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Preface 

The Center on Budget and Policy Priorities began work on this report in 
1990. The report stems from the Center's work on infant formula cost 
containment, an issue of considerable significance for the WIC program. 

The principal - although not the sole - focus of this report is on the 
opportunities that multi-state infant formula contracts can present for states. The 
report has been written with the idea that a growing number of states may be 
attracted to multi-state contracts on a voluntary basis. 

While the preparation of this report was in progress, legislation was 
introduced in Congress in March 1991 to make sweeping changes in infant 
formula cost containment systems. The legislation would mandate that t!ie U.S. 
Department of Agriculture administer regional multi-state bids for infant formula 
in which all or nearly all states are required to participate. 

A number of states have raised concerns about this legislation. The Center 
on Budget and Policy Priorities, while believing that the multi-state approach has 
strong advantages and holds considerable promise, shares a number of the state 
concerns. The Center supports innovative approaches to cost containment but is 
not persuaded that mandating regional bidding represents the best approach. This 
report's enthusiasm for voluntary state action to establish multi-state systems 
should not be seen as an endorsement of the legislation. 

We hope this report will provide useful information for WIC administrators 
and advocates who must grapple with the question of how to stretch limited WIC 
dollars so that the maximum number of women, infants, and children may 
participate in this important program. 

Stefan Harvey 
Bob Greenstein 
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1 

Introduction 

Infant formula cost containment has become an important part of the Special 
Supplemental Food Program for Women, Infants, and Children (WIC). Despite the 
program's enormous success, federal WIC funding only serves slightly more than 
half of all eligible individuals. By reducing the infant formula costs that state 
WIC programs pay, cost containment has allowed WIC to reach hundreds of 
thousands of participants whose nutritional needs would otherwise be unmet. To 
reduce unmet need further, WIC agencies can explore methods to enhance and 
extend cost containment. 

In June 1991, five states in the Northeast region of the USDA's Food and 
Nutrition Service - Connecticut, Maine, Massachusetts, New Hampshire, and 
Rhode Island - signed a joint cost containment contract with Mead Johnson. The 
contract culminated over a year of work to fashion a cooperative contract. This 
contract is the second joint cost containment contract. In 1989, Delaware, the 
District of Columbia, and Maryland implemented a multi-state cost containment 
contract. 

These efforts are important because they pool the buying power of small 
and medium-size WIC states to leverage higher rebate levels. Furthermore, the 
Northeastern states' effort comes at a time when infant formula manufacturers 
have attempted to reduce WIC cost containment savings, especially in smaller 
states. 

On April 29, 1991, the Northeastern states opened bids. Mead submitted a 
bid of $1.265 per can of 13 ounce liquid concentrated formula. Mead's net bid 
price (the difference between the company's wholesale price and its rebate offer) 
was $0.565. This net bid price was the third lowest offered by Mead since March 
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1990. Ross offered a rebate of $1.410 per can and Wyeth offered $1.216 per can. 
The net bid prices from Ross and Wyeth were $0.585 and $0.628, respectively. 
Because Mead's wholesale prices were significantly lower than Ross' at the time of 
the bid, the Mead bid offered the lowest cost to the Northeast states. (Mead 
Johnson has since raised its wholesale prices; as a result, the rebate level it 
provides to the New England states will be $1.365 per can.) 

Multi-state bids entail more work to develop, but they should intensify 
competition for infant formula cost containment contracts. They hold promise of 
reducing WIC infant formula prices in a number of states. 

This report examines multi-state contracts, along with other strategies to 
enhance state cost containment savings. The report also examines such other 
developments as Texas' effort to apply infant formula cost containment practices to 
the purchase of infant cereal. Several contract provisions that can enhance savings 
in infant formula cost containment contracts are also examined. This report builds 

10 

1 
on the cost containment lessons learned by states over the past two years. Earlier 
cost containment efforts are described in Saving To Serve More: Ways to Reduce WIC 
Infant Formula Costs, published by the Center on Budget and Policy Priorities in 
1988. 

