinations that
the FTC blocked at the syrup level (i.e., Coca-Cola and Pepsi Co acquiring Dr Pepper or Seven-
Up) generally have taken place at the bottler level. Nevertheless, such franchise combinations at
the bottler (i.e., franchisee) level have different effects than comparable combinations at the
parent company (i.e., franchisor) level, since the former leave independent competing
franchisors, while the latter do not. In addition, while the blocked parent company
consolidations were limited to Dr Pepper consolidating with Coca-Cola, and Seven-Up
consolidating with PepsiCo, the bottler consolidations have been more varied (e.g., Dr Pepper
has consolidated with Pepsi-Cola bottlers as well as Coca-Cola bottlers, and also with

combination Pepsi-Cola/7UP bottlers).

“2 |n other instances, planned acquisitions of 7UP or Dr Pepper franchises were
abandoned after the FTC investigated those transactions. See, for example, the July 26, 1995
closing letter involving the planned acquisition of Seven-Up Bottling Co. of Topeka, Inc. by
LinPepCo Corporation (a Pepsi-Cola bottler) in 1995 (File No. 951-0074). The courts, however,
have not determined whether these or any of the aforementioned bottling acquisitions would have
violated Section 7 of the Clayton Act or Section 5 of the Federal Trade Commission Act (which
govern whether the planned acquisitions would lessen competition).
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E. Department Of Justice (*D0OJ”) Price-Fixing Cases

While the FTC concentrated on challenging anticompetitive acquisitionsin the CSD
industry, the DOJ was bringing cases against CSD price-fixers. By 1990, the DOJ had obtained
more than forty bottler and individual guilty pleas (or convictions) in ten states (Florida, Georgia,
North Carolina, Ohio, Maryland, South Carolina, Tennessee, Virginia, West Virginia, and
Washington) and Washington, D.C. Typically, the price-fixing took place in the early 1980s --
after the SDICA was passed, but before the FTC investigated the above horizontal and vertical
acquisitions. Often, the defendants in these cases pleaded guilty to (a) meeting and discussing
promotional CSD prices, (b) agreeing to set those prices, and (c) monitoring and enforcing their
agreements.

Tablell.1 and Appendix A summarize the publicly available information about the 20
“markets’ in which bottlers were found guilty of fixing CSD prices.”® The table identifies the
main cities, the duration of the collusion, the types of named colluding bottlers, and the bottler
alignments of Dr Pepper and 7UP franchises in the areas where price-fixing charges were

successfully brought. The areas are listed chronologically, based on the dates the DOJfiled suit.

* The information contained in the table and appendix comes from "Indictments" and
"Informations” issued by the DOJ against CSD bottlers and their employees, from DOJ summary
reports of these cases, from the 1985 and 1986 editions of the Beverage Bureau Book (BBB), and
from the 1982/83 and 1986 editions of the National Beverage Marketing Directory (NBMD).
Hereafter, we will use “Informations’ to include “Indictments.” Each areaistreated as a separate
“market” because the DOJ brought separate charges in each area. Also, different time periods,
bottlers, or products seemed to apply even when two areas may be near one another. In three
instances, not reported here, the DOJ brought charges against bottlers (in other cities) that were
acquitted, and in one instance a case was voluntarily dismissed. Asseenin Appendix A, some of
the bottlers that were guilty of fixing CSD prices operated in more than one of the 20 "markets’
identified.
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Tablell.1

CSD Bottling Callusion Areas
Summary Information)

Area (P:%rliacgl_ 81;1 (B:Stktleer E(e)?ﬁi er -IIB-»QH I%r prf/iﬂgtlzi)on
Washington, D.C. 10/84 - 8/85 X X 1/l
Richmond, VA 2/83-12/84 X X PCI/I
Norfolk, VA ‘82-1/85 X X PCI/I
Athens, GA 12/78 -12/84 X PC/PC
Toccoa, GA 1/82 - 4/85 X PC/PC
Beckley, WV ‘76 - 11/85 X XIX 1/l
Elyria, OH 1/80 - 3/83 X PCI/I
Roanoke, VA ‘77 - 11/85 X X PC/RC
Bryson City, NC 1/84 - 11/84 X PC/
Anderson, SC 5/83 - 12/84 X X CC/PC
Knoxville, TN 7/83 - 12/83 X CC/PC
Columbia, SC 1/83 - 12/84 X X PC/PC
Greenville, SC 7/82 - 1/86 X PC/PC
Ft. Lauderdale, FL 12/83 - 5/85 X X RC/RC
Johnson City, TN 12/85 - 9/86 X X PC/PC
Pasco, WA 1/85 - 9/85 X X X 1/l
WallaWalla, WA 1/85 - 11/85 X X Ccc/cc
Boone, NC 2/83 - 12/84 X RC/RC
Baltimore, MD ‘82-1/85 X X PCI/I

Notes: The period covered by these conspiracies encompasses a range which includes the time any
bottler or employee of the bottler was guilty of price-fixing. If reference was madein the
Information to a particular quarter, the last month of the quarter is used to identify the time frame
of the conspiracy. An X identifies Coke, Pepsi, and third bottlers specifically named as
conspiratorsin agiven area. In the case of Beckley, WV, two third bottlers were named. The last
column shows the bottler affiliation of the Dr Pepper and 7UP franchises. "PC" represents

affiliation with the Pepsi-Cola bottler. "I" indicates an independent third bottler. “1/1” indicates
that Dr Pepper and 7UP each were with separate independent third bottlers. "CC" indicates
affiliation with the Coca-Colabottler. "RC" means that the franchise is affiliated with the Royal

Crown bottler in the area.
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Appendix A provides additional detail on the collusion cases and the areas’ bottlers.*

Unfortunately, much of the information about these conspiracies (and the marketsin
which they took place) is not available publicly, and even the information that is available is not
complete. Therefore, we do not have afull picture of what happened. For example, we do not
know all of the bottlers that participated in each conspiracy.* The fact that an Information was
not issued against a bottler does not mean that that bottler did not conspire to fix prices. Many of
the citieslisted in Table 1.1 only identify one bottler as having been found guilty of fixing CSD
prices. But we know those bottlers did not conspire alone. Similarly, we do not know how long
al of the conspiracies lasted. The DOJ Informations typically indicate that the price-fixing began
“at least as early” asagiven time period, and continued “at least through” alater time period.*
Some conspiracies appear to have lasted considerably longer than the time period specified in the
Information. For example, the Information against the Roanoke Coca-Cola bottler indicates that
it began fixing pricesin 1982, while the Indictment against its employees (who pleaded nolo

contendere to fixing prices) indicates that the collusion started “ at least as early as 1977.”

“ The share figures were based on sales data from the NBMD, but should not be assumed
to accurately reflect actual sales. The NBMD provides ranges of sales for the bottlersit lists, but
those sales figures may apply to areas that are larger than the areas where the DOJ price-fixing
took place. Nevertheless, we include these estimates because we wanted to see if any pattern
seemed to emerge regarding the apparent relative shares of bottlers that were guilty of fixing
CSD prices. Furthermore, although we only identify the fines imposed on the guilty bottlers,
additional punishments (including jail terms, probations, and community service) also were
imposed.

“ Informations do not usually identify co-conspirators.

