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DRINK GIANTS BATTLE IN HOT AREA--WATER 
The Atlanta Journal-Constitution 

Consumers increasingly are buying water to take home, not just while on the run. That is an important change in the market. While it bodes well for sales growth, it could be a different story when it comes to profits.

Water is simple. The water business isn't.

In fact, as bottled water continues to evolve into a star of the beverage industry, the battle for market share is so heated that there now are signs of the industry's greatest fear: a price war.

"Water is a new and explosively growing category, and the major companies are competing ferociously," said John Sicher, editor and publisher of Beverage Digest. "In future years, when growth slows down, the biggest brands will be best placed to continue to dominate the category."

The issue is whether they'll cut prices too much as a way to achieve that dominance. If that happens, the giants could find themselves atop a sector that doesn't make much money.

Here's why they're willing to take the risk: The U.S. bottled water business has leaped 30 percent in sales this year. Sicher said the category is on track to reach $8.5 billion to $9 billion in value in 2002, up from $7.5 billion in 2001.

And consumers increasingly are buying water to take home, not just while on the run. That is an important change in the market. While it bodes well for sales growth, it could be a different story when it comes to profits.

The category is so attractive that many of the big beverage companies are scrambling to build or develop nationally distributed brands. This fall alone: Coca-Cola took over distribution of Dannon bottled water as part of a new joint venture with Group Danone. This gives Coke a low-priced brand to complement mid-priced Dasani; The U.S. unit of Cadbury Schweppes, Dr Pepper/Seven Up, is planning a national rollout of Deja Blue, a mid-priced water. Until now, Deja Blue has been a regional brand with sales primarily in Texas; Nestle Waters North America, the overall U.S. water leader, plans to re-brand its low-priced Aberfoyle brand as Nestle Pure Life. The idea is to take advantage of the better-known Nestle name.

Bottled water started growing in popularity in the United States after Pepsi introduced Aquafina in 1994.

The brand was sold only as a single-serve product, typically cold, in places like convenience stores. Coke followed the same pattern when it introduced Dasani.

Andrew Conway, an analyst at Morgan Stanley, said single-serve is still where beverage makers get "the vast majority of the profitability" out of water.

But consumers are buying more multi-packs to take home and put in the fridge. They're cheaper for consumers, but less profitable for the beverage companies.

Plus, industry experts believe more buyers are choosing bottled water as a replacement for soft drinks and other beverages, which in many cases are more profitable for beverage companies.

More multi-packs now

Pepsi introduced its first multi-packs of Aquafina in 2001. Robin Kaminsky, director of water for Pepsi-Cola North America, said multi-packs now account for half of Pepsi's water packaging.

Coke's second-biggest U.S. bottler, Coca-Cola Bottling Co. Consolidated of Charlotte, reported recently that its introduction of Dasani water in 12-packs accounted for 40 percent of the brand's growth in the third quarter.

But some analysts worry that the push to gain market share via cheaper multi-packs could erode profits too much.

Another concern: Slashing prices could make bottled water into a low-priced commodity. That would undercut efforts to build well-known water brands, which are more profitable.
Nestle has been especially aggressive in cutting prices to fight Pepsi and Coke.

"We spent the last 25 years building this company, and we plan to defend our market share," said Kim Jeffery, president and chief executive of Nestle Waters North America.

Overall, Nestle's prices are down 8.5 percent just this year, according to figures compiled by analyst Bill Pecoriello of Morgan Stanley.

"The pricing floor of the water category is becoming slanted with Nestle's downward pressure," he said.

Pepsi's Kaminsky said the company is aiming for "rational pricing" with Aquafina, while also dealing with the reality that consumers’ want cheaper multi-packs.

"Clearly, the margins get worse as you get into take-home, but you have to do that," Kaminsky said.

Average prices for Aquafina have declined, Kaminsky said, primarily because the company has been introducing multi-packs that cost less per ounce. In single-serve, prices are about the same.

Coca-Cola hopes to avoid the perils of falling prices by using Dannon to compete with cut-rate rivals, leaving Dasani priced higher.

"One of the reasons why we did the Danone joint venture was to ensure that we have brands that can compete on all price tiers," said Sandy Douglas, president and chief operating officer of Coke's North American division.

Marc Cohen of Goldman Sachs thinks Coke did the right thing, even though Dannon waters make little or no money.

"It gave the company the ability to combat Aquafina and Nestle," he said. Competitors expand
Nestle, Coke and Pepsi could face more competition from Deja Blue, a late entrant on the national scene. Dr Pepper/Seven Up is rolling out the brand after avoiding the business for years.

"The opportunity has always been there," said Mike McGrath, president and chief operating officer of Plano, Texas-based Dr Pepper/Seven Up.

McGrath said the company needs a national water brand to keep its biggest retail customers happy. "If you can only give it to them for a few of their stores, they're not interested," he said.

Going national with Deja Blue is partly a defensive move to protect what has been a regional brand.