11 
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I. Cost Containment: Making WIC Even More Effective 

The Special Supplemental Food Program for Women, Infants, and Children 
(WIC) is one of the most successful and cost-effective government programs. WIC 
provides food, health screening and nutrition education to at-risk, low income 
pregnant women, new mothers, infants and children under age five. According to 
a recent estimate by the Congressional Budget Office, 8.4 million women~-infants, 
and children are fully eligible for WIC in FY 1991.1 Yet funds will allow only 4.7 
million to be served this year. Consequently, nearly 4 million children, pregnant 
women, and new mothers at nutritional risk are unable to receiye WIC benefits 
and services. 

A recent study has demonstrated that WIC is even more cost-effective than 
previously believed.' The U.S. Department of Agriculture evaluated the effect of 
WIC participation on Medicaid costs for newborns and their mothers within the 
first. 60 days after birth. The health records of over 105,000 infants and their 
mothers in five states were studied. The report found that every $1 spent on WIC 
for pregnant women reduced Medicaid costs by $1.77 to $3.13. In addition, the 
study showed that prenatal WIC participation greatly increased the use of prenatal 
care and improved birthweights. 

1 Congressional Budget Office, "Estimated Costs to Provide Full Funding for the Special Supplemental 
Food Program for Women, Infants, and Children (WIC)," March 13, 1991. (fhe 8.4 million figure does not 
include the approximately 152,000 WIC eligibles who are served through the CSFP.) 

2 U.S. Department of Agriculture, Food and Nutrition Service, Office of Analysis and Evaluation, 'The 
Savings in Medicaid Costs for Newborns and Their Mothers from Prenatal Participation in the WIC Program: 
Volume 1", Prepared by Mathematica Policy Research, Inc. 



To lower WIC costs and serve more participants with limited funds, 
Tennessee and Oregon in 1987 implemented the first infant formula cost 
containment efforts in states distributing WIC foods through retail stores. During 
FY 1988, cost containment savings totaled $30 million. As more states 
implemented rebate systems, savings climbed to nearly $300 million in FY 1989 
and $500 million in FY 1990. USDA estimates that cost containment will save 
$600 million in FY 1991 and increase average monthly participation by 950,000 
persons. 

WIC is one of the few social programs that has been able to reduce 
program costs per participant so dramatically without reducing the amount or 
quaHty of benefits provided. Infant formula is the single most expensive item in 
the WIC food package, and infant formula prices have risen much faster in recent 
years than the prices of other foods. Without rebates, infant formula would have 
accounted for 42 percent of all WIC food costs in FY 1989.3 Because of cost 
containment, only 30 percent of WIC food funds were actually used to pay for 
infant formula that year. Average WIC food costs per participant fell from $33.28 
per month in FY 1988 to $30.15 in FY 1989, a 9.4 percent reduction. The average 
food cost per participant in FY 1989 was also lower than the cost in FY 1987. In 
contrast, the cost of the basic food items in USDA's Thrifty Food Plan rose 3.84 
percent between FY 1987 and FY 1988 and another 7.66 percent between FY 1988 
and FY 1989. 

In 1988, Congress mandated that all WIC state agencies implement some 
form of infant formula cost containment. When WIC was reauthorized in 1989, 
Congress added a requirement that all states must use competitive bidding in their 
cost containment efforts. States are required to use a single-source rebate system 
unless an alternative system can be shown to save as much or more than a single 
source system. Congress adopted this approach because competitive bidding had 
consistently yielded greater rebates than had negotiation of rebate contracts on a 
non-competitive basis. 

With the recent evidence of WIC's striking effect in lowering Medicaid costs 
and the continued presence of a large unmet need for the program, infant formula 
cost containment remains as important as ever. WIC programs need to maximize 
savings. Every dollar saved by cost containment is a dollar that can be used to 
serve more participants in need of WIC services. The failure to serve eligible 
pregnant women or children leads to needless health problems and preventable 
health care costs in the future. 

3 
U.S. Department of Agriculture, Food and Nutrition Service, Office of Analysis and Evaluation, 

"Fiscal Years 1988 and 1989 WIC Food Package Costs," October 26, 1990. 
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It would be ideal, of course, to reduce infant formula costs even more 
drastically through greater breastfeeding among new mothers. Breastfeeding is the 
best method of nourishing an infant. It is the most complete food an infant may 
receive and conveys important protections against disease. Breastfeeding also has 
important social and emotional advantages such as helping a mother bond to her 
child. Furthermore, breastfeeding is the most economical way to nourish an 
infant. If all WIC infants breastfed in FY 1989, about half a billion dollars could 
have been saved and nearly a million more participants served. Most WIC 
infants, however, still receive infant formula. So long as this remains true, cost 
containment will remain critical to lowering WIC food costs. 