“6 The imprecision of the dates given is evident from the fact that two Informations for
different bottlers that pleaded guilty to fixing pricesin the same city sometimes give different
dates for the time of the conspiracy. See, for example, the Beckley, Norfolk, and Richmond
Informations.
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We examined the brand line-ups of the bottlers in the areas where price-fixing took place
to seeif collusion was more prevalent with some brand line-ups than others. But without
knowing more about which bottlers participated in the collusions, it is difficult to examine
whether particular brand line-ups increase the likelihood of collusion. For example, nine of the
twelve times that Dr Pepper bottlers were identified as price-fixers, the brand was carried by a
Coca-Colaor Pepsi-Cola bottler, and six of the nine times that 7UP bottlers were identified as
price-fixers, that brand was carried by Coca-Cola or Pepsi-Cola bottlers. Since these figures
(especialy the 7UP one) exceed the percentage of Dr Pepper and 7UP franchises that were
carried by Coca-Cola and Pepsi-Cola bottlers at the time, one might think that collusion is more
likely when such piggybacking takes place. But we do not know enough about the third bottlers
that were not identified in Informations to draw such conclusions. Only two of the seventeen
Coca-Colabottlersidentified as price-fixers aso bottled 7UP or Dr Pepper, but ten of the
fourteen Pepsi-Cola conspirators bottled 7UP or Dr Pepper. Five of the twenty conspiracies
included Coca-Cola and Pepsi-Cola bottlers that did not carry 7UP or Dr Pepper, while the other
fifteen did have such piggybacking. But without knowing how many markets, in general, have
Coca-Cola and Pepsi-Cola bottlers with such piggybacking, as compared to the number of
markets without such piggybacking, it is hard to use these findings to attempt to draw
conclusions about the impact of piggybacking on the likelihood of collusion.

Nevertheless, many general observations can be made about these conspiracies from the
information we do have. None of the cases identified price-fixers who were not branded CSD

bottlers. While this does not necessarily prove that nonbranded CSDs did not participate in the
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conspiracies, the evidence points in that direction.*” Coca-Cola and Pepsi-Cola bottlers
participated in the conspiracies the vast majority of the time (at least seventeen of twenty for
Coca-Cola and fourteen of twenty for Pepsi-Cola).*® Given the significant share of CSD sales
that Coca-Cola and Pepsi-Cola bottlers typically have, one might expect their participation would
be essential for price-fixing to succeed. Although only afew Informations were issued against
third bottlers, many third bottlers appear to have participated in the conspiracies because the
Informations that were issued against Coca-Cola and Pepsi-Cola bottlers often refer to “various’
or “other” “corporations,” in the plural, as co-conspirators.*

Perhaps the most interesting observation about the CSD price-fixing casesis the wide
range of circumstances that characterize them. Although they did not cover the entire country,
collusions were found in many parts of the eastern U.S. (from Floridato Maryland), in the east

central states (Ohio and Tennessee), and out to the northwest (WallaWalla, WA). The sizes of

" See, for example, United States v. Allegheny Bottling Co., 695 F. Supp. 856 (E.D. Va,
1988), aff’d, 870 F.2d 656 (4th Cir. 1989). Allegheny isthe only bottler in Appendix A that was
found guilty after trial and for which thereisa public record.

“*8 The Coca-Cola Company and PepsiCo have since acquired many of their bottlers that
were guilty of price-fixing, just asthey have acquired many of their other bottlers. Since
collusion is expected to restrict output, the parent companies may have been motivated to acquire
the bottlers that were guilty of price-fixing, at least in part, to insure that their concentrate sales
would not be limited. (However, concentrate companies also may benefit from higher bottler
pricesin an area by charging correspondingly higher prices for concentrate in that area. Perhaps
the easiest form of such a concentrate price increase would be to reduce concentrate discounts to
the bottlersinvolved). They aso may have been trying to protect the exclusive territories
sanctioned in the SDICA, since it is questionable whether the CSDs of those bottlers who fixed
pricesreally werein "substantial and effective competition with other products of the same
genera classin the relevant market."

9 Whileit is possible that one of the other corporate co-conspirators may have been a
nonbranded entity, a branded bottler outside of the area, or a parent company, these alternatives
seem less likely. None of the DOJ Informations appear to have been targeted at such entities;
yet, some third bottlers pleaded guilty to fixing CSD prices.
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the geographic areas subject to the conspiracies also seemed to vary. In one extreme, asingle
county (Greenville, SC) was identified as the location of the conspiracy. But typically, the
conspiracies covered many counties. For example, the Knoxville conspiracy included twelve
counties, while the Baltimore, Richmond, and Norfolk conspiracies covered the regions serviced
by those divisions of the conspiring bottlers. Cities of various sizes had CSD price-fixing -- from
the Washington, DC area, with over two million people, to the Boone, NC area, with less than
fifty thousand people. Large, multiple franchise, publicly-owned bottlers (e.g., General Cinema)
colluded, as did small, single franchise companies that were privately-owned (e.g., the Dr Pepper
Bottling Co. of West Jefferson, NC). Some price-fixing appears to have taken place without
third bottlers (e.g., Norfolk, VA) while others included them (e.g., Boone, NC). In fact, the
Beckley, WV area had two third bottler conspirators, as both the 7UP/Dr Pepper and RC bottlers
there pleaded guilty to price-fixing (along with Beckley’s Coca-Cola bottler). Asmentioned
earlier, neither the Coca-Cola nor the Pepsi-Cola bottler piggybacked either 7UP or Dr Pepper in
some markets with price-fixing, while such piggybacking did take place in other price-fixing
markets. Some of the conspiracies appear to have included Coca-Cola and Pepsi-Cola bottlers
with comparable shares (e.g., Roanoke, VA), while others seem to have included Coca-Cola and
Pepsi-Cola bottlers with very different shares (e.g., Athens, GA). Some price-fixing appearsto
have taken place in cities where food store sales were relatively unconcentrated (e.g., Baltimore,
MD), while others appear to have taken place in relatively concentrated food store markets (e.g.,
Washington, DC). Most of the Informations refer to soft drinks, in general, as the products

whose prices were fixed, but many only refer to specific packages (e.g., 2 liter), flavors (colas) or
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types (post mix) of CSDs.*® The bottler fines may have reflected the diversity of these
conspiracies. At least six bottlers paid fines of at least one million dollars, while other bottlers
had fines of two hundred thousand dollars or less. Thus, many different circumstances seem to
have resulted in CSD price-fixing at the bottling level, with no one set of characteristics
appearing to lend itself to such collusion more than another.

Aside from the specific per selaw violations associated with these price-fixing cases, the
cases provide insight into the major issues that typical antitrust merger cases confront. Even with
our caveat that the Informations likely understate the true time period covered by the
conspiracies, Table I1.1 shows that amost three quarters of the conspiracies lasted at |east one
year without being detected or thwarted by competing products or firms, and at least half of them
lasted at least two years without such action.>® Thus, the DOJ cases suggest that private |abel
CSDs, other warehouse distributed CSDs, and soft drinks that are not carbonated are unlikely to

bein the “branded” CSD markets alleged by the FTC in FTC Docket Nos. 9207 and 9215, since

* These price-fixings may, nevertheless, have involved a broader group of soft drinks
even though only specific types of soft drinks were identified in the Informations. The DOJ may
have limited the subject of the price-fixing in an Information to a subset of soft drinks as part of
its plea agreement with the bottler (perhaps the best evidence it had was for that subset of soft
drinks).

