A COMPARISON OF VOLUNTARY AND
COQPERATIVE GROUPS

Thests for the Degres of M. A.
MICHIGAN STATE UNIVERSITY
Robert Drayton McLane, Jr.
1859



THES(S



A COMPARISON OF VOLUNTARY AND

COOPERATIVE GRIUPS

Ly

Robert Drayton Mcelanz, Jr.

Submitt ev to the College of Business and Public &
Micnizan 2¢nte University of Ag iculture andg
rppliei Science in partinl fulfillment of
the reaxulrements for the degree of
MASTER OF ARTS
Department of Marksting and Transportation Adminic

Curriculum in Food Dlstribution

1929

arvice o

troation

k |



n

ROBEZRT DRAYTON MelilNE, JH. FRITRACT
The objectlive of thies stucdy 1g to glve a descriovtlion

of voluntary and cooperntive groups shouw

e
3
[N

the 2gvantazes
and cisadvontnges of each. 7To make thils comparlson two

hizhly successf{ul wholesale cperctlons hnve been descerlbed
/S

ngsistance offered by the wholesnlzar, as well as the cost

Not long =2z£0 the food industry w2sg locking on the
wholesale grocer as 2 cylng form of dlstzibution., [t was
216 that the wholesaler's years were numbered hbectuse the
better indevencent retailers wculd pegin buylng direct from
tne manufacturers, mnd tn=t the wholesaler was tod o0ld- ?ﬁ
fashioned to survive.

n the 1520's the wholesnled prices were cften 25 2
level thot moce 1t difflicult for the independent retaller

to compete with the food chain. In planning ~dversisling

merchandlising, 2nd promotlon events there wnts little cooper-
ation between the wholesnaler and reftaller. lost whole-
salers offered tne retailer little assistones in finding

new ret&£1 store sites, In helping to firncnce new stora
construction, in planninz efficlent store loyoutesy or In
many of tne cther retiiling problems where the wnolesgaler

could be of cirect service.
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Rrtallers h=zve often been reluctznt to concentirate
purchases wilth a slngle wholescler to help lower tne cost

k2 the whole-

C

of distribution. Also few retnilers wouls

aler into thelr confidence and ask for asslstance In the
many 2arens of retall operatlon where the group wholesaler
could offer gspeclalized retnll services.

With the cevelopment of the V“1U1tupv and cooperzvlive
groups these problemes hzve been largely overcome. By
working together as a teom, these groups huve made 1t
possible for both the wholesaler and the retallsr to te

more successful 1n increazlng the sales and proflt of thel:r

T

operation. They nhave also found that they can work tezether

vithout Jeoparcdlzing thelr incdividuzallty. As a result of ©

voluntary and cooparnative zroup formsof cdistrlbution, the
independent wholesiler and retailer are stronger today

to teccome

©]

than at 2any time since the 1920's and promise
even stronger in the future

"ne main difference between the corpornte chialn and
voluntary and cooperatlive groups ls the ownership of tre
retall store. In voluntary and caope"'"iH groups the
' eote—aa= retail stores are cowned by Independent mer-

chants. The corporate chains own both the wholesgnle ngd

the retall stores.

l/)

Of the severzl cifferent types of affilinted zroup:

the wholesaler-sponsored voluntary and the retoiler-cwned
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cooperative have become the most Important. £ retaller-
owned cooper~tive group 1z a form of buslineses enterpricse

hied

(')

orvned =nd controlled on =n ezual basis by retall sroce

\'I’

stockholders who patronize the buslnecss cnd particlipate in
any savings In proportion to thelr patronise.
The wholeszlefFsponcorad voluntary srooup is an orgon-

ization composed of 4 group of Indepencdently owned retzil

(f.‘

stores, asscciated with o sponsoring Indepencently owned

c

wnolesgn2ler, The retaller members voluntauy affilizte with
the whclesaler for the purpoce of tuyling and sellling mer-
chancise, 2s well s specinl services off=zzed Ly the
wholeenler,

