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Labeling of genetically modified food products first became an issue in the U.S. with the introduction of rBST (recombinant bovine somatotropin) into the milk supply in 1994.  A number of states, including Wisconsin, passed laws allowing processors to label their milk as being rBST free.  In addition USDA organic regulations specify that organic labeled foods not contain genetically modified products.  As the first widely consumed food product produced with genetic modification technology, rBST has garnered a lot of interest in its adoption process (see e.g., Foltz and Chang, Barham et al.) but relatively little research has been done on the consumer side.  Are consumers willing to pay extra for organic and rBST-free milk?  If so, how much are they willing to pay?

Organic milk and rBST-free milk are often sold to consumers at significant premium over standard types of milk.  Anecdotal evidence suggests some cause for concerns about imperfect competition in the market for specialty milk.  In some markets such as Seattle organic milk brands are represented in the top four brands in the market.  In addition the organic milk market is dominated by two processors and their brands.  In the rBST-free market one sees major companies in the standard fluid milk market, such as Suiza and Parmalat, producing rBST-free milk.  Are these new types of milk increasing competition in the milk market, or are they just new ways to exercise market power and milk consumers?  

A large literature has developed investigating consumer valuations for non-genetically modified foods as well as labels about genetic modifications (see e.g., Teisel et al., Huffman et al.).  Because such labels do not exist for most products, this literature has been based primarily on consumer willingness to pay surveys (by telephone or mail) and experiments conducted with potential consumers of products.  Both of these techniques rely on the accuracy of consumers to predict their behavior when faced with different products in the supermarket rather than the revealed choice analysis typical of most work in economics.

This work proposes a revealed choice analysis of consumer preference and valuation of milk product type using IRI scanner data on fluid milk purchases in 10 key US markets.

Specifically this paper:

· Identifies empirically the extent of market penetration of GMO-free milk products.

· Analyzes the level and determinants of consumer valuation of the different types of milk using a highly flexible quadratic almost ideal demand system (Q-AIDS) framework Dhar, Chavas and Gould (2002). 

· Analyzes market shares and market power within the organic and rBST-free fluid milk markets. 

From the estimated demand system we recover: detailed cross price and expenditure elasticity matrices; market power indices (such as: Lerner Index); consumer surplus and consumers willingness to pay for different types of milk.

Preliminary results show significantly higher market penetration of GMO-free milk products on the West Coast than in other parts of the US.  In addition, consumer valuations for non-GMO milk are non-zero and strongly correlated with incomes.
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