*! The Beckley, WV conspiracy appears to have lasted an entire decade. One and two
years have been very important time periods in government enforcement guidelines. At thetime
the DOJ bottler price-fixing cases were brought, the DOJ merger analysis used a one year time
frame to define product and geographic markets, and atwo year time frame to examine whether
the prospect of entry would deter an attempt to raise price. See U.S. Department of Justice,
Merger Guidelines, 8 2 and § 3, June 14, 1984. Two of the six conspiracieslisted in Table 1.1
as lasting less than one year appear to have lasted at least 11 months. More recently, the DOJ
dropped the one year time frame in the context of defining markets (referring, instead, to the
foreseeable future), while retaining the two year period for examining entry. Seethe U.S.
Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines, § 1 and
8§ 3, issued April 2, 1992, revised April 8, 1997 ("Horizontal Merger Guidelines").
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these other drinks apparently did not participate in the price-fixing and did not deter or defeat the
collusions.®® Similarly, the price-fixing cases suggest that bottlers outside of a given local area
are unlikely to be in the relevant antitrust geographic market for that area because bottlers from
outside of the local areas where the DOJ price-fixing took place apparently did not participate in
those conspiracies and did not defeat them. Moreover, new entry did not defeat the branded CSD
price-fixing, given that it sometimes lasted severa years. This suggeststhat it isunlikely that
timely new entry would be sufficient to defeat an anticompetitive branded CSD price increase.
Lastly, the fact that price-fixing could take place among CSD bottlersin so many places around
the country with varying circumstances buttresses the argument that branded CSD price-fixing or

tacit collusion could take place elsewhere.>®

*2 Private label CSDs use warehouse delivery, while branded CSDs rely on bottlers who
use direct store-door delivery. CSDsthat use warehouse delivery do not have exclusive
territories, so they would seem to have the potential to defeat local branded CSD price-fixing.
But branded CSDs are perceived to be higher in quality than private label CSDs. Also,
warehouse distribution does not service vending, fountain, and other types of CSD accounts.
Therefore, it is harder for CSDs that rely on warehouse distribution to constrain branded CSD
prices, other factors constant (See, In the Matter of Coca-Cola Bottling Co. of the Southwest, 118
F.T.C. 452, 538-74 (1994). The likelihood that price increases would be defeated is central to
defining product markets. If some price-fixing were limited to a particular package size, flavor,
or type of CSD, it would raise the possibility that a subset of branded CSDs may constitute a
relevant product market for antitrust purposes.

% The Administrative Law Judge (“ALJ’) presiding In the Matter of The Coca-Cola Co.
allowed the DOJ price-fixing cases into evidence. See In the Matter of The Coca-Cola Co., 117
F.T.C. 795, 809 (1990) (Initial Decision). However, the ALJ presiding In the Matter of Coca-
Cola Bottling Co. of the Southwest refused to admit these cases into evidence, considering them
to beirrelevant. The FTC disagreed with the ALJ s opinion in the CCSW matter on thisissue. It
found "the [price-fixing] evidence to be relevant to the likelihood of collusion by branded CSD
bottlers in the San Antonio market, because such cases suggest that there are local or regional
branded CSD bottling markets that are conducive to collusion ... The bottler price-fixing cases
also are relevant to and reinforce our conclusion that the relevant market in this case is branded
CSDsin the San Antonio market." See, In the Matter of Coca-Cola Bottling Co. of the
Southwest, 118 F.T.C. 452, 602 (1994). The recent Fifth Circuit’s decision in this matter did not
address this point.
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Onefina observation from the DOJ cases involves the likelihood that parent-owned
bottlers would fix CSD prices. It has been argued that such collusion is unlikely because parent
companies’ incentives are inconsistent with fixing bottler prices. The DOJ price-fixing cases
have been cited to support this argument, since some have reported that vertically integrated
bottlers were never involved in any of these collusions.>* However, the DOJ Informations and
summary reports of bottler cases show that The Mid-Atlantic Coca-Cola Bottling Company, Inc.
(“Mid-Atlantic Coke”) pleaded guilty to fixing soft drink pricesin the Washington, D.C. area
from about October, 1984 to August 31, 1985. A former president of Mid-Atlantic Coke also
pleaded guilty to fixing Mid-Atlantic Coke prices in the Baltimore, MD area between 1982 and
January, 1985. Yet, an October 14, 1987 DOJ press release states that Coca-Cola “acquired a
controlling interest in Mid-Atlantic Coke” in September, 1984. Coca-Cola continued owning
and controlling Mid-Atlantic Coke until September, 1986, when the press rel ease states that
ownership of Mid-Atlantic Coke was transferred to CCE.>® CCE had just been formed by Coca-
Cola, with Coca-Cola owning 49% of CCE. Thus, Coca-Cola owned and controlled a bottler
that fixed CSD pricesin the nation’s capital for about one year, and in at least one other major
city for a shorter time period, though the actual length of the conspiracies may have been longer

(as discussed above) and it is not clear how long the conspiracies would have lasted had the DOJ

> See, for example, Tollison et al. (1991 p. 103) who state that “no company-owned
bottlers or personnel have been indicted” and Muris et al. (1993 p. 158) who state that “no
bottlers owned by Pepsi-Cola or The Coca-Cola Company have been involved in price-fixing
charges’. According to press accounts, "[b]oth Coca-Cola Co. and PepsiCo said the parent
companies were not involved in the price-fixing by their local bottlers.” (See, Washington Post
(October 15, 1987 pp. A1 and A40)).

* Apparently, Coca-Colatransferred “amajority ownership” in Mid-Atlantic Coke to
CCE at that time (See, 1987 Moody' s Industrial Manual p. 2705).
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not uncovered them.*® This evidence at least raises questions about claims that CSD price-fixing
(and other unlawful conduct) is unlikely when parent companies own bottlers.

In sum, many bottlers were guilty of fixing branded CSD prices during the 1980s. The
specific circumstances surrounding these collusions differed, with no one set of characteristics
appearing to lend itself to such collusion more than another. Nevertheless, the available evidence
from these cases providesinsight into CSD markets. For example, the evidence tends to support
the product and geographic markets alleged by the FTC in its CSD litigation because branded
CSDs were the only beverages identified as participating in the price fixing, and the cases tended
to involve price-fixing in small local areas. Moreover, since some of these conspiracies lasted
for several years, it would appear that entry into branded CSD bottling operations is difficult.
For, if entry were easy, one might expect the higher profits typically associated with price-fixing
to have attracted such entry. Lastly, even parent-owned bottlers were not immune from fixing

branded CSD prices.

* Mid-Atlantic Coke also was found guilty (after trial) of defrauding the U.S. and
violating its bribery law regarding CSD sales at a Norfolk, VA Navy facility for at least six
months while it was controlled by Coca-Cola. See, United States v. The Mid-Atlantic Coca-Cola
Bottling Co., Inc., No. 90-27-N (E.D. Va. 1990).
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Chapter 111

Technical and Structural Change

A. Introduction: Structural Change and I nstitutional Stability

The CSD industry in the United States has undergone major structural changes over the
past two decades. These changes have occurred at both the national concentrate level and at the
local bottler level and have included horizontal consolidations, vertical integration, and vertical
divestiture. This chapter focuses on these structural changes.

While the structure of the industry has changed, the mgjor players and the terms of
franchise arrangements have shown considerable stability. The Coca-Cola Company and
PepsiCo continue to be the largest concentrate companies with the largest bottlers.>” The other
major brand groups have been Dr Pepper and, to a decreasing extent, 7UP and Royal Crown.
Together, the branded CSD groups using traditional industry franchised distribution now account
for more than 90% of total CSD sales, with the rest going to a wide assortment of private label

and minor warehouse brands distributed outside of the franchised bottling systems.® The five

" The terms "bottler" and "bottling" cover only avery limited portion of the actual
operations of a CSD franchisee. The franchisee may even opt to contract out all of its
manufacturing operations. The real heart of being afranchised CSD bottler is marketing and
distribution.

