Domestic Infant
Formula Market

Infant formula was introduced in the United States in
the early 1900s primarily to feed infants whose moth-
ers had died during childbirth. The large-scale manu-
facture of infant formula did not appear until after
World War 1. Although breastfeeding is widely
acknowledged as the best method of feeding most
infants, many women do not breastfeed their infants
(see box on breastfeeding rates in the 1990s).12 In
1979, Congress recognized the critical importance of
the availability of infant formulathat is safe and nutri-
tious. In order to improve protection of infants con-
suming commercial infant formula, Congress passed
the Infant Formula Act of 1980, which provided the
legidative basis for greater regulatory control over the
production of infant formula.13 Provisions of the Act
(along with 1986 amendments) established minimum
(and in some cases maximum) nutrient levels for
infant formula, thereby ensuring that it had adequate
known nutrients and, in certain respects, standardizing
its nutritional content. The Act also provided the leg-
islative basis for quality control procedures for produc-
ing infant formula and gave the Food and Drug
Administration (FDA) the authority to enforce stan-
dards for infant formula marketed in the United States.

A wide variety of infant formulas are available. Con-
ventional milk-based infant formula (containing lac-
tose and cow’s milk proteins) is the most widely
used.* Soy-based formulas are available as one alter-
native for infants who do not tolerate cow’s milk-based
formulawell. According to FNS, “the best impartial
medical evidence strongly demonstrates that milk-
based, lactose-containing and soy-based, lactose-free

12The American Academy of Pediatrics (AAP) recognizes breast-
feeding as the ideal method of feeding infants and achieving opti-
mal infant and child health, growth, and development (American
Academy of Pediatrics, 1997). AAP recommends exclusive bresst-
feeding for approximately the first 6 months after birth and the
gradual introduction of iron-enriched foods in the second half of
the infant’s first year to complement the breastmilk diet. Breast-
feeding is recommended for at least 12 months and thereafter for
as long as mutually desired.

13Congress passed the Act in response to a substantial number of
infants having been made serioudly ill in 1979 by the inadvertent
omission of chlorides (essential nutrient for growth and develop-
ment) in some infant formula when a manufacturer reformul ated
several of itsinfant formula products (61 FR 36153-36219, July 9,
1996).

14 actose is a carbohydrate found in cow’s milk.
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infant formulas meet the nutritional needs of almost al
infants” (65 FR 51213-51229, August 23, 2000). How-
ever, other types of infant formulas, including hypoal-
lergenic and milk-based lactose-free, as well as formu-
las for infants with special nutritional needs, are also
available. Infant formulais available in three different
physical forms (liquid concentrate, powder, and ready-
to-feed), in two different iron levels (added iron and
low iron), and in awide variety of package sizes.

Historically, the infant formula industry has been
highly concentrated, with a small number of manufac-
turers. The manufacturers are usually owned by phar-
maceutical companies, and those companies produce
the vast majority of infant formula sold in the United
States. In 1987 (i.e., before WIC's infant formula
rebate programs were widely implemented), three
manufacturers, all owned by pharmaceutical compa
nies, accounted for 99 percent of the total U.S. market
share of infant formula: Ross Labs, owned by Abbott
Laboratories; Mead Johnson, owned by Bristol-Myers;
and Wyeth-Ayerst Laboratories, owned by American
Home Products (GAO, 1990) (table 2).

The fact that only afew firms produce infant formula
for the U.S. market suggests that the costs of entering
the market are high. It may be difficult for new firms,
especialy nonpharmaceutical firms, to enter because
medical detailing is costly. According to the U.S. Gen-
eral Accounting Office, the practice of medical detail-
ing by the pharmaceutical manufacturers of formula
may have limited the ability of nonpharmaceutical
companies to compete in the domestic infant formula
market (GAO, 1990). Medical detailing is the manu-
facturer's practice of contacting hospitals and medical
practitioners directly, providing them with free or dis-
counted infant formula and encouraging physicians to
recommend one particular brand of formula (GAO,
1990). Medical detailing also includes providing hos-
pitals with “discharge packs’ containing formula sam-
ples, cents-off coupons, and company advertising
aimed at mothers when they |eave the hospital with
their babies; such activities may serve as implicit
endorsement of a particular brand of infant formula by
the hospital. To the extent that parents of formula-fed
infants develop a strong brand loyalty, their respon-
siveness to price differentials across brands is reduced.
Thus, medical detailing may provide some market
power to pharmaceutical companies. Other types of
companies do not have the personnel (especialy per-
sonnel with physican contacts) to compete.
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Breastfeeding Rates in the 1990s

