“Theory of Firm”
Soon, Pepsi and Coke’s other competitors made the sugar switch themselves “In 1980, after several years of tinkering, the sugar substitution worked. Consumers thought it was the same coke, and kept on buying it. In fact it was a product that company could deliver substantially lower cost and maintain profit levels” says Schoumacher.


According to Richard Gill for soft drink producers, the change to high fructose corn syrup was an important one cutting costs and sustaining profits. For the consumer’s point of view, it does not seem to change. Coke in 1980 tasted no different than in 1975, consumers generally did not know a change occurred. Still, the change did affect consumers by lowering costs the substitution permitted soft drinks to be sold more cheaply than they would have been. In a competitive environment, lowered costs almost invariably translate into downward pressures on consumer price. The substitutions are not only beneficial, they are characteristic in a market economy. . 

According to David Schoumacher that no business can guarantee that it will make a profit, but there are some fundamental strategies that can increase chances for success. The firm: how can it keep costs down? Soft drink companies spend millions of dollars in advertising to make billions in sales. It’s a $23 billion a year industry, with that many sales, every decision is crucial. In 1985, the Coca Cola Company announced to the world it was changing the coke formula. To millions of customers, the new taste was an outrage. Five year earlier, the company had quiet change the key in ingredient, and it went unnoticed by consumers. What was that change? In 1979, the coke company earned $420 million on sales of nearly $5 billion, but the giant corporation faced cost problems due to the rise in sugar. Donald Ulrich is president of Mid-Atlantic Coca Cola Bottling Company states “that the prices went from about $19 up to-some people were paying $70 for sugar. We had to move the price of the product to retailers and consumers that price gap were of such significance that it slowed the consumer from buying the product, and they were not drinking as much which it had a drastic effect.” 

“Worldwide weather problems and government restrictions created sugar shortages. In the 1970s, sending shock waves through the soft drink industry, and it took a lot of sugar to sweeten the billions of drinks sold every year. In the United States, we drink the equivalent of 465 soft drinks per year per person” says Schoumacher. Doctor Robert Barry, an economist of U.S. Department of Agriculture tracks sweetener prices for the department of agriculture. “In the case of Coca Cola which was using about a million tons of sugar, every one-cent increase in price means about $20 million dollars” says Barry. When sugar shot up seven cents a pound in 1979, soft drink makers were desperate for an alternative. It came from one of America’s most abundant crops is corn. The process of extracting high fructose corn sweetener, HFCS, was perfected by a chemist at Royal Crown. 

“The way we produce our products will be affected by the prices of factor of production: raw material, labor, machinery. The businessman will find it in his interest to substitute cheaper factors for the more expensive. High fructose for sugar, dams and pipes for human labor, in most case even when we are unaware of the change, we, the consumers will benefit” says Gill. In 1948, Studebaker sales soared to 300,000 and it grabbing 4% of the market. Profits were more than $46 million dollars. For more than a century, Studebaker’s plants in South Bend had produced quality transportation. Even with its fast postwar start, Studebaker could not compete. Why did Studebaker fail in America’s flourishing automobile market? In 1852, five Studebaker brothers began a business in South Bend, Indiana, that grew into the largest manufacture of wagons in the world. The company moved into the automobile business. First producing car bodies, and finally buying the EMF motor company. The success of this first production car briefly placed Studebaker in the big three car makers. The early booms years were followed by bad decisions about new models. The depression drove Studebaker into bankruptcy. 

According to Jesse Meyers, the editor of beverage digests. “At RC, there was a chemist named Martha Jones, who incidentally now works for Coke, who was instrumental in developing these new products that RC was very innovative about. She has been called by many in the industry the mother of HFCS. She made sure that this product was up to the exact specific levels of each of these franchise firms and could be used interchangeably with sucrose.” “Because American farmers produced corn so efficiently, refining those ears for sugar to makes high fructose corn sweetener about 10% cheaper than sugar from beets or sugar cane” says Schoumacher. “The dictates of the marketplace say you must be a low-cost producer in the soft drink business, this is particularly so. It’s when business driven by the high volume low margin producer, any edge that you can make, and any minute thing you can shave off that makes the racer goes faster, the better off you are going to be in the marketplace” says Meyers. 

Ray Burnett was the National Sales Manager for the Studebaker Corporation. He says that “we began to run into production problems. There are lots of decisions were made too late in the season to be able to tool up for them. We had extreme difficulty in getting automobiles that were shippable and ready for the road. Consequently, the demand was very heavy because there was a lot of popular acceptance for the automobile, but we could not get them out the door.” Model changes became essential in the industry. Their large economy gave them economies of scale, but it was hard on smaller independent car makers. 

The manufactures made the change very slowly, starting first with their minor product lines. According to Donald Ulrich “we were concerned every step of the way, but when we were making the switches, we ran thousands and thousands of taste tests to make sure that was not happening, and then chemically analyzed everything to the products. Most people don’t understand high fructose is sugar. There is cane sugar, beet sugar, and corn sugar, so it is sugar. It was trying to get the impurities out of the product, because processing had not been there to do that”

It was not long before manufactures of corn sweeteners could guarantee quality levels and adequate supplies. The large soft drink bottlers like coke started to convert. Did it make any difference in the product? According to Robert Barry the manufactures of the soft drink companies Coke, Pepsi claim that it does not, that it is quite the same. There are some who would quibble with that. “ I don’t think there was any consumer reaction, even though it was not keep a secret, the consumer was not aware that we had introduced high fructose” says Ulrich. Meyers states that “the formula did not change one whit. A different approach produced the same effect.” 


After reorganization, a streamlined management brought in designer Raymond Loewy to develop a new car. The sales of the champion of the lucrative time contracts brought the company back. Studebaker had done lots of work in terms of totally redesigning a new concept in automobiles. Lester Fox was the vice president of the U.A.W. at Studebaker he says that “the new car did propel the corporation into national recognition that resulted in assembly plants in Canada, the East Coast, and California to meet the demand.” Studebaker celebrated its centennial in 1952 with its best year ever, selling some 335,000 cars, but then its road to future profits starting to took some turn for the worse. In 1953, again, it was a radical change. 

· No business can guarantee that it will make a profit, but there are some fundamental strategies that can increase chances for success.