8 See, 1999 Beverage Digest Fact Book pp. 90-97. Private label CSDs are manufactured
by contract packers or directly by CSD bottling plants owned by the retail grocery chains and
distributed to their own stores. Concentrates for these products are provided by flavoring
suppliers or as a sideline by traditional concentrate manufacturers. Royal Crown has been a
major supplier of concentrate for private label CSDs. See, for example, Beverage Industry (June
1994 pp. 10-13). Warehouse brand CSDs are produced in plants owned by another set of
concentrate manufacturers and delivered to the warehouses of grocery retail chains. Private |abel
and warehouse brands participate almost exclusively in the grocery retail distribution channel,
rather than in the vending or fountain channels.
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branded CSD groups that are the focus of this study accounted for approximately 87% of total
CSD sales, and 95% of "branded" CSD salesin 1998.° Bottlers and concentrate companies
continue to observe traditional contractual obligations that establish the framework of the
business. Traditional flavor exclusivity clausesthat generally allow a bottler to carry only one
brand of a given flavor remainin place. PepsiCo, for example, has a"no other cola" provisionin
the Pepsi-Cola franchise agreements with bottlers:

The Bottler will not bottle, distribute or sell, directly or indirectly, any other cola

beverage or beverages with the name cola. . . or any other beverage which could

be confused with Pepsi-Colas.
Similar restrictions are in Bottling Appointments for other Pepsi-Cola products.®

Exclusive territories and rules against selling to customers outside one’ s appointed
territories (transshipment) continue and are vigorously enforced by CSD bottlers and concentrate
companies. Coca-Cola USA’s bottling contract provides in part that:

The Bottler has the sole, exclusive and perpetual right and license in the Bottler's

territory (i) to manufacture and market al Covered Products for ultimate

consumer purchase in such territory, and (ii) to use and vend on all Covered

Products the trademarks and trade names associated with such Covered Products

and any Modifications thereof, and all labels, designs, distinctive containers or
other trade symbols associated therewith.

% See, 1999 Beverage Digest Fact Book pp. 90-97. Whether the "market" considered
should be "branded CSDs," all CSDs, or some other group of beverages has been the subject of
litigation, as discussed above. We believe the evidence supports the "branded CSD" antitrust
markets adopted by the FTC in itslitigation, as discussed earlier. However, share data presented
below assume an all CSD universe (i.e., including private label and warehouse CSD sales)
because the CSD industry publications relied on as the sources for those data use that universe.
The traditional CSD brand groups other than the big five include, principally, Cadbury (A&W,
Hires, Crush, Welch’'s, Schweppes, Canada Dry, and others and now owners of Dr Pepper and
7UP), Monarch, Barg's (now owned by Coca-Cola), Big Red, and Double Cola.

% See, In the Matter of Coca-Cola Bottling Co. of the Southwest, FTC Docket No. 9215,
Complaint Counsel’s Exhibit Nos. CX 379240, Z16, and Z22.
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The Bottler will not sell any Covered Product to any person . . . where the Bottler

knows or should have known that such person would redistribute such Covered

Product for ultimate sale outside Bottler'sterritory . . . . The Company will

vigorously enforce the provisions of this Section 3 and will use its best effortsto

prevent any Covered Product from being transshipped.®

The other mgjor branded concentrate firms have similar contract provisions and policies
which forbid a bottler from selling its CSDs outside of the exclusive territory described in the
franchise agreements.®

Bottlers typically hold franchise rights in perpetuity, albeit with some limitation.®® And,

as shown below in Table 111.7, bottlers continue to contract with more than one concentrate

company in order to market a portfolio of CSD flavorsto retailers and directly to consumers.

B. CSD Shares and Share Changes
Tablelll.1 provides CSD shares at the national level for the five branded CSDs that are

the focus of this study.** Prior to World War 11, Coca-Cola dominated the industry at the

¢ See, In the Matter of Coca-Cola Bottling Co. of the Southwest, FTC Docket No. 9215,
Respondent’ s Exhibit Nos. RX 2850A and 2850B.

2 See, In the Matter of Coca-Cola Bottling Co. of the Southwest, Complaint Counsel’s
Proposed Findings of Fact, Conclusions of Law, and Order, Volume I, Finding No. 379, FTC
Docket No. 9215, (February 11, 1991).

8 A CSD franchise can be revoked “for cause” such as unsanitary manufacturing
practices or failure to make a "best effort” to market the franchised brand. Franchisors retain the
right to disapprove of ownership transfers. Bottlers may elect to drop afranchise, usualy with
only short notice to the franchisor.

% These and other CSD figures reported below are estimates obtained from industry
sources. Seven-Up and Dr Pepper data are reported separately for greater detail, even though
Seven-Up and Dr Pepper have been under common management since 1986.
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Tablelll.1
National Carbonated Soft Drink Consumption and Shares of Big 5 Brand Groups
YEAR VOLUME/ COKE % PEPSI % TUP % RC % DP %
SHARE of
BIG5
1900 39 n.a n.a n.a
1930 253 40-60% n.a n.a n.a n.a
1940 550 53.0% 10.8% 10.6% n.a n.a
1950 990 48.0% 12.8% 11.6% na n.a
1960 1477 37.2% 18.1% 12.1% 5-8% n.a
1970 2971/ 35.0% 23.6% 7.1% 5.8% 3.1%
74.6%
1975 3633/ 35.4% 24.5% 7.7% 5.1% 4.5%
77.2%
1980 4930/ 35.9% 27.7% 6.4% 4.0% 6.0%
80.0%
1985 6385/ 39.5% 30.3% 5.8% 3.1% 4.5%
83.2%
1990 7780/ 41.1% 32.4% 3.9% 2.6% 5.2%
85.2%
1995 8970/ 42.3% 30.9% 3.3% 2.0% 6.8%
85.3%
1998 (Est.) 9880/ 44.5% 31.4% 2.9% 1.3% 7.1%
87.2%
Notes. Entriesfor 1900 through 1960 are from Greer (1968 Chapter 5). Entries for 1970 through 1980 are
from Maxwell (1994). Entriesfor 1985 through 1998 are from the 1999 Beverage Digest Fact Book pp. 90-97.
“n.a.” here and in subsegquent tables means the data were not available. Industry volume is aways in millions of
cases. While the 1985 through 1998 figures are based on 192 o0z cases and cover all distribution channels, it is
not clear how the earlier figures were cal culated.

concentrate level with shares as high as 60%. Following the war, the concentrate industry
evolved into a near-duopoly, with PepsiCo brands gaining share while Coca-Cola s share
declined. During the 1980s and 1990s, Coca-Colaregained part of its earlier lead, but not at the

expense of PepsiCo. Since World War 11, Seven-Up and Royal Crown generally lost share, while
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Dr Pepper gained share as it moved to franchise bottlers outside of its home state of Texas. Both
Seven-Up and Royal Crown have had shares declines of at least three quarters during this period.
Seven-Up fell from a high share of 12.1% to 2.9%. Royal Crown fell from 5-8% to 1.3%. At the
same time, Dr Pepper’ s share rose to 7.1%.

