Theory of a Firm

In 1980, before the flap over new coke and old coke, major soft drink makers made a critical change in their beverages. Why would they change a key ingredient in already successful products? Following World War II, the Studebaker Corporation had its most prosperous years. Why would this corporation become extinct within a decade? In the 1970’s, a small New Jersey newspaper, The Asbury Park Press, exploded into the state’s third-largest newspaper. How did the company make this phenomenal growth possible? No business can guarantee that it will make a profit, but there are strategies that can increase changes for success.



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.

Soft drink companies spend millions 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. The rest is history. Five years earlier, the company had quietly changed a key ingredient, and it went unnoticed. What was that change? Why did the company risk it? In 1979, the Coke Company earned 420 million on sales of nearly 5 billion, but the giant corporation faced cost problems, the price of sugar was rising.


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. 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. 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.
