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VIEWPOINT

CSDs in Decline

I

f you’re in the beverage industry, you already know the
tipping point has passed for growth in the traditional
carbonated soft drink (CSD) vertical. CSDs are slipping,
and although the annual decline may only be 1 to 2 percent,
that represents humongous volume in cases and revenue to
these companies.
So if you were Muhtar Kent or Indra Nooyi, each serving as chairman and CEO
of The Coca-Cola Co. and PepsiCo Inc., respectively, what would you do? The
question is burning inside the towers of these and all other brands in the space.
A partial answer from the multinationals came in the last couple years with the
advent of Coca-Cola’s Venturing & Emerging Brands and PepsiCo’s Naked
Emerging Brands. The two entities were formed to find, purchase and integrate
new beverage opportunities into the giants’ CSD portfolios. As of today, they’ve
only been marginally successful in this quest. However, the future is rife with
opportunity for them and all other large CSD brand holders, as they look to
augment and build around the lost volumes with innovative, new, healthier-foryou alternatives that have potential to be billion-dollar brands, accretive to public
company revenue and gross margin growth.
To what do we owe the decline in CSD sales? That one is easy—empty
nutrition is a banging gong for today’s consumers, who have so many fun,
interesting and specifically beneficial CSD alternatives to choose from. This
includes sparkling or still, water-based or more esoteric, with juices, vegetables,
botanicals, herbs, spices and more.
If I were a big CSD brand, I would be trying to figure out how to make my
brand more relevant to consumers who are bombarded daily with messaging of
fatigue, obesity and diabetes—all devised to dissuade them from consuming
more-traditional good-tasting but not necessarily good-for-you options.
The next several years will yield many new vertical market channels and retail
options for consumers to gain access to better beverages, whether at traditional
brick-and-mortar retail outlets, or online, directly from retailers or through
businesses such as Amazon.
It’s an exciting time to be creating new beverages, especially those that are
functional, nutraceutical and/or cosmeceutical in nature. Global influences
abound … go find a new one yourself!
Cheers—to your health!
James S. Tonkin
Co-Founder of SupplySide Beverage Insights
Founder and President of Healthy Brand Builders
(480) 596-6360
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The State of

SODA
A Q&A with Former PepsiCo Inc.
Chairman and CEO Roger Enrico

C

arbonated soft drinks (CSDs) are a mainstay of American culture.
Soda fountains first grabbed the attention of U.S. consumers in the
1800s, paving the way for bottled soda sales to soar in the early 20th
century, and canned soft drinks shortly thereafter. Early formulations tended
toward the functional, incorporating ingredients such as fruit extracts, herbs,
barks and roots.
Colas hit the market in the 1880s, including the invention of Coca-Cola in 1886,
and Pepsi-Cola in the 1890s. For nearly a century and a quarter, many fierce
loyalties have developed regarding which of the two brands consumers prefer.
Although Coke has traditionally led the market in sales, the rivalry hit new
levels in 1975 with the creation of the Pepsi Challenge. The marketing campaign
offered blind taste tests of Pepsi and Coke, with a crafty series of television
commercials into the ’80s capturing the results—reactions of shock and delight
as consumers learned they had selected Pepsi.
Roger Enrico, former chairman and CEO of PepsiCo Inc., moved into the position
of president and CEO of beverages near the end of the clever campaign, which was
partially credited for increasing Pepsi’s market share and amplifying the great cola
wars. Hot on its heels, Enrico brought in an endorsement from superstar Michael
Jackson, who starred in a series of dynamic commercials for the brand.
Strong marketing campaigns were just a portion of Enrico’s notable
contributions to PepsiCo. During his nearly 30-year tenure, he also led the
company in expanding its beverage portfolio, as well as making key contributions
through snack division Frito-Lay and the restaurant arm, which encompassed
chain restaurants Pizza Hut, Taco Bell and Kentucky Fried Chicken (KFC). Under
his leadership, marketing leverage was strengthened, along
IN THIS ISSUE
with the company’s global image and profitability.
In recent years, however, there has been an ongoing decline
Viewpoint p. 3
in the carbonated beverage space. Sugar-sweetened beverages
Renovations p. 9
have been under attack as potential contributors to everything
Table of Contents p. 2
from obesity to diabetes, the rates of which are skyrocketing in
the United States.
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CSDs have also been losing market share to newer beverages in the space,
whether bottled water, drinks geared toward energy or sports, or beverages
touting more “natural” or “healthy” ingredients.
SupplySide Beverage Insights’ co-founder Jim Tonkin sat down with Enrico to
get his take on the state of CSDs.
Jim Tonkin: How would you categorize the current
status of the CSD space?
Roger Enrico: The international [space] is still pretty robust
with growth, but the domestic is clearly not. In fact, it has been
receding—at a slow rate, but receding—in the last several years.
Tonkin: Where do you think the next generation of
activity is going to come from?
Enrico: The bottled water business is going to continue to
grow. And energy drinks and sports drinks will continue to
grow for some time to come as well.
Tonkin: Relative to the sports drinks … The purchase of
Quaker Oats and the Gatorade brand; did you orchestrate
that or did it happen before your tenure?