The voluntary and cooperitive groups of todny have
pagssed the experlimental stnrge of thelr» opzsrztion. At tre
present time well orguanizec offilinsted zroups are able ©o
maintaln fthelr present murkets and z2re actively competing
with the corporate chains for new markets. in 1358 the

-

voluntary and cooperztlive groups accounted for forty-Tlve
while ‘

per cent of the totzl grocery szales «wnd eleven years nzo the

affiliated groups hac only twenty-nine per cent of tre

cales.

o)
o)
s
e
O
o)
0]
)
O
O
O

The strength and Importance of voluntury 2nd cooper-
ative groups 1s shown by the success of the plan znd 1ts
stabllity in the food incdustry. Tne growlng competition In

the food incdustry between chalns and independents will
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increase the ilmportance of these 2ffilizted zvo

of tne many advintages offerec the retaller
J =
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CHAPTER I

INTRODUCTION

In the past few years there has been 2 new look in

m™

grocery wholesalling. nls new look has been of great im-

-

portance to the nation's Indepencdent retzilers, beczuse
it has played on Important part in the progress and growtn
of 1Incdependent supermarkets.

During the 1920's 2nd 1930's the food industry was
looking on the wholesale grocer 2s a dying form of distri-
bution. HManufacturers ware bypvassling them and sellling
dlrectly to the retallers. Chain stores were rapldly

growing by dolrngz their own wholesaling and retzalling, and

D,

Q.

that the wholesaler was too old-fashioned to

ct

1t was sai
survive.
Wholesaler prices were coften 2t a level thzt made
It difficult for the independent retziler to compete wltn
Che food chzlneg. There wns also llittle cooperation between
the wholeszler and retaller in planning merchzndlsing,
ad wvertlsing, and promotion events. NMost wholesalers
O f fered the retuiler little essistance in findins new
'e> 1311 store sites, in helplng to finznce new store con-
T uction, in planning efflclent store layouts, or in
MMy of the other retailinz problems wnere tne wholesale:

COW1aG be of zreat nelp.



twnt vo

(@}

The incependent retaller hns offten been —elu
concentrate purchases with 2a single wholesaler in order to
, 1 .
lower wholesale operating costs. Also, few retallers

N
~

would take tne wholesaler 1nto thelr confldence anid =

w0

K

[87]

for assistance In the many arezs of retzil operatlon where

the group wholesaler coulcd offer specialized retail service.
Tocay, these problemz have been largely overcome

through the zrowth of voluntary ond cooperztive groups.
By working togethe:r as a tenm, these g:oups have made 1t
possitle for both the wholesaler and the retziler to te
more successful In increzasing the sales and profits of
their cperation. Tney hzve also found that they can work
together wlthout Jeoparcdizing thelr individu=lity. £Fs =
result of this new form of distribution, the independent

wholesaler and retaller 1s strongzer today than 2t any

€ Ime since tne 1920's and promises to become even stronze-

i the future.® ‘

Puizpose of the Ztudy

o
wn

The purpcse of thls study is to present a compzriscn

Of" the voluntary and cooperative group method of coperzticon,

"
3

@]
joy

vantaoges of ea

[OX

1sa

Showing the advantoges ang

€

J

1 . -
< Robert W. Mueller, "The New Look In G
21 I1ng," Progressiva Grocer, May, 19546, p. =

c ; -
fbic., p. =2.



The firs

brought the need

cection describes the concdlitions which
for this method of fooc cistrlbution.

Consicderation will be glven to cperating methods of early
and present cay groups showing the need for affiliction
by incdepenient retallers.

