Dynamo Corporation

Sodium bicarbonate may not be a common household word but its primary consumer use, baking soda, certainly is.   In addition to its use in the consumer market as baking soda, sodium bicarbonate is also used in food processing, pharmaceuticals, feed for dairy cows and industrial products. Baking soda is a common ingredient for baked goods produced by major food processors such as Kraft or Sara-Lee.   In the pharmaceutical industry, sodium bicarbonate is the primary component of Alka-Seltzer and other gastric acid reduction products.  In the dairy cow business, it is added to feed to enable the cows to produce more milk.  Sodium bicarbonate is essentially Alka-Seltzer for cows, allowing them to more easily digest the feed and more quickly produce milk, thereby increasing their milk output.  Industrial products that use sodium bicarbonate include fire extinguishers, detergents and chemicals to balance pH in swimming pools.   

In 1988, the market for sodium bicarbonate was mature, growing at a rate of only 1% per year.  The only opportunities that had been marketed to increase consumption of the chemical included sprinkling baking soda on carpets to remove odors or placing a box of baking soda in the refrigerator to absorb food odors but that represented negligible growth for the industry.  Exhibit 1 illustrates the market consumption of sodium bicarbonate in 1987 and its expected growth by segment.
	
	1987
	1982
	Projected Growth 1987 – 1992

(% per annum)

	Consumer
	75
	85
	2.5

	Feed
	100
	95
	-1.0

	Food Processing
	70
	70
	0

	Pharmaceutical
	12
	15
	4.5

	Industrial
	83
	95
	2.5

	
	
	
	

	    Total
	340
	360
	1.0


Exhibit 1:  Bicarbonate Market (K tons)

Sodium bicarbonate is produced in a straight-forward reaction by combining sodium carbonate (also called soda ash) with carbon dioxide.  Soda ash is created from a mineral called trona and the world’s largest natural trona deposits lie in Wyoming.
In 1988, the sodium bicarbonate market was dominated by the industry leader, Church & Dwight, who maintained a 75% market share.  Church & Dwight is best known for their Arm and Hammer brand of baking soda.  Several minor players, Stauffer, Riverside and Kerr-McGee, comprised the remainder of the market.  Exhibit 2 depicts share of market by segment for all competitors.
	Producer
	Location
	Capacity
	Est. 1987

Production
	Operating Rate

(% of Effective)

	
	
	Nameplate
	Effective
	
	

	Church & Dwight
	Wyoming
Ohio

Subtotal
	190
140

330
	160
120

280
	120
120

240
	75
100

86

	Stauffer
	Illinois
	70
	55
	50
	91

	Riverside
	Georgia
	25
	30
	30
	100

	Kerr McGee
	California
	10
	10
	10
	100

	    Total
	
	435
	375
	330
	88


Exhibit 2 – 1987 U.S. Sodium Bicarbonate Supply
The Dynamo Corporation was the market leader in the production of soda ash which, along with carbon dioxide, is a primary ingredient of sodium bicarbonate.  Soda ash is not only used in the production of sodium bicarbonate but it is also used in the manufacture of glassware, detergents and other industrial chemicals.  Dynamo uses several processing routes to produce soda ash.  In one of the routes, unique to Dynamo, an intermediate product is created that is half sodium bicarbonate. In addition, Dynamo had another process that created carbon dioxide as a pure byproduct.  Since the company was already producing the two ingredients of sodium bicarbonate in existing processes, Dynamo could enter the sodium bicarbonate market and have a potentially significant and sustainable cost position (>50%) over the other sodium bicarbonate producers.  Dynamo was not in the sodium bicarbonate business but believed there was an opportunity for them to forward integrate into that market, utilizing their prominent presence in the industrial market and their cost position to gain market share.   In addition, Dynamo could build a plant on an existing plant site where they could leverage not only the real estate but also the existing infrastructure such as rail access, utilities and plant administration.  This would significantly reduce the capital and operating expenses needed to enter the sodium bicarbonate market.  
The market for sodium bicarbonate was not concentrated.  Rather than having a few customers who commanded large quantities, the market was characterized by many customers buying smaller amounts.  The following table illustrates the diffusion of customers:

	Segment
	Volume (K Tons)
	Market (%)

	Food
	70
	21

	Pharmaceutical
	12
	3

	Industrial
	83
	24

	Consumer - Private
	13
	3

	Consumer - Brand
	62
	18

	Feed Mill
	50
	15

	Dairy - Direct
	50
	15


Exhibit 3 – Market Diffusion
In addition, Dynamo already had access to 67% of the sodium bicarbonate customers through existing channels.  Although Dynamo would enjoy a cost advantage over other competitors in the market, price was not the key motivational factor since sodium bicarbonate was not a major cost component in most finished products that used sodium bicarbonate.  Product grade and quality were the top two criteria for purchase of sodium bicarbonate.

Dynamo researched several market entry alternatives

Option 1 – Target Market
· Build largest single line plant

· Focus on markets where Dynamo has experience and exposure (67% of the market)

· Discount to gain market share through one of three altenatives:
· Passive discounting – slowly fill out over 6 years

· Moderate discounting – fill out over 4 years

· Aggressive discounting – fill out over 2 years

Option 2 – Maximum Market Share

· Enter all segments, including consumer brand and feed

· Maximize market share though aggressive pricing

· Build plant to accommodate a 40% market share

Option 3 – Sequencing

· Build a small plant and learn the business through target markets

· Expand by doubling or tripling the size of the plant in the third year

Assignment:
The executives at Dynamo were meeting to determine if they should enter the sodium bicarbonate market or not and how, if they decided to enter, they should do that.  Analyze the case and answer the following questions.  Prepare appropriate analyses to support your position.  Prepare to provide your answers to each question with the class.   An “expert” might be present in the classroom during the discussion.

Questions:

1. Is the sodium bicarbonate market a good one for Dynamo to enter?  Is there room for a new entrant?  Use analytical frameworks learned in the course to evaluate the market environment.
2. Given that the company wants to forward integrate and it seems attractive, which market entry alternatives should be considered and why? Are there any other alternatives not discussed in the case that should be considered?
� Not the company’s real name.
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