Since 1955, the Ross Laboratories Mothers Survey, a increased by over 130 percent. Despite these gains, WIC
large national mail survey of infant feeding practices participants are still less likely to breastfeed (both in the
conducted by the infant formula manufacturer, has been hospital and at 6 months) than non-WIC participants.
used to monitor breastfeeding trends in the United States. However, historically, the more vulnerable and less afflu-
From 1990 to 1998, the initiation of breastfeeding (i.e., ent groups of mothers who are more likely to participate
breastfeeding while in the hospital) increased by almost in WIC, including mothers who are black, poor, and have
25 percent (table 1). By 1998, 64.3 percent of women low education levels, have been less likely to breastfeed
were initiating breastfeeding, the highest rate ever their children (Ryan, 1997).
recorded. Rates of breastfeeding infants at 6 months of
age increased by almost 63 percent over the same period, Through its nutrition education and breastfeeding promo-
from 17.6 to 28.6 percent (breastfeeding women included tion programs, the WIC Program encourages mothers to
those who breastfed exclusively as well as those who breastfeed their infants if possible. In addition, breast-
supplemented breast milk with infant formula or milk feeding women have a higher priority for certification
from other sources). into the program than nonbreastfeeding postpartum
women and they are eligible to receive program benefits
WIC participants showed even greater increases in the for up to 1 year postpartum (as long as they continue to
prevalence of breastfeeding during the 1990s (mothers breastfeed), as opposed to only 6 months of postpartum
who since the birth of their child, participated in WIC benefits for nonbreastfeeding women. The quantity and
themselves, or whose child participated in the program, variety of food in the WIC supplemental food package
were considered to be WIC participants). The percentage for breastfeeding women are also greater than that for
of WIC participants who initiated breastfeeding nonbreastfeeding women. Women who exclusively
increased by over 50 percent from 1990 to 1998, while breastfeed their infants may receive an enhanced WIC
the percentage who were breastfeeding at 6 months food package.

Table 1—Breastfeeding rates by WIC status, 1990-98
WIC status 1990 1991 1992 1993 1994

Percent

In hospital:
All infants . . . . 57.4

WIC 44.3
Non-WIC 68.8
At 6 months:

All infants 17.6 18.2

WIC 8.2 9.0
Non-WIC 23.6 24.6

Source: Abbott Laboratories, 1998.

The industry’s high concentration may also be a reflec- mulato ensure its nutrient composition. Finally,

tion of costs due to regulatory requirements of the through a variety of practices, firmsin concentrated
Federal Food, Drug, and Cosmetic Act. For example, markets are often able to charge higher prices, relative
the Act requires demonstrating that infant formulas to production costs, than firmsin less concentrated
new to the U.S. market provide nutrients to the infant markets.

in usable form, and testing of every batch of infant for-
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Figure 2
Wholesale prices of selected infant formula by manufacturer, 1980-2000

Dollars per can of 13-ounce milk-based liquid concentrate
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3

1980 81 82 83 8 8 8 87 8 89 1990 91 92 93 94 95 96 97 98 99 2000
Fiscal year
ROSS MEAD JOHNSON WYETH CARNATION

Source: Data provided by USDA's Food and Nutrition Service.

Table 2—Share of the U.S. infant formula market by
company, 1987, 1994, and 2000

Company 1987 1994 2000
Percent
Ross 55 53 35
Mead Johnson 35 27 52
Wyeth 9 9 NA
Carnation NA 7 12
Gerber (Mead Johnson) NA 3 NA
PBM (Wyeth) NA NA 1

NA = Not applicable.