Way back in the ’80s,
we laid out a strategy
to be a total beverage
company, not just a
carbonated beverage
company—and that
paid off. It paid off
with Gatorade and
with Aquafina and
eventually Tropicana.

Enrico: Yes, I orchestrated that. I worked on that for a decade.
Tonkin: As you look at Gatorade, which is a non-carbonated product, is it
your feeling that it is accretive to the bottom line, as well as the portfolio of
the PepsiCo family?
Enrico: No question about it. Way back in the ’80s, we laid out a strategy to be
a total beverage company, not just a carbonated beverage company—and that
paid off. It paid off with Gatorade and with Aquafina and eventually Tropicana.
Tonkin: In looking at the functional beverage
develo pme nt ar ea , do you thi nk C S D s wi l l
eve ntual l y m o r p h i n s o m e way—i nc lu d i ng
bioactives, botanicals, herbs, spices and those
types of things?
Enrico: It’s quite possible. Everyone is working on
ever y angle. But I hate to see them become a
nutraceutical … That would be taking it too far.
Tonkin: As obesit y and diabetes become mor e
problematic, do you see any kind of potential turnaround in
the CSD space?
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Enrico: Most companies in the space are putting a lot of effort—and a lot of
smart people—behind developing natural, non-caloric sweeteners that will taste
good. Eventually, they will come up with the right formula and that will be a big
change. Although some of these drinks that are growing [in popularity] are very
high in calories. So, it’s a little bit of a mystery to me as to why this affects the
traditional CSD and not some things like the energy drinks.
Tonkin: Is it your thinking that the energy-drink phase is going to
continue nipping at the heels of the CSD base and taking more share?

You can’t deny that
there are a lot of
calories and a lot of
sugar in these sugared
drinks. But on the other
hand, if you look at the
per-capita consumption
over the last 30 years,
it hasn’t gone anywhere
and obesity has gone
through the roof.