The second part of the study descrlibes two hlznly
successful group operatlions. The firet will te = volun-
tary group whlle the second lg a cocper:tlve cmohoaels
is plzced on the services znd ret=zil nssistance offered
by the wholeszler, ze well 28 tne cost of exch plan,

The f{in=al ction ¢f this stucy is s comparlson of
these two methods of group operation showing tne advantzzos

and disadvantages of each.
Definition of Terms
Terms such as wholesaler-sponsores voluntzry group,
1’e taller affliliation, retailer-owned cooperative, and
Cchziins will ke used througn tnis study.
Wholeenler-sponsored voluntary group. This 1s an
8= socization of incdepencent retzil grocers under the super-

Vi s=ion of a wholesale grocer, who renders merchancdlisinge,
€N g ineerling, zccounting, and other services to the retzil
Members, The group ls organized on the initiative of a2

Who lesgale grocer

G

COmubk ination of

wh

o

sbtout

bt
[y

secking to bring more effective

olesaler and retaller functions



through affillation with a s2lect group cof retallers,

Retaller affiliation. ERetaller affiliaticn with 2

voluntary or cooperative group means that an independent
retail merchant has a franchise from a sponsoring whole-
saler to operate hls store under the group name, and
receive merchandlse 2nd retall assistance from the whole-
saler. The retaller retains complete ownership and control
of his business but he must display the group emblem 2and

tecome 1dentified as a member of the =fflliated grcoup.

Retaller-owned cooperatives. Ketaller-owned cooper-

atives are orgnnized as Incorporatecd wholeszle grocery
companies, whlch operate a warehouse ané o 2 resulsr
wholesgale grocery business, but 1ts stock is owned entirely
O 1> largely by the incdependent retail g:rocery members. The
Eaasic purpose of the retaller cooperative 1s to buy and

Se 11 together Just as voluntary groups <o, with the ware-

. 4
Nowuse serving as the sponsoring headunrters.

(=

food chaln., A food chain is an organization cperating

MmO x*e than ten retall stores under the some ownership with

central monagement.

e} R
i SM. M. Zimmerman, The Super Market (Hew York: ICG“? -
13131 pook Company, inc., 155=), p. 1lc.

(W SR Byerly, The Future of the Wholesale Grocer
2 RS hington, D. C.: United Ztates Wnolesule Grocers!
SS ociation, 1356), p. 2.

~—— e




Methnodology

The majorlty of the Information on the development
ané growth of the voluntary oni cooperztive group movement
w2s obtalned from secondary sources such as trace perlod-
icals and text books. Inform~ticn was also ottzined from
corresponience =nd interviewes wilth leadlng men In tre
area of food distrlbution.

In an effort to show the ccmplete operation of =
voluntary 2nd cooperztive group, 1t was necessary to limlt
this comparizcn to two of the lezcing firms In the 1Inducs-

try These {lrms were selected btectuse of the cutstanding

- Yo

~

success each nas ottzined 1In the focd incdustry wni tecouse

ct

of thelr cooperation In allowlng a cescription of trelr
operation.
Personal interviews were reld with executives [rom
ezicn firm in order to get accurate information about thelr

Operation and the services performed for retall members.

The information obtalned from thne interviews wa2s uzed in

WI> 1 ting the cdescription of each flrm's operation.

Limitation of the 3tudy

The flrms used In this stucy are two of thne most out-

St =nding and successful in the Industry. Thelr tctal annutl

IS N - vy . W T B .
fales volure far excecds the national avevwre o0 yolunboly
anc e i W] e . ) fiaes fm
n< cocperative oUp wholesalers, taus tney are lecders in

> ng sgervices cffered to vetz!l mombers.



It 1s not the intention of the wilter to compare

these two firme to show that one 1is
tut rather to give 2 description of
atlve groups showlng the advantages

form of group afflliation offers to

tetter thon thne cther,
voluntary andé cooper-

and disadvantages exch

retallers.