During 1992, cost containment contracts will expire in 20 states and the 
District of Columbia. These states, in order of the date of contract expiration, are: 
Illinois, New York, Tennessee, Virginia, Kansas, Oklahoma, Delaware, the District 
of Columbia, Maryland, Washington, Kentucky, Montana, Idaho, Colorado, Iowa, 
Nevada, Texas, Utah, West Virginia, Michigan, and Oregon. Between July and 
December 1991, contracts in several additional states expire. These contracts have 
either been rebid or are in the process of being rebid. As these states fashion new 
cost containment contracts, they can examine opportunities to enhance their 
savings. (Appendix A lists the contract expiration date for each of these states.) 

15 
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II. . Competition and the Infant Formula Industry 

The infant formula industry is an oligopoly. Three manufacturers control 
nearly all sales of infant formula, and it has proven difficult for new 
manufacturers to enter the market. As a result, there has been relatively little 
competition among manufacturers over the price of formula. Over the last decade, 
the manufacturers' wholesale prices for infant formula have generally increased in 
lock-step (see Table I). 

A key feature of the infant formula industry that discourages price 
competition is the marketing practice of pharmaceutical manufacturers called 
"medical detailing." Medical detailing targets physicians, hospitals, and health care 
providers rather than consumers. The largest manufacturers spend millions of 
dollars to promote infant formula in this fashion. By offering an array of 
incentives, educational materials, and free samples, the manufacturers seek to 
influence the recommendations made by health care providers to their patients. 
Because many consumers do not understand that standard infant formula products 
are essentially identical nutritionally, these consumers often choose a formula 
based on an explicit or implicit endorsement of a particular brand by a physician 
.or hospital. Consequently, many families are currently price-insensitive when 
purchasing infant formula; they do not choose a formula primarily on the basis of 
the product's cost. 

Medical detailing leads, itself, to higher costs. The millions of dollars spent 
on medical detailing are eventually passed on to consumers through higher prices. 
In addition, detailing places the decision of which formula brand to use in the 
hands of health professionals rather than parents. Families become less sensitive 
to price because they believe the formula recommended to them is medically or 



nutritionally superior to the others. As a result, the manufacturers can increase 
prices without losing customers. 

Furthermore, since medical detailing is so expensive, new manufacturers 
have great difficulty entering the market. With little competition, the current 
manufacturers can set prices without fearing another company will be able to offer 
a serious market challenge through lower prices. 

Table I 

Wholesale Infant 

Formula Prices 

Mead Johnson Ross Laboratories Wyeth Laboratories 

Per Per Weeks

Date of Price Price Date of Price Price Date of Price Price Case Can To 
Price Per Per Price Per Per Price Per Per Price Price Align 

Increase Case Can Increase Case Can Increase Case Can Range Range Prices 

11/02/81 $21.74 $0.906 11/23/81 $21.72 $0.905 01114182 $21.72 $0.905 $0.02 $0.001 10.4 

09/27 /82 $23.63 $0.985 09113/82 $23.58 $0.983 06103183 $23.02 $0.959 $0.61 $0.025 35.7 

08/29/83 $24.81 $1.034 08/22/83 $24.67 $1.028 11111183 $24.17 $1.007 $0.64 $0.027 11.6 

06/04/84 $26.48 $!.103 06/25/84 $26.48 $!.103 07113184 $25.98 $1.083 $0.50 $0.021 5.6 

04/01/85 $28.25 $1.177 03/25/85 $27.82 $1.159 ttr@@intt@m:�1tH@i1 NIA NIA NIA 

02/10/86 $29.66 $1.236 02/03/86 $29.26 $1.219 01/21186 $29.00 $1.208 $0.66 $0.028 2.9 

11117/86 $31.44 $1.310 11/03/86 $31.01 $1.292 09117186 $31.03 $1.293 $0.43 $0.018 8.7 