Within the national picture, regional share patterns are far from uniform across the
country. For illustrative purposes, Table 111.2 presents share data for the Coca-Cola, Pepsi-Cola,

Dr Pepper, Seven-Up, and Royal Crown brand groups in seven regions within the U.S. Asthe

Tablelll.2

Y ear-to-Date August, 1991
Brand Group Sharesin Selected Regions

AREA COCA-COLA | PEPSI-COLA | DR PEPPER SEVEN-UP ROYAL
CROWN
New England 41.7% 35.9% 0.9% 2.4% 0.2%
Mid-Atlantic 37.9% 45.0% 1.9% 4.3% 1.3%
Southeast 46.8% 33.1% 5.0% 2.8% 4.1%
East Central 34.6% 45.7% 4.3% 5.1% 3.6%
West Centra 31.9% 45.0% 4.6% 6.2% 4.4%
Southwest 46.4% 30.7% 11.7% 2.9% 1.2%
Pecific 33.9% 45.4% 4.5% 6.8% 2.3%

Notes: These data are based on supermarket invoices analyzed by Data Bank (See, Beverage Digest (October
25,1991 p. 3)). Therange of shares would be even more pronounced if we examined individual cities within
these regions, since the above figures are averages. For example, in March, 1989, Coca-Cola’'s share was
reported to be 51.9% in Houston, TX and 21.1% in Pittsburgh, PA (See, Beverage Digest (May 12, 1989 p. 3)).
Similarly, Dr Pepper’s share was reported to be 21.3% in Dallas/Ft. Worth, TX for the fifty-two weeks ending
April 7, 1996 (See, Beverage Digest (May 17, 1996 p. 6)), Seven-Up's share was reported to be 10.1% and 9.5%
in San Francisco, CA and Los Angeles, CA, respectively, for the eight weeks ending February 20, 1993 (See,
Beverage Digest (June 4, 1993)), and Royal Crown’s share was reported to be 9.4% and 8.1% in Nashville, TN
and Chicago, IL, respectively, in 1988 (see Tollison et. al. (1991 p. 28)).
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tableillustrates, Coca-Cola brands have not had the leading position in all areas despite their
leading national position. Notwithstanding their nationa declines, Seven-Up and Roya Crown
have retained sizeable shares in some areas of the country. Dr Pepper, while growing on a
national basis, has been particularly strong in the southwest (e.g., Dallas/Ft. Worth), but has had

avery small presence in some other areas.

C. Plant Consolidations
The number of CSD bottling plants has declined substantially, while the scale of
production has increased dramatically. Table I11.3 presents data on the number and average scale

of CSD bottling plants. For example, in 1950 there were well over 6,000 CSD bottling

Tablelll.3
Number and Average Production of U.S. CSD Bottling Plants

Y ear Number of Plants Total Cases Aver. Cases Per Plant

1940 6,118 550,000,000 89,899
1950 6,662 990,000,000 148,604
1960 4,519 1,477,000,000 326,842
1970 3,054 2,971,000,000 972,823
1980 1,859 4,930,000,000 2,651,963
1990 807 7,780,000,000 9,640,644
1995 541 8,970,000,000 16,580,406
1998 498 9,880,000,000 19,839,357

111.1 above.

Notes: The number of bottling plants for 1940-90 are from various editions of Beverage Industry Annual
Manual through July 1992. Beverage Industry Annual Manual no longer reports these data. The estimated
number of bottling plants for 1995 is from Beverage World (October 1998 p. 71). The estimated number of
bottling plants for 1998 is from a phone conversation with Beverage World. Case sales are taken from Table
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plantsin the U.S. compared to only about 500 in 1998. While the number of bottling plants
decreased, total CSD volume continued to expand and economies of scale in production
increased substantially. Inthe 1950 to 1998 period, average per plant production rose from about
150,000 cases to nearly 20,000,000 cases per year.

The change in number and scale of plants has been accompanied by diversification in the
type and variety of sizes of CSD containers. Glass containers have been replaced by both metal
cans and plastic bottles. Container sizesfor consumers range from the original 6.5 oz glass
bottles to plastic three liter bottles. With the decline of small glass containers and the rise of two
and three liter plastic containers, average package size hasincreased over time. Tablell1.4
presents data on changes in container materials. The rapid decline and near elimination of

returnable glass containers during the 1970s and 1980s marked a major shift in CSD packaging.

Tablelll .4

Shiftsin the Typesof CSD Containers
(% of Packaged Volume)

CONTAINER TYPE 1970 1982 1990 1998
Metal Cans 20% 36.5% 54.4% 48.3%
Plastic All n.a 21.4% 33.6% 50.9%
20 ounce n.a n.a 0.2% 15.3%
2 liter n.a 19.9%. 26.0% 23.2%
3liter n.a n.a 2.8% 4.2%
Nonreturnable Glass 20% 15.7% 11.4% 0.3%
Returnable Glass 60% 26.4% 0.6% 0.4%

Sources: See, National Soft Drink Association (1986) for 1970 and 1982 data, and Beverage World (June
1999) for 1990 and 1998 data. The National Soft Drink Association stopped reporting these container datain
1987.
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The elimination of extensive collection, transportation, and sanitizing of returnable glass

packaging greatly facilitated consolidation of bottling plants during the post-WWII period.

D. Vertical Integration

Another significant structural change over the past two decades has been vertical
integration into CSD bottling by the Coca-Cola and PepsiCo concentrate companies. Tablell1.5
presents data on vertical integration by the major concentrate firms. Aslate as 1981, the Coca-
Cola and PepsiCo parent companies had equity interestsin U.S. bottlers accounting for 20% or
less of their volume. By 1998, Coca-Cola and PepsiCo had equity interestsin bottlers
distributing about 77% and 73% of their volume, respectively. During the same time period, the
other concentrate companies divested their bottling assets. Dr Pepper and Royal Crown
consistently reduced their ownership positions, while Seven-Up undertook extensive vertical

integration to launch its Like brand of cola and then divested as that brand faded.®> As discussed

% Divestiture of bottling operations was reportedly undertaken to help finance leveraged
buy-outs or other investments at both Dr Pepper and Royal Crown. Dr Pepper was acquired by
Forstmann, Little & Co., aNew Y ork-based investment firm in February 1984. The ten bottling
operations owned by the parent company were sold by Forstmann, Little & Co. soon after the
acquisition to reduce the debt from the acquisition. See, In the Matter of Coca-Cola Bottling Co.
of the Southwest, Complaint Counsel’ s Proposed Findings of Fact, Conclusions of Law, and
Order, Volume I, Finding No. 157, FTC Docket No. 9215, (February 11, 1991). In August 1986,
Dr Pepper was acquired by Hicks and Haas and combined with Seven-Up and A&W. Seelnthe
Matter of Coca-Cola Bottling Co. of the Southwest, Complaint Counsel’ s Proposed Findings of
Fact, Conclusions of Law, and Order, Volume I, Findings No. 158 and 159, FTC Docket 9215,
(February 11, 1991). Control of Royal Crown was acquired by Victor Posner in the mid-1980s.
Mr. Posner reportedly used the cash flow of Royal Crown to invest in unrelated businesses and
failed to provide adequate support for Royal Crown brands (Washington Post, December 2, 1993
p. B11). Triarc, an investment partnership, is Royal Crown’s current owner. It provided
substantial increases in promotional support and equipment allowances for RC bottlers after
acquiring Royal Crown (Jabbonsky, Larry, "Having Endured Nine Y ears of ‘Benign Neglect,’” the
RC System Embraces Its Prudently Beneficent New Parents -- and Plans to * Shake Things Up,’"
Beverage World (March 1994 pp. 23-39).
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Tablelll.5