CHAPTER II

THE DEVELOPMENT OF VOLUNTARY

£ND COOPERATIVZ GROUPS

The grocery wholesalers of today have made great
improvements in theilr operation in the lzest forty years.
In the typlczal wholeszle cperation In the 1920's,a grocery
product costing 3$1.00 would te =0ld to the retaller for
$1.13 and then to the consumer for 31.40. Today, this item
can be purchased by the consumer for $1.20 becruse of the
Improvements that have been made 1In the field of focd

c:‘istribution.5

During this early pericd of grocery wholesalling, mer-

chandlse was usuzlly stored In a multli-story warehouse and
131 ttle use was mace of material handling euulpment. The
Wi olesaler would get business by sending salesmen to call
©rm  the retall trade. The retallers purchased the merchan-
C1 =se on credit and many were £low in payving the wholesale::.
Mo st of the retallers were small and usuzlly divided thelr

Eus iness among several wholesalers. Tnls practice meant

Sm&a 1] orders that were expensive to assemble and dellve:r.©

1 "

T SPaul Converse, "Twenty-Five Years of Wholesaling,
he  Journal of Marketine, Vol. 22 (July, 1957), p. 0.

5

Ibic., p. 41.




This methed of wholesaling rezulired nhigh marzins to
cover ccsts and return a profit. Before the advent of the
food cnalns the wholesalzsr hac llttle 1ncentive to improve
his operation because he faced competition only f{rom other
wholesalers whose high operatlion expense was mucnh similar

to hils.

The Effect of the Food Chain

The chaln food stores rapid zdvancement in

the 1G20's anc began to change the character of the food

incdustry. By the 1330's tne chains were threatening to

take over a large parteof the food business from the ince-

pendent retallers who hacd failecd to keep pace wlth the

changes that had token place in food distribution. Because
O £ the success of the chain stores, the independent merchant
bezsan to feel tnat the chalns were unfsi In thelr method
O I operntion and began cnompaigns to push restrilctive lezgis-

la=tion on the food chalns. fs 2 result of thece campzigns

"o ty-five states pzassed some form of price malntenance
laws and a nunber of states had a tax on multl-store
OF>C>ra£OPS.7 Even with this anti-chain lezislation thre
food chailns grew from 500 companies with 8,000 units in

191 4 ) t5 995 companies with 62,725 retall units 1in 1930.8

Treta., p. 43.

Zimmerman, op. clt., p. 4.



The early fool chzins were successful primarily
because they were better merchants who were constantly
striving to reduce selling ccst. By makling direct pur-
chases from the manufacturers, coing theilr own warehousing,
and selling through thelr own retz2il outlets, the larce
food chains were 2ble to have a lower cost of distribution.
As can bte seen from Table [, the margins in the retzail
stores have greatly decreaced over the years as effliclency
increased. Thls lower cost of distribution,started by the
food chzins, rezulted in lower prices to the consumer, and
1s one of trie major reasons for thel:r »opld growth In food

retailing.

GROCERY MARGINE AND SALEZZ PER EMPLOYEEI

Annual Sales Margin
Yesr per Employee Per Cent Remarks
19tn century 32,000--3,000 30-40 Service stores
Goods out of reach
of customers
1900 4,000--5,000 - -30 More packaced g£o0Cs
More perishatble
goocds
15e5 8,000-10,000 z0-25 31 per cent with
self-service
19406 45,000 15-20 76 per cent of
sales mace In self-
servlice stores
13cE1 42,000 15-19

v lGeorge E. Kline, "How Stores Have Chanzed QOver the
- 1 - ~ —
SR s ," Progressive Grocer, Vol. 31 (Octoter, 1352), p. S




10

'~

Realizing that anti-chzin legislation alone would not

stop the growth of the chzin stores, both the wholeszler

anc retaller btegan looking for some form of organizztion
which could help them become more efficlent. One of the
main dlsadvantoges under which Independent retallers were
operating was that thelr small corner stores were

ocperated

haphazarily and making only between $300 and $400 in weekly

cales. These stores were no match for the more effilcient

food chain operation, whose szales were approximately three
or four times greater. The chzains enJoyed another advan-

tage In buylng and zdvertising. With no Robinson-Pztman
1l=2aw in force in the 1320'sg, the food chalns were cetting

many buylng concesslons and price acdvintages which enatled

them to have lower merchandlse costs. These cost zdvan-
tages were beyond the reach of the average independent

wholesaler or retailer.g
Table II shows how mucn more efflclent the enrly

chezins were than the 1ncependent ret2ilers in 1929. The

I ndependent retailers had over tnree times as :