08/03/87 $33.33 $1.389 08/03/87 $32.88 $1.370 06119187 $32.88 $1.370 $0.45 $0.019 6.4 

03/01/88 $35.04 $1.460 04118/88 $34.85 $1.452 06117 /88 $34.69 $1.445 $0.35 $0.015 15.4 

01/02/89 $37 .20 $1.550 01116/89 $37.99 $1.583 06116189 $37.12 $1.547 $0.87 $0.036 23.6 

10/02/89 $40.68 $1.695 08/01/89 $40.66 $1.694 12104/89 $40.46 $1.686 $0.22 $0.009 17.6 

05/02/90 $43.92 $1.830 04/02/90 $43.92 $1.830 04/30/90 $44.26 $1.844 $0.34 $0.014 4.4 

05/02/91 $46.32 $1.930 11115/90 $47.88 $1.995 05/22/91 $47 .54 $1.981 $1.56 $0.065 26.9 

Source: Price 11111. are flom tho mmufacturen' wholDale prlclng lbeetl for 40,000 pound 1llaload q\WllltlM. CompllDd by 1116 c:enro, on Budjet 111d Polley Prlorltlel • 

. �e inf�t fom:iula makers have taken advantage of this situation by
steadily mcreasmg prices at rates far above inflation. On average over the last 
decade, the infant formula manufacturers have increased prices by nearly 11 
percent per year. In contrast, milk and cheese prices have risen an average of two 

18 

percent and three percent per year, respectively, and fruit juice prices have 
increased less than six percent per year. 

Competitive bidding for WIC contracts represents a threat to the 
manufacturers' oligopoly. Competitive bidding for single-sourc;e contracts forces 
manufacturers to compete against one another on the basis of price. In contrast, 
open market and multi-source rebate systems do not create substantial price 
competition among manufacturers. (See "Glossary of Cost Containment Terms" on 
page 10.) 

Recently, the lack of competition in the infant formula industry has caught 
the attention of state and federal regulators. In May 1990, the Antitrust • .. 
Subcommittee of the Senate Judiciary Committee heard testimony on questionable 
patterns in WIC rebate bids and infant formula pricing. The Federal Trade 
Commission testified that it, too, was concerned about recent industry actions, and 
in June 1990, the FTC launched an inquiry into possible antitrust violations. Since 
then, the FTC has subpoenaed information from at least three major manufacturers 
of infant formula, although no findings or conclusions have been announced yet. 
Moreover, in an unusual move, the Department of Justice's Antitrust Division, 
which prosecutes antitrust and price fixing cases, recently requested funding for 
potential litigation arising from the FTC investigation. 

In addition, the Florida Attorney General's Office filed suit against the three 
major infant formula manufacturers in January 1991, charging they violated state 
and federal antitrust laws. Several other states are investigating the issue, as well. 

Questionable Bidding Procedures by Manufacturers In 1990 

The first indication the major manufacturers were beginning to engage in 
questionable practices designed to lower cost containment savings came in March 
1990. On March 1, 1990, Ross offered a rebate of just $0.75 per can to 
Connecticut, the lowest rebate level Ross had ever offered for a single source 
contract. Ross had to know this bid had no chance of winning. Instead, Ross' 
bid may have sought to signal the other manufacturers that they should all reduce 
rebate offers to about the 75 cent level. Six days later, Mead Johnson responded 
by sending letters to several states with expiring contracts announcing its intention 
to offer just $0.75 per can for either open market or single-source contracts. In the 
18 competitive bid openings during the rest of 1990, Mead submitted rebate bids 
of $0.75 per can for single-source contracts (or an equivalent bid in home delivery 
and direct distribution states) on 14 occasions and refused to bid in one instance. 
Ross bid $0.75 per can in eight instances and offered $0.757 per can once. 