Notes: Market share was determined by volume of infant formula
sold. Companies accounting for less than 1 percent of the market
are not identified. Infant formula sold under the Gerber name was
manufactured by Mead Johnson. Infant formula sold by PBM was
manufactured by Wyeth.

Sources: Data for 1987 are from GAO, 1990. Data for 1994 and
2000 are from ERS analysis of InfoScan data.

As large buyers, WIC State agencies can use their
market power to obtain lower prices. In order to win a
WIC contract, infant formula manufacturers may
choose to sell infant formula at aloss in the WIC mar-
ket. To be profitable, such a strategy requires that
increased sales in the non-WIC market offset the loss
in the WIC market. An increase in non-WIC market
sales could take place if retail stores give more shelf
space to the WIC brand of infant formula (since, on
average, over half of all sales are through WIC) or if
physicians or hospitals become more likely to recom-
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mend the WIC brand of infant formula to non-WIC
consumers. GAO concluded that since WIC comprises
over half of the market, it is unlikely that infant for-
mula manufacturers sell their product at alossin the
WIC market (GAO, 1998).

The U.S. infant formula market has undergone several
changes since 1987, the most important of which has
been the introduction of several lower priced infant
formulas. For example, Carnation introduced their
infant formula products into the U.S. market in 1988.1°
Unlike the other major infant formula manufacturers,
who are subsidiaries of pharmaceutical companies,
Carnation is a subsidiary of Nestle, alarge food com-
pany. It markets its formula directly to consumers
rather than to medical professionals. Although the
wholesale prices of infant formula charged by the
other magjor manufacturers have historically been very
similar, Carnation has offered its product at substan-
tially lower wholesale prices (fig. 2). Carnation has
steadily increased its share of the U.S. market. ERS
analysis of scanner dataindicates that in 2000, Carna-
tion accounted for an estimated 12 percent of the mar-
ket in volume sales.

15Carnation had been producing infant formula for the interna-
tional market for many years prior to this time.
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In 1989, Bristol-Myers (the parent company of Mead
Johnson) entered into a marketing agreement with
another a nonpharmaceutical company—Gerber Prod-
ucts Company (alarge baby food producer), in which
the formula was manufactured by Bristol-Myers but
marketed under the Gerber name (Gerber, 1989).16
Gerber infant formula was generaly priced below the
leading brands and was marketed directly to con-
sumers. The agreement ended in 1997 and the produc-
tion of Gerber brand infant formula ceased (Mead
Johnson, 1997).

After many years of producing infant formulafor the
U.S. market, Wyeth phased out production of its infant
formulas for the U.S. market during 1996.17 Among
the reasons the company cited for their exit from the
domestic market were the increasing costs of compet-
ing in the overall nutrition market and the spiraling
growth of the WIC program (Wyeth-Ayerst Laborato-
ries, 1996). In 1997, Wyeth reentered the domestic
infant formula market, not as a distributor of infant

16This was Gerber’'s second attempt to enter the infant formula
market. Gerber produced an infant formula from 1967 until it was
discontinued in 1972 (New York Times, 1989).

T\Wyeth continued to manufacture infant formula for the interna-
tional market.
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formula but as a producer for PBM Products. PBM
Products markets the formula under its own label as
well as under private-label brands in such chains as
Wal-Mart and Target at prices below the major brands
(Washington Post, Sept. 11, 1999). Product marketing
isaimed at consumers rather than the medical commu
nity (PBM does no medical detailing). Infant formula
sold by PBM Products (virtually all of it in powdered
form) accounted for just over 1 percent of the domes-
tic market in 2000.18

Another change in the infant formula market has been
the switch in market shares between Mead Johnson
and Ross. Mead Johnson'’s share increased from 35
percent in 1987 to 52 percent in 2000 as their share of
the WIC infant formula market almost tripled from 23
percent to 68 percent over the same period (see
Appendix A). Meanwhile, Ross's share of the market
declined from 55 percent in 1987 to 35 percent in
2000.

18A ccording to ERS tabulations, PBM infant formula accounted
for over 1 percent of all infant formula and 2 percent of powdered
formula sold in 2000.
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