Vertical Integration of CSD Concentrate Companiesinto Bottling
(Percent of Each Company’s Concentrate Volume Through Company-Owned Bottlers)

FIRM FORM 1981 1987 1993 1998
Coca-Cola All Forms 10% 59.7% 70.8% 77.3%
CCE n.a 38.1% 55.1% 68.1%
(partial)
Other n.a 21.6% 15.7% 9.2%
Partial
PepsiCo All Forms 20% 31.2% 70.6% 72.5%
Full n.a 31.2% 55.7% 58.6%
(COBO)
Partial n.a 0.0% 14.9% 13.9%
Seven-Up All Forms n.a. none none 23.4%
Dr Pepper All Forms 20% none none 5.5%
Royal Crown All Forms 25% none none none

Sources and Notes: 1981 estimates from Sandard and Poor’ s Industry Survey (April 9, 1981 p. B66). Later
estimates from Beverage Digest (December 11, 1998). Coca-Cola acquired full ownership of several of its
major bottlers before forming Coca-Cola Enterprisesin 1986. Parent Coca-Colainitially held 49% of CCE. In
1991 this proportion fell to 43%. See, Beverage Digest (September 6, 1991). Dr Pepper sold its bottlersin
1984-85 in connection with aleveraged buy-out of the concentrate company. Seven-Up purchased several of its
bottlersin the 1982-1984 period as part of its entry efforts for Like (caffeine-free cola). These bottling
operations were sold by 1987. Royal Crown sold its bottling operationsin the early 1980s. Cadbury began
acquiring sizeable equity interestsin some of itslargest third bottlersin May, 1998. Asdiscussed in Chapter |1,
PepsiCo recently had an initial public offering of its company-owned bottling operations (*COBQO”), reducing
its equity stake in those bottlers.

in Chapter 11, Cadbury, which now owns Dr Pepper and Seven-Up, reversed this trend last year.
It formed ajoint venture with the Carlyle Group (called ABC) and this joint venture began to
acquire some of Dr Pepper and Seven-Up’ s largest third bottlers. In October, 1999, Cadbury and
the Carlyle Group acquired the Dr Pepper Bottling Company of Texas (which was Dr Pepper’s
largest third bottler, and Seven-Up’s second largest third bottler -- behind ABC). The Dr Pepper

Bottling Company of Texas will be combined with ABC to form the Dr Pepper/Seven-Up
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Bottling Group, Inc. (“DPSUBG”). DPSUBG will distribute 24% of Dr Pepper and Seven-Up’'s

combined volume.®

E. Franchise/Bottler Consolidations

The decrease in the number of CSD plantsillustrated in Table 111.3, and the increased
vertical integration illustrated in Table I11.5, were accompanied by a decline in the number of
separate franchise/bottler operations. Table I11.6 shows thistrend. It highlights the many Coca-
Cola and PepsiCo franchise/bottler consolidations that took place around the time that Coca-Cola
formed CCE, and PepsiCo acquired MEI (1986). The number of Coca-Cola and PepsiCo single-
franchised bottlers declined 47% and 33%, respectively, in the four years between 1983 and
1987. Coca-Cola and Pepsi Co franchise/bottler consolidations continued since then, though at a
dower pace. We do not have data going back as far for all of the other major brand groups, but
they also had substantial franchise/bottler consolidations. The number of single-franchise RC
and 7UP bottlers declined by more than 60% between 1987 and 1998. The number of single-
franchise Dr Pepper bottlers declined 45% during this period. The change in the number of
multiple-franchise bottlers varied between groups. Coca-Cola had a significant decline, while

other companies (except Dr Pepper) increased their number of multiple-franchise bottlers.

F. Cross Franchising and Shiftsin Cross Franchising

Cross franchising has been an important aspect of CSD bottling for decades, as bottlers

% See Beverage Industry (October 1999 p. 9) and Beverage World (October 1999 p. 28).
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Tablelll.6

Bottlersand Bottling Territories
by Brand Group

BRAND BASIC YEAR TOTAL SINGLE- MULTIPLE-
GROUP TERRITORIES BOTTLERS FRANCHISE | FRANCHISE
BOTTLERS BOTTLERS

Coca-Cola 474 1998 94 75 19

1987 192 137 55

1983 319 259 60
Pepsi-Cola 421 1998 119 88 31

1987 180 156 24

1983 256 233 23
Royal Crown 232 1998 92 69 23

1987 187 177 10

1983 185 175 10
Dr Pepper 467 1998 158 122 36

1987 264 220 44

1983 na na na
7UP 353 1998 149 104 45

1987 288 269 19

1983 n.a n.a n.a

Source: Entriesfor 1983 and 1987 are from Beverage Digest (January 10, 1992), while those for 1998 are from
Beverage Digest (December 11, 1998). Multiple franchise bottlers are bottlers with a given franchise in more
than one territory/location (e.g., CCE, which has Coca-Cola franchisesin New Y ork City, Los Angeles, Dallas,
and many other cities, was one of the Coca-Cola Company’s 19 multiple franchise bottlersin 1998).

have sought to offer afull line of flavors with recognized brands in each flavor category. Table
[11.7 presents the cross franchising status of most substantial brands that were not owned by

Coca-Cola or PepsiCo between 1995 and 1998. It shows that cross franchising by Coca-Cola
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Tablelll.7

Cross Franchising of Selected Non-Cola Brands and Brand Groups
Not Owned by Coca-Cola or PepsiCo
Estimated 1995 - 1998 Per cent of Volume Cross Franchised

NON-COLA ALIGNED WITH ALIGNED WITH ALIGNED WITH
BRAND COCA-COLA PEPSI-COLA THIRD BOTTLERS
GROUP

1995 |1996 |1997 (1998 |1995 1996 (1997 |1998 1995 (1996 |1997 |1998
Dr Pepper 41.5% [41.8% |41.6% [42.5% |34.3% [35.1% [36.0% [35.0% [24.2% (23.1% |22.4% [22.5%
7UP 57% | 35% | 2.3% | 0.9% |32.6% [36.0% |37.4% [38.1% [61.7% [60.5% [60.3% [61.0%
Canada Dry 26.4% [38.3% |27.7% [26.8% | 41% | 7.0% | 51% | 4.9% [69.5% |54.6% [67.2% |68.3%
A&W 30.4% [17.3% | 3.4% | 1.5% |30.4% [10.5% |11.2% | 7.4% [39.2% [72.2% |85.4% [91.1%
Sunkist 45.3% [37.1% [21.1% |14.2% [22.4% [25.7% |29.7% [25.6% [32.3% |37.2% [49.2% |60.2%
Squirt 38.6% [39.3% [36.9% |37.2% [25.2% [25.9% |25.1% [23.3% [36.2% [34.8% |38.0% [39.5%
Schweppes 17.0% |16.9% [16.4% [17.3% |64.1% |67.2% [66.0% |65.4% |18.9% [16.1% |17.6% [17.3%
Crush 79% | 1.2% | 1.8% | 1.1% |12.3% [43.9% |15.3% [10.8% ([79.8% [54.9% [82.9% (88.1%
Welch’s 80.8% [35.7% |31.2% [13.9% | 44% | 7.7% |11.1% |[10.9% |[14.8% |56.6% [57.7% |75.2%
Hires 32% | 27% | 59% | 0.0% |16.4% [38.9% | 7.0% | 7.4% [80.4% [58.4% [87.1% [92.6%
Monarch 35.0% [10.0% |10.0% [10.0% [35.0% [10.0% |10.0% [40.0% [30.0% |80.0% [80.0% |50.0%
Dr Pepper/7UP [29.4% [25.7% |24.5% |24.4% (28.5% [30.2% |31.2% |30.8% [42.1% [44.1% |44.3% |44.8%
& Other
Cadbury Brands