Enrico: Sure, that will happen for some time to come. The
strange thing is, I don’t think this is all about obesity anyway.
I remember in the early ’80s when my son was young and
playing soccer; the kids would come up for their drinks at the
end of the game and they would take everything but the
carbonated colas that we had in there: Mountain Dew, lemonlimes, juices. So this is a generational thing that I’ve never
been able to figure out.
Tonkin: I have my own feelings about the obesity crisis.
In the United States , we tend not to take much
responsibility for our actions. CSDs are a big target so
people like to point their fingers at them.
Enrico: In some ways, that is how I feel. You can’t deny
that there are a lot of calories and a lot of sugar in these
sugared drinks. But on the other hand, if you look at the percapita consumption over the last 30 years, it hasn’t gone
anywhere and obesity has gone through the roof. So the
drinks can’t be the culprit. However, things like cheese and
pizza consumption have gone way up.
Tonkin: Since you brought up the sugar content … The
Pepsi-Cola Co. has made a big investment in stevia, but
domestically hasn’t put it in many products yet. What do
you think the future is of diet CSDs and zero calorie?
Enrico: I think it’s a bright future, although I understand
that people are concerned about the sweeteners that aren’t
fully natural. Stevia is in some of Pepsi’s drinks such as
Tropicana 50 and SoBe Lifewater. They haven’t been able to
make it work in a cola yet. It doesn’t taste right.
Tonkin: Both Coke and Pepsi are experimenting with it
in their cola. Coke has it in their Life beverage and I think
Indra [Nooyi, chairman and CEO of PepsiCo] is doing
something as well in Poland with a Pepsi brand—maybe
Pepsi One (or whatever they call it over there)—with
stevia. Do you find it interesting that both companies are
doing it outside the United States to get their grounding?
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Enrico: Yes, I don’t know why they aren’t testing it here. They are
probably doing consumer tests.
Tonkin: That could be. So as you speak with Indra, you’re pretty
supportive with where she is taking the company with better-foryou beverages? How do you see the next number of years being
orchestrated by her, under her vision?
Enrico: She’s put a lot more money into marketing, but it’s yet to
pay off because I think the marketing execution leaves something to
be desired. I’m not sure it’s the only reason you’re not seeing results
yet, but it’s certainly one of them.
Tonkin: So the communication piece to consumers isn’t
working right now?
Enrico: I don’t think it’s very effective.
Tonkin: It seems fairly nebulous to me as well when you’re
looking at things like “Open Happiness.” Those are such catchall phrases. They don’t have a value proposition or speak to
today’s consumer.
Is there anything else you want to share with the readers, as
someone who made an impact with the Pepsi-Cola Co. and has
a great track record and now is still serving as the chairman of
Forbes’ board of directors?
Enrico: I would like to go on record and say that the idea of
splitting up Pepsi and Frito-Lay is the dumbest idea to come down
the pike in a long time. It really doesn’t make any sense. And I don’t
think it will increase shareholder value at all.
Tonkin: And for the record, you came up through the FritoLay system and obviously know that really well. I think that’s a
message that should be carried forward. Would you close by
saying you are bullish on CSDs?
Enrico: Yes, I don’t see them going away anytime soon. It’s still
a huge business. And there is plenty of opportunity for growth. Not
spectacular growth—but a lot of growth, steady growth.

I would like to go on
record and say that
the idea of splitting up
Pepsi and Frito-Lay is
the dumbest idea to
come down the pike in
a long time.