=

any stores

a8 the ch2ins but they were colng only twice as much total

bus iness. Alsc, the chains were able to co 3.5 €im

hl

aQ
eS8

2= much volume per store &= the independent retallercs.
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TiBLZ I
COMPLRATIVE SALES OF INDEPENDENT AND CHALN
RETLIL GROCERY SALE3 IN 19291
Item ~mount

Total number of independent

retall stores 282,641
Total volume 54,954 ,440,580
fiverage annual sales per store 17,380
Total nunber of retall cnain
units ce,725
a < k2 88z z2e(Q
Total volume 32,038%,280,000
Averacge annual sales per store 45,000
Combtined Total Zales 327,849,790,580
1" T

M. M. Zimmerman, The Zuper Market (New York: Mc-Graow-
1111 RBock Ceo., Inc., 19:5= =

5

In the 1320's botn the wholeszler and retaller
e allzed that the food cnhaln competition should ke met

w1 th new idezs and modern methods of operation. Tnere should

(')

be  low-r prices, cleaner stores, bettor advertlising, ond

Ehe newer methods of display and promotion. Only by using
Ehe se methods could the independent retailer meet the

food chain competlition. 10
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The Growth of the Voluntary Groups

8]

In an effort to overcome the advznt=ges of thne
corporate chain, wholesalers and retallers have tried

ceveral forms of group affiliation. One of the flrst

wm

fforms of group affiliation was buylng groups. These
groups were formed on the assumption tnat buying power
was the malin advantage of the chzins, so retailers organ-
i zed informal pooling of orcders. This pooling of orders
succeeded in galning some recuction In prices,2nd wvnen
combined witn pool-cars lower frelght rates were obtalned.
Even with the lower prlices and frelght rates, trerse
Informal buylnz groups failed because they could not gilve
the retailers all the services needed to meet the chain
competltion. No provision had been made in these groups
to Improve the advertlsing and merchandising in tne retall
s tores. To overcome these weaknesses of the buying groups,

vo 1l untary groups began to be organized. Thils name developed

be c 2use retallers voluntarily affiliated their stores wlth
the wnolesaler sponsoring the group. The services provided
by the wholesaler for group members were similar to those
Pexr f'ormed by the central or dlistrict offices of the
Corporate chains. The main differences betwecen the cor-
POrate chain and voluntary group 1s tne ownersnip of the
retail store. In voluntary groups the wholeszle 2nd ret=il

ttores - owned by independent merchants. The corporate
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chains own both the wholeszle and the retall stores.

Voluntary groups cdeveloped rapldly because they were
rovicding the retallers with mucn needed asgistince znd
1 ow cost merchandise. Of the cewveral different types of
v oluntary groups, the wholesaler-sponsored and retazailer
c ooperatlive have become the most Important. I[n both of
t hese dlstinct types of wvoluntary groups emphaslis 1is
P laced on the wholeszle operatlon 2nd the importance of 2
c lose relationshlp between the wholesale and the retazil

fWJnctions.lg

Retaller-Owned Cooperative Groups

=)

A retaller-owned cooperative group may be cdeflned =g
22 form of business enterprlise owned and controlled on an

eqgual bacsis by ret2ll grocer stockholders who patronize
the business 2nd participate in any savings in proportion
o thelr patronage.

The retaller-cooperative wholeszlers h2g thelr
Ce g inning during the period of iInformzl buying groups.