Source: See, Beverage Digest (December 8, 1995), (December 13, 1996), (December 12, 1997), and (December
11, 1998). Beverage Digest’s estimate that 10% of Monarch’stotal volume was aligned with Pepsi-Cola bottlers
in 1996 and 1997 seems inconsistent with itslists of Monarch’s top 10 bottlers. The latter imply that more than
10% of Monarch’s sales volume went through Pepsi-Cola bottlers in those years. Beverage Digest’s Monarch
figures are the only ones that appear to be rounded to the nearest 10%, which might partly explain this difference.
Note: Brands or brand groups with substantial realignment shifts are denoted in bold.

and Pepsi-Cola bottlers was widespread, but varied considerably by brand.®” For example, it

shows that in 1998 42.5% of Dr Pepper’s sales went through franchises aligned with Coca-Cola

 Barg'sis not shown. It was acquired by the Coca-Cola Company in 1995. Nearly 90%
of Barg's volume was franchised by Coca-Cola bottlers at that time.
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bottlers, but only 0.9% of 7UP’ s sales went through franchises aligned with Coca-Cola bottlers.
The last row in the table gives the aggregate degree of cross franchising for the collection of
brands now controlled by Cadbury. TableIl1.7 also shows that some dramatic shiftsin cross
franchising occurred between 1995 and 1998. In particular, some major bottlers in both the
Coca-Cola and Pepsi-Cola bottling systems (including CCE and bottlers owned by PepsiCo)
voluntarily surrendered franchises of brands owned by Cadbury and other concentrate firms.®
A& W was among the franchises most impacted by these changes. The percent of its sales going
through Coca-Cola and Pepsi-Cola bottlers fell from 60.8% in 1995 to 8.9% in 1998. Some
brands had dramatic declines in the Coca-Cola system, but not in the Pepsi-Cola system. For
example, 45.3% and 80.8% percent of Sunkist and Welch'’s sales, respectively, went through
Coca-Colabottlersin 1995. By 1999, their corresponding sales had fallen to 14.2% and 13.9%.
Y et, the percent of Sunkist and Welch'’s sales through Pepsi-Cola bottlers increased somewhat
during thistime period. In aggregate, franchise realignments have reduced Cadbury’s
involvement in the Coca-Cola bottling system and increased its brands’ sharesin the Pepsi-Cola
and third bottler systems.

Over alonger time horizon, three changesin the level of cross franchising at the bottling
level are noteworthy. First, as shownin Table111.8, most 7UP volume continues to be sold by

third bottlers, athough the portion of 7UP volume sold by Pepsi-Cola bottlers has increased.

% See, Beverage Digest (December 13, 1996 pp. 3-4). Franchise shifts were particularly
common in the root beer category. Coca-Cola bottlers commonly took Barq's after the
acquisition of Barq's by parent Coca-Cola. PepsiCo was aso promoting its own Mug root beer
brand. A&W and Dad’s (Monarch) were delisted by both Coca-Cola and Pepsi-Cola vertically
integrated bottlers. Displaced A& W franchises sometimes displaced Dad’ s or other root beer
CSDs.
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Tablelll.8

7UP Volume
Sold by Third Bottlers, Pepsi Bottlers, and Coke Bottlers

BOTTLER TYPE 1985 1990 1995 1998
Third Bottlers 73.0% 70.0% 61.7% 61.0%
RC Bottlers 40.0% 53.0% n.a n.a
Other 33.0% 17.0% n.a n.a
Pepsi-Cola Bottlers 20.0% 23.0% 32.6% 38.1%
Coca-Cola Bottlers 7.0% 7.0% 5.7% 0.9%

Notes. The 1985, 1990, 1995, and 1998 data are from Beverage Digest (January 21, 1986), (December 14,
1990), (December 8, 1995), and (December 11, 1998), respectively.

More than one third of 7UP volume went through Pepsi-Cola franchisees in 1998 compared to
less than a quarter in 1990 and one fifth in 1985. The continued importance of 7UP in the Pepsi-
Cola system reflects, in part, the relatively weak performance of PepsiCo’ s directly comparable
brand, Lemon-Lime Slice, and the lack of aflavor exclusivity conflict between 7UP and
PepsiCo’ s stronger non-cola, citrus flavor brand, Mountain Dew.® In contrast, Coca-Cola's
lemon-lime Sprite brand has become well established and, consequently, very few Coca-Cola
bottlers have 7UP franchises. The Coca-Cola company is aggressively seeking to franchise

Sprite in the remaining Coca-Cola/7UP bottlers.”” AsTable111.8 indicates, this campaign

% The continued importance of 7UP in the Pepsi-Cola bottling system may be challenged
in the future, however. PepsiCo recently expanded its test marketing of a new lemon-lime CSD
called Storm (See, Beverage Digest (July 17, 1998 pp. 2-3)), and subsequently introduced a diet
version of Storm (See, Beverage Digest (April 9, 1999 pp. 2-3)).

" |n fact, Seven-Up sued Coca-Colain Federal and state courts in 1992 seeking damages
for alleged efforts by Coca-Colato unfairly induce independently owned Coca-Cola bottlers to
drop 7UP and take on Sprite. Although theinitial Federal Court decision favored Seven-Up and
awarded damages of $2.5 million, Coca-Colawon its appeal (See, Seven-Up Co. v. Coca-Cola
Co., 86 F.3d 1379 (5th Cir., 1996)).
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appears to have been successful, with the share of 7UP volume sold through Coca-Cola bottlers
dropping from 5.7% in 1995 to 0.9% in 1998.

Second, as shown in Table 111.9, the vast mgjority of Dr Pepper aready was sold by Coca
Cola or Pepsi-Colabottlersin 1985. By 1995, Coca-Cola and Pepsi-Cola affiliated bottlers
accounted for more than three quarters of Dr Pepper salesin the U.S. In part, this occurred
because separate Dr Pepper bottlers historically were limited to Dr Pepper "heartland" areasin
and around Texas, because Dr Pepper often piggybacked onto Coca-Cola and Pepsi-Cola bottlers
when it went national, and because Dr Pepper franchises have shifted from “third” bottlersto
Coca-Cola and Pepsi-Cola bottlers. In part, this also may be due to the fact that neither Coca-
Cola nor PepsiCo has successfully developed a strong pepper flavor aternative to Dr Pepper.

Mr. PiBB, Coca-Cola s latest entry in the pepper category (after, reportedly, at least two earlier

Tablelll.9

Dr Pepper Volume
Sold by Third Bottlers, Pepsi Bottlers, and Coke Bottlers

BOTTLER TYPE 1985 1990 1995 1998
Third Bottlers 29-31% 27.0% 24.2% 22.5%
RC Bottlers n.a 12.0% 20.1% n.a
Other n.a 15.0% 4.1% n.a
Pepsi-Cola Bottlers 31-32% 32.0% 34.3% 35.0%
Coca-ColaBottlers 38-39% 41.0% 41.5% 42.5%

Notes. The 1985, 1990, 1995, and 1998 data are from Beverage Digest (February 19, 1986), (December 14,
1990), (December 8, 1995), and (December 11, 1998), respectively.
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failures),” remains avery small brand, and Dr. Slice, PepsiCo’ s pepper flavored CSD,” has very
[imited distribution.