Tonkin: And you think the international market is still the
biggest for cultivation?
Enrico: There’s opportunity there.
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CSDs: Prime Real Estate.
Renovations Needed.
by Michael Hammer
ou can feel the tremors in the marketplace. The ground is getting
more unstable. You can see the evidence of landslides under the
hillside and out on the edges of the shelf.
We’ve all been watching the slow decline of a once-stable category. The
decay of a foundation that once held a strong compound of brands and badges
that consumers unwittingly believed in. Fortresses once revered now slipping off
into the waves of commoditization and incrementalism.
We can even see the wear and tear on the facades of the mighty brands, and
the pretty temporary landscaping (read: merchandising and marketing) hoping
to give the tired real estate better curb appeal. The once-proud lighthouse brand
doesn’t shine the way it used to.
As they cruise by the gondola or cooler door, some
The agents and buyers will still see a classic design or get drawn in by
agencies that are some mood that fits their lifestyle at that moment. Others
will see the real estate for what it really is—low priced, one
selling these brands
size fits all, tract branding that doesn’t truly elevate a
can only use the moment to pure enjoyment. And it doesn’t hold the same
same terms such badge value it once did either.
And just like in real estate, the agents and agencies that
as “enjoyment” and
are selling these brands can only use the same terms
lifestyle” for so long such as “enjoyment” and “lifestyle” for so long before
before buyers start to buyers start to say, “I’m interested in something better.”
say, “I’m interested in And that something better means “better for me,” more
something better.” interesting flavors, more authenticity, more discovery and
definitely not mass-produced.
The neighborhood around the old fortress brands is changing.
IN THIS ISSUE
New options with newer finishes and unique experiences are
State of Soda p. 4
making buyers rethink their carbonated soft drink (CSD)
FDA Oversight p. 11
occasions. It’s a similar scenario to the beer and spirits world,
Table of Contents p. 2
when microbrews and small-batch handcrafted upstarts
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surrounded the leaders and started gobbling up real estate. These days, you have
to look hard to find the old fortress brands through all the new and very interesting
brands. It has happened in so many other categories, as well, including water,
energy and snacks. The history is there—we just have to learn from it.
The nimbleness of the challenger brands is another factor that’s
increasingly weakening the foundations of the fortress brands.
Today’s consumer
Package flexibility, flavor discovery and just a plain “fun” attitude
really is desperately
are helping buyers transport themselves into more interesting
searching for a more
moments than the old standards offer.
meaningful experience,
Today’s consumer really is desperately searching for a more
meaningful experience, and the fortress brands can’t see beyond
and the fortress brands
the meeting-room walls to understand the desire for something
can’t see beyond the
new. As we emerge from a scrimp-and-save economy that was so
meeting-room walls to
focused on value pricing, this pent-up desire for a better
experience will stretch the value equation for many shopping
understand the desire
occasions. Consumers are back to treating themselves again, and
for something new.
are willing to splurge and explore.
The premium experience is definitely growing faster than the
mainstream experience. But the store-name value brands are growing faster, too.
The prime real estate is undergoing a dramatic change. There are more options in
the CSD neighborhood that meet the market demand for every experience.
The old fortress CSD brands in the category are going to have to drastically
renovate, add-on or remodel their real estate to get buyers to stay interested.
Better options on so many levels are being built around them. Much more
interesting grounds—such as authenticity, discovery, simplicity and attitude—
are serving as fodder for creative brand-builders who are crafting new offerings.
As consumers increasingly focus on the parameters of their lifestyles—with
their beverage selections playing a large part of their routines—we need to take
the note to build CSD brands that will enhance their lives. It’s time to think long
and hard about the business strategy renovations that are needed to give them
a great and valuable place to live … every time they take a sip.
q
Michael Hammer is senior vice president of marketing and sales at DRY Soda.
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FDA

OVERSIGHT

of Carbonated Soft Drinks

F

DA is charged with ensuring carbonated soft drinks (CSDs) are
safe, sanitary and honestly labeled. As part of these efforts, FDA has
established current good manufacturing practices (cGMPs) for CSDs,
which describe the basic steps manufacturers and distributors must follow
to make sure the drinks are safe.

Additives and Contact Substances
Only food and color additives that are determined to be safe, based on
scientific information available to FDA, may be used in CSDs. For example, this
might include additives such as citric acid as a flavoring or a preservative, or
caramel coloring. Food contact substances—the materials the CSD “comes in
contact with,” such as the bottles and cans in which it is sold—also are strictly
regulated for safety.

Nutrition Labeling
The Nutrition Facts Panel on CSDs typically includes the serving size and the
nutrients provided in a serving: calories, total fat, sodium, total carbohydrate,
sugars (if present) and protein. If a nutrient content claim, such as “Very
Low Sodium,” appears on the label, the manufacturer must also add the
statement “Not a significant source of
,” with the blank filled in
by the names of nutrients that are present only at insignificant levels.