19 
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06/04/84 $26.48 $!.103 06/25/84 $26.48 $!.103 07113184 $25.98 $1.083 $0.50 $0.021 5.6 

04/01/85 $28.25 $1.177 03/25/85 $27.82 $1.159 ttr@@intt@m:�1tH@i1 NIA NIA NIA 

02/10/86 $29.66 $1.236 02/03/86 $29.26 $1.219 01/21186 $29.00 $1.208 $0.66 $0.028 2.9 

11117/86 $31.44 $1.310 11/03/86 $31.01 $1.292 09117186 $31.03 $1.293 $0.43 $0.018 8.7 

08/03/87 $33.33 $1.389 08/03/87 $32.88 $1.370 06119187 $32.88 $1.370 $0.45 $0.019 6.4 

03/01/88 $35.04 $1.460 04118/88 $34.85 $1.452 06117 /88 $34.69 $1.445 $0.35 $0.015 15.4 

01/02/89 $37 .20 $1.550 01116/89 $37.99 $1.583 06116189 $37.12 $1.547 $0.87 $0.036 23.6 

10/02/89 $40.68 $1.695 08/01/89 $40.66 $1.694 12104/89 $40.46 $1.686 $0.22 $0.009 17.6 

05/02/90 $43.92 $1.830 04/02/90 $43.92 $1.830 04/30/90 $44.26 $1.844 $0.34 $0.014 4.4 

05/02/91 $46.32 $1.930 11115/90 $47.88 $1.995 05/22/91 $47 .54 $1.981 $1.56 $0.065 26.9 

Source: Price 11111. are flom tho mmufacturen' wholDale prlclng lbeetl for 40,000 pound 1llaload q\WllltlM. CompllDd by 1116 c:enro, on Budjet 111d Polley Prlorltlel • 

. �e inf�t fom:iula makers have taken advantage of this situation by
steadily mcreasmg prices at rates far above inflation. On average over the last 
decade, the infant formula manufacturers have increased prices by nearly 11 
percent per year. In contrast, milk and cheese prices have risen an average of two 
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percent and three percent per year, respectively, and fruit juice prices have 
increased less than six percent per year. 

Competitive bidding for WIC contracts represents a threat to the 
manufacturers' oligopoly. Competitive bidding for single-sourc;e contracts forces 
manufacturers to compete against one another on the basis of price. In contrast, 
open market and multi-source rebate systems do not create substantial price 
competition among manufacturers. (See "Glossary of Cost Containment Terms" on 
page 10.) 

Recently, the lack of competition in the infant formula industry has caught 
the attention of state and federal regulators. In May 1990, the Antitrust • .. 
Subcommittee of the Senate Judiciary Committee heard testimony on questionable 
patterns in WIC rebate bids and infant formula pricing. The Federal Trade 
Commission testified that it, too, was concerned about recent industry actions, and 
in June 1990, the FTC launched an inquiry into possible antitrust violations. Since 
then, the FTC has subpoenaed information from at least three major manufacturers 
of infant formula, although no findings or conclusions have been announced yet. 
Moreover, in an unusual move, the Department of Justice's Antitrust Division, 
which prosecutes antitrust and price fixing cases, recently requested funding for 
potential litigation arising from the FTC investigation. 

In addition, the Florida Attorney General's Office filed suit against the three 
major infant formula manufacturers in January 1991, charging they violated state 
and federal antitrust laws. Several other states are investigating the issue, as well. 

Questionable Bidding Procedures by Manufacturers In 1990 

The first indication the major manufacturers were beginning to engage in 
questionable practices designed to lower cost containment savings came in March 
1990. On March 1, 1990, Ross offered a rebate of just $0.75 per can to 
Connecticut, the lowest rebate level Ross had ever offered for a single source 
contract. Ross had to know this bid had no chance of winning. Instead, Ross' 
bid may have sought to signal the other manufacturers that they should all reduce 
rebate offers to about the 75 cent level. Six days later, Mead Johnson responded 
by sending letters to several states with expiring contracts announcing its intention 
to offer just $0.75 per can for either open market or single-source contracts. In the 
18 competitive bid openings during the rest of 1990, Mead submitted rebate bids 
of $0.75 per can for single-source contracts (or an equivalent bid in home delivery 
and direct distribution states) on 14 occasions and refused to bid in one instance. 
Ross bid $0.75 per can in eight instances and offered $0.757 per can once. 
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Not surprisingly, the manufacturers prefer inflation provisions that set the 
rebate at a constant percentage of the wholesale price. Such adjustments do not 
assure stable infant formula prices for states over the life of a cost containment 
contract. Moreover, since infant formula price increases come at irregular intervals 
and with little warning, a state without a cent-for-cent inflation adjustment can be 
subject to sudden increases in WIC food package costs. This can force unplanned 
participation reductions or food package adjustments. 