Third, as shown in Table [11.10, bottlers not carrying Coke or Pepsi brands have
consolidated franchises to form third bottlers with more complete lines of product. More third
bottlers have been cross-franchising Dr Pepper, 7UP, and RC brands, while fewer third bottlers
sell only one or two of these brands. For example, more than four-fifths of the Dr Pepper volume
through third bottlers was cross-franchised with Royal Crown in 1995, compared to less than half

in 1990.”

G. Third Bottler Consolidation

Many third bottlers have grown both by acquiring other third bottlers in the same area and
by acquiring third bottlersin other areas. Table I11.11 presents concentration datafor large Dr
Pepper and 7UP bottlers. In 1998, asingle bottler (Turner) accounted for more than half of Dr
Pepper’ s volume outside of the Coke and Pepsi franchise systems.”™ Thetop five third bottlers of
7TUP accounted for 84.8% of 7UP’ s volume outside of the Coke and Pepsi systemsin 1998,

compared to 64.2% for the top eight third bottlers of 7UPin 1989. The consolidation among

" See, Beverage Digest (February 22, 1985).

2 See, Beverage Digest (July 1, 1994).

283.1% (i.e., 20.1%/24.2%) of Dr Pepper’sthird bottler sales reportedly were with third
bottlers that also sold RC in 1995, compared to 44.4% (i.e., 12.0%/27.0%) in 1990 (See,
Beverage Digest (December 8, 1995 and December 14, 1990), respectively).

* Turner’s Dr Pepper Bottling Co. of Texas, with major franchisesin Dallas and
Houston, accounted for 11.8% of total volume, which was 52.4% (i.e., 11.8%/22.5%) of the Dr
Pepper volume outside of the Coke and Pepsi systems.
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Tablell1.10

Counts of Bottlerswith Various Franchise Combinations
(not including bottlerswith only RC, Coke, or Pepsi Franchises)

BOTTLER 1984 1986 1988 1990

TYPE/COMBINATIONS

Third Bottlers 173 166
Dr Pepper only 15 8 8 6
7UP only 43 40
Dr Pepper with RC and 7UP 27 35 32 34
Dr Pepper with RC only 25 15 14 13
7UP with RC only 63 60
Dr Pepper with 7TUP only 26 16 13 13

Coca-Cola Bottlers 220 214
Coke with Dr Pepper only 132 147 150 140
Coke with 7UP only 13 14
Coke with Dr Pepper and 7UP 62 55 57 60

Pepsi-Cola Bottlers 233 236
Pepsi with Dr Pepper only 80 82 77 73
Pepsi with 7UP only 65 65
Pepsi with Dr Pepper and 7UP 86 85 91 98

Total Bottlersof Major Brands 626 616

(excluding RC, Coke, and Pepsi

only bottlers)

Sources. Various concentrate company plant reports and franchising documents.

third bottlers accelerated in recent years. Brooks and Trebilcock combined in 1995 to form
Beverage America, Turner acquired Brodkin's operation in 1997, Cadbury (and the Carlyle
Group) formed ABC to acquire Beverage America and Kemmerer's Select Beveragesin 1998,

and Cadbury (and the Carlyle Group) acquired Turner’s businessin October, 1999. As
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Tablelll.11

Large 7UP and Dr Pepper Third Bottlers

BOTTLERS 1989 1998
7UP Volume Through All Third Bottlers 71.0% 61.0%
American Bottling Company (ABC) n.a. 23.4%
Turner (TX) 2.2% 15.4%
Brodkin (CA) 13.9% *
Brooks (MI, OH,) 8.7% *x
Trebilcock (1A, MO) 3.0% *x
Kemmerer (IL, IN, WI) 8.6% *x
Honickman (NY, VA) 3.3% 5.6%
Eadley (CA) 3.7% 4.3%
Browne (OK) 2.2% 3.0%
Large Bottler Subtotal 45.6% 51.7%
Subtotal/Total Third Bottler Volume 64.2% 84.8%
(45.6%/71.0%) (51.7%/61.0%)
Dr Pepper Volume Through All Third Bottlers 25.0% 22.5%
Turner (TX) 12.0% 11.8%
American Bottling Company n.a. 5.5%
Kemmerer (IL, IN, WI) 1.9% *x
Large Bottler Subtotal 13.9% 17.3%
Subtotal/Total Third Bottler Volume 55.6% 76.9%
(13.9%/25.0%) (17.3%/22.5%)

*  Brodkin’s bottling operation was acquired by Turner in March, 1997.

** Trebilcock combined with Brooks in June, 1995 to form Beverage America. ABC, ajoint venture formed by
Cadbury and the Carlyle Group, acquired Beverage America and Kemmerer's Select Beveragesin May, 1998.
Cadbury and the Carlyle Group acquired Turner’s business in October, 1999, and will combine it with ABC.

Sources and Notes: Beverage Digest (December 8, 1989) and (December 11, 1998). 1989 Dr Pepper data are
not available for Brooks or Trebilcock.

discussed above, once Turner’s Dr Pepper Bottling Company of Texas is combined with ABC,

the resulting entity will distribute 24% of Dr Pepper and Seven-Up’s combined volume.
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H. Concluding Overview

Over the past 15 years, the CSD industry has undergone a transformation. Strong Coca-
Cola and Pepsi-Cola bottlers exist in most areas of the country, often formed by consolidating
contiguous bottlers. In almost al major metropolitan areas these Coca-Cola and Pepsi-Cola
bottlers now are at least partially owned by their respective concentrate companies. In most
major metropolitan areas, Dr Pepper now is franchised with either the local Coca-Cola or Pepsi-
Colabottler. Important exceptions are the Dallas and Houston areas, the core of Dr Pepper’s
heartland. Indeed, a share comparison from Spring 1996 shows the Dr Pepper bottler to be more
than twice as large as the PepsiCo bottler in the Dallas/Ft. Worth area.” In addition, fewer but
larger third bottlers are active in several areas of the country, particularly where they have been
able to consolidate franchises of 7UP, RC, Dr Pepper, Canada Dry, and other smaller brands over
large territories.

Cadbury has been involved in the most recent structural changesin the CSD industry. By
acquiring the Dr Pepper/Seven-Up Companies in 1995, it brought the most popular non-Coca-
Cola and non-PepsiCo brands under its ownership. During 1996, Coca-Cola and Pepsi-Cola
bottlers abandoned smaller Cadbury franchisesin favor of comparable flavor franchises of the
parent firms. 1n 1998, Cadbury reversed its policy and entered into ajoint venture to acquire a
Sizeable equity interest in two of itslargest third bottlers. It has acquired similar equity interests

in other third bottlers since then.

> According to arecent trade press account, "Beverage Digest Focus on Dallas/Ft. Worth:
Coke System #1. Independent #2." (See, Beverage Digest (May 17, 1996 p. 6)).
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Chapter IV

Alternative Theories of Bottler Transactions, And The
Regression Model Used To Test The Theories

The horizontal and vertical consolidations in the CSD industry that are discussed in
Chapters 11 and I11 raise the potential for anticompetitive effectsin local CSD markets. These
transactions could also generate efficiencies that reduce CSD prices. In what follows, we outline
various conceptual models that underlie our empirical model which examines the impacts of

these structural changes on CSD price and per capitavolume levels.

A. Conceptual Considerationsand Major Hypotheses

The empirical model described in the following section derives from va