The additional label information that must appear
on CSD containers includes:
• Name and address of the manufacturer,
packer or distributor.
• The “net quantity,” or the amount of CSD in the container.
• All the ingredients, listed in order of predominance by
weight. In other words, the ingredient that weighs the most
is listed first, and the ingredient that weighs the least is last.
For CSDs, the first ingredient is usually carbonated water.
• Chemical preservatives with an explanation of
IN THIS ISSUE
their function, such as: “preservative,” “to retard
Renovations p. 9
spoilage;” “a mold inhibitor,” “to help protect
Health & Wellness p.13
flavor,” “to preserve freshness” or “to promote
color retention.”
Table of Contents p. 2
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A Note about Benzene
Benzene, a carcinogen, may form at very small levels in
some CSDs that contain both benzoate salts (added to inhibit
growth of bacteria, yeasts and molds) and ascorbic acid
(vitamin C). FDA has no standard for benzene in beverages
other than bottled water. For bottled water, FDA has adopted
the U.S. Environmental Protection Agency’s maximum
contaminant level of 5 parts per billion (ppb) for drinking
water as a quality standard.
Between November 2005 and May 2007, FDA analyzed almost
200 soft drink and other beverage samples and found that 10
samples contained benzene levels over 5 ppb. All 10 products
have either been reformulated or discontinued by their
manufacturers. Benzene levels in the reformulated products, if
detected at all, were less than 1.5 ppb.
FDA has determined that the levels of benzene found
in beverages to date do not pose a safety concern for
consumers. FDA continues to test beverage samples for the
presence of benzene.

Diet carbonated soft drinks containing phenylalanine must also include the
statement, “PHENYLKETONURICS: CONTAINS PHENYL AL ANINE,” for
individuals who suffer from phenylketonuria, a genetic disorder in which the
body can’t process that amino acid. If the phenylalanine level gets too high in
these individuals, it can damage the brain.
q
Information taken from fda.gov.
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Health &
Wellness

Consumers Are Shunning Artificial Ingredients
in Favor of ‘Natural’ Formulations
“Consumer and Innovation Trends in Carbonated Soft Drinks 2013,” from
Datamonitor Consumer, examined fruit-flavored beverages, cola, mixers and
other carbonated soft drinks (CSDs). Among the key findings was a trend toward
more natural offerings.
1. “Natural” Claims Are Influencing Product Choice for
Many Consumers
CSDs are not traditionally viewed as “healthy” products, with many
consumers concerned over the use of artificial additives and highly processed
ingredients such as high fructose corn syrup. As consumers pay more attention
to the ingredients used in the products they buy, there is growing demand for
food and drinks made from “natural” and recognizable ingredients. With the
majority of consumers perceiving “natural” to be more nutritious, there is strong
opportunity to improve the health image of soft drinks by making them more
“natural,” and therefore, better placed to compete with other soft drinks such as
juices and smoothies.

Consumers Perceive “Natural” to Be Healthier

50

70%

%

of consumers
consider
products to be

of consumers
choose

more
nutritious

“NATURAL”

food and drinks

if they are
described as

“ALL OR MOST
OF THE TIME.”

“NATURAL.”
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Source: Datamonitor Consumer Global Consumer Survey, 2013
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Top 10 Global Claims for New CSDs, 2011-2012
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Source: Datamonitor Consumer Global Consumer Survey, 2013

2. “Natural” Remains a Key Focus of Innovation in CSDs
The top four most common product claims for new CSD launches between
2011 and 2012 were “natural” attributes: “natural,” “no artificial color,” “no
preservatives” and “no artificial flavor.” This trend towards “natural” products is
advantageous to the category, as it gives a more healthy and nutritious
perception overall. However, it is comparatively restricted in relation to
formulation flexibility in terms of colorings, flavorings and overall taste. The
“natural” trend has significant implications for low-calorie or diet variants, which
have, until recently, relied heavily on artificial sweeteners.
q
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