In contrast, a state protected from inflation by a cent-for-cent clause will 
have constant, predictable infant formula costs. Consequently, every state should 
seek to include a cent-for-cent inflation adjustment in its cost containment RFPs. 
Currently, 27 states - including nearly all states with single-source contracts -
have cent-for-cent inflation adjustments in their rebate contracts. 

While the manufacturers may urge use of alternative inflation adjustments 
such as "a fixed percentage of the wholesale price" or the "Ross math formula," 
none offer the level of price protection of a cent-for-cent provision. Manufacturers 
may complain about cent-for-cent inflation adjustments in bid conferences, 
especially in states considering open market or multi-source bids. But since all 
states now must use a sealed bid process, the manufacturers must agree to state 
contract specifications. The manufacturers no longer have the same leverage over 
these contract provisions that they did when open market contracts were 
negotiated. 

Consequently, there is no reason for a state not to write a cent-for-cent 
inflation adjustment into both the single source and multi-source (or open market) 
components of its RFP. Most states that have sought bids since federal law was 
changed to require competitive bidding have included cent-for-cent provisions in 
their ITBs and RFPs. 

When designing an inflation adjustment provision, it is also important to 
specify the timing of the adjustment. Most states receive the rebate adjustment at 
the beginning of the first month after a price increase has taken effect. As a 
result, the rebate adjustment can be delayed up to 30 days after a price increase 
occurs, and a state may lose thousands of dollars in rebates. The manufacturers 
claim that this practice is fair because retail prices lag over a month behind 
wholesale price increases. However, wholesale price increases are often quickly 
passed along to consumers, especially in stores that depend on distributors not 
stocking large inventories of formula. 

It is possible for states to secure contracts that adjust the rebate at the same 
time the price increase becomes effective. Montana, Nebraska, Oregon, 
Pennsylvania, and Texas have inflation provisions that adjust the rebate on the 
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same day as the price increase. The states of Indiana, Minnesota, and New Jersey 
have an even more attractive provision. In these states, the rebate is adjusted 
retroactively to the first day of the month in which prices are raised. This 
provision has merit: in the future, manufacturers may routinely raise prices at the 
beginning of the month to get close to a full month of higher prices before paying 
higher rebates. For example, the latest Mead price increase took effect May 2, 
1991. Consequently, it is more important than in the past for states to address 
this issue in their new RFPs and contracts. 

Alternate Formula Use 

In some states with single source rebate systems, the use of alternate brands 
of infant formula (i.e. non-contract brands) remains an issue. It is important to 
distinguish "alternate formula" from specialized infant formula. Highly specialized 
infant formulas are prescribed for premature infants and for infants with certain 
metabolic disorders. Specialized formulas are rarely covered by cost containment 
contracts. By contrast, standard infant formulas include milk and soy-based 
products. As used here, the term alternate formula refers to non-contract brands 
of standard formula. 

Because of federal regulations governing infant formula quality, standard 
infant formulas are essentially identical nutritionally. There is no evidence to 
suggest any one standard formula is nutritionally preferable to another. 
Unfortunately, marketing efforts by the infant formula manufacturers often obscure 
that fact. It is common practice for physicians to give a new mother a pre­
printed form that looks like a prescription and that specifies a particular brand of 
infant formula. In addition, hospitals routinely distribute to new mothers 
"discharge packs" that include literature and samples from an infant formula 
manufacturer. These discharge packs are designed to look authoritative rather 
than commercial. Consequently, many families are persuaded to believe the 
product "recommended" by their physician or hospital is "better" than other infant 
formulas. 

The use of alternate brands of formula under competitive bid systems is· a 
concern because it reduces the rebate savings available to state WIC programs. 
Since there are few instances when alternate formula use is medically justified, its 
use usually represents an unnecessary loss of resources to the WIC program. 

USDA has specified that when comparing the relative savings produced by 
different cost containment systems, states should assume that use of alternate 
formula will not exceed four percent under a single source system. In practice, 
even a four percent rate of alternate formula use is usually not justified. With 
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