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	U.S. FLUID MILK MARKET
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	Source:  Beverage Marketing Corporation


While the flavored milk segment growth had been largely driven by national products such as NesQuik and Hershey’s, for the last few years, private label flavored milk has outperformed branded in terms of volume growth.  

· When flavored milk growth was strong, the market saw national branded entities such as Nestlé, with NesQuik and Hershey’s, as well as Bravo.  At that time, none of these brands owned the assets that produce them.  (NesQuik has recently built its own plant, but was previously produced by H.P. Hood.)
· The high growth of this high-profit milk segment also led most processors to consider competing in the single-serve plastic flavored milk segment.  However, these brands or even store brands rarely branched out beyond one size (generally 16 ounce) and one or two flavors – chocolate and maybe strawberry. 

· Most processors, however, sell most of their flavored milk in multi-serve packages, in the grocery store – right alongside the gallons of white milk.  A handful of processors have been able to drive significant volume this way, and understand the importance of flavored milk to the product mix as a higher-profit offering.
· Processors have hesitated to develop their own flavored milk brands beyond chocolate, since they believe that the volumetric opportunity is limited – especially compared to white milk – and the short production runs required for maintaining freshness add expense to dairy operations. 
For the single-serve flavored milks in plastic bottles, the brands that have overcome the perishability problem by using longer shelf-life processing have flourished in the marketplace.
· With the emergence of longer shelf-life products, including shelf-stable milk, processors and brand owners can extend flavored milk production runs and ship further and sometimes cheaper to more remote markets.

· Most of the leading single-serve flavor brands are produced using ultra-high temperature pasteurization (UHT), and have shelf life of four to six months.  Now some brands, led by NesQuik and Horizon, are going even further, with shelf-stable milk.
· Because of their longer shelf life, high sales velocity due to consumer demand and higher price point, these products can be profitable. 

Despite processors’ acknowledgement that flavors represent an excellent growth opportunity in a mostly stagnant category, many find it difficult to direct development and marketing dollars toward a product that, in relation to white milk, is a very small portion of the business.  Thus, over the last few years, some attention has been diverted from flavored milk efforts.
· Flavored milk has suffered some from the diet trend away from “sugary beverages” and a consumer movement to lower fat and lower calorie milk that does not include drinking more flavored milk.

· An increasing number of the flavored products in the market are reduced- or low-fat, but consumer perception may be that flavors, even low-/no-fat offerings, are not as healthy as white milk, due to additional sugar content.
· And with prices low and margins tight on white milk in 2010, processors did not have the resources to focus on flavored milk.  Innovation, in terms of new product introductions, was even lower than usual in 2010 and into 2011, and very little capital was invested at the processor level.

· A final blow to flavored milk was the flack it took as part of the Federal School Meal Program.  Many advocates, some quite vocal and famous, worked at having chocolate milk excluded from the feeding programs.  Not only did this hurt flavored milk volume that goes through schools specifically; it also had a negative impact on flavored milk in general. 
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