The se early buying groups found it necessary to have their

oOwmn w=rehouses to store the merchandise until 1t could te

@]

Cl=tributed to the ret2il stores. In other cmses, group

1 . S . .
Theodore . Reckman znd Harold H. Maynard, Prin-
¢iples of Marketing (lew York: The Ronald Press Compiny,

I95=y, 5. 7233,

1‘Converse, op. cit., p. &2.



of mercnznts organizecd for tre express purpose of cperating

thelr own wholeszle warehouce. In elther cace the waie-
)
house 1s uper*ated by 2 paic gener’al mancger o

emnmployees, In the same way 28 1f 1t were owned by a private

i ncdivicdual or corporation.

In 1887, a group of independent retzail grocers
lbbanced together to start the flrst retailer-owned oo
wnolecegnler--the Baltimere wWholesnle Grocery Company.,  One

year lzter In Pnilacdelpnla, the Frankford Grocery Compzny

was founded. Tnis cooperztlive group developsed rapidly

untll it had approximztely 2,000 indepencent retall gr

groups many other

\u

members., Soon after tne success of thes

cooperatives were establiched to help the 1ncdependent

me x»chant 1In his battle agoinst the corporate ch2in. In
1S58, there were 195 cocberzative warehouzes which have

arn  annual scles of $2.60 billi:m.lj Membership in these

1 oups increacsed to cpproxlmntely 27,000 retzil food

14
stozres.

The ret21l members 2re regulred to filnance the whole-

Sale operation and pzy cash for thelr merchandise o»

receive a week o ten day's credlt. Rut credit 1is usually

2
1JRobert W. Mueller, "Annual Report on Food Retailing,

Pr‘ogressi_ze Grocer, Ap-il, 1959, p. r-18.

14
Converse, op. clt., p. 47.

"
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extended only zfter the members huve male cud!

equal to thelr average weekly purcn=zsges,

this manner the warenouse has

-

purchases. ~
In orzanizing warehouse 1t hiwz been

fTound that at least forty progressive retailers zre needed
t o malintain a volume large enousn to cperzte efflclently.

With a smaller nunber there 1is ciffliculty in obtaining

@ cejuate capital to bezin cperztion, merchzndise cannot

ed cooperative =cdvertliszing

be purchased In large guantity,

would become too expensive, and advantagze could not be
2

speclal market conditions. Therefore, 1t has

' for the cooeoperatlve wholesaler to obtain

a2 s many memberg as possible In order to purchace in guantity
arnd spreac the cost of operaticn cvrer many members. The
sales for a cooperative warehouse in 1353

17

ave rage annual
was $13.33 million.

“ne retall members nre usually e:

Che majJority of their mevchandise from the cooperntive
Wholesale by mailing in thelr ovders. Thiz method of

“Ibld.
1€ .
Beckman andé Maynard, op. clt., p. 240.

[ON
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7Mueller, "innual Report on Foo
P. F-18.




oréering makes possible a cavings In the eliminntion of
salesmen. Even with the success of thls form of ordering,
cgary to periodically send

Ol Taea

cooperatives have found it nece

salesmen or contact men to retzill members. The purpose

orcders but rather to keep

of these men is not to t=z2ke

members Iinformed and In contaoct with the wholesaler.
Cooperative group warenouses have achileved =z very

low operating expense. The normal coperating costs

these groups 18 around 4.6 per cent of sales, which makes

it below the 8.7 per cent cost for full-zervice wnole-

salere, The profit mzade in the operation of the ware-
noucse 1&g returned to the retz21l members =z2c patronage

Glvidencs and only smzll zmounts =zre kept as surplus.
The ccoperatlve grcups bezan by hancling dry groce -

ies, but as the supermarkets begsn to increase the nunber
of 1tems stocked, the wholeszler also expanded. Miny of
hancdle such merchandlszse =zz frozen

the gzroup wholeszalers now
foods, drugs, tolletries, meat,and produce. The wurehouce
21 so stocks limited lines of controlled trandéd merchandicse

for their members. Ierchandise not kept in tre warehouse

Can be drop-shipped cirect to the retzll stores at low

Cos te,
The cooperative group warehousec has been able to

e uce operating expenses well below that of full-service

\

8
Beckman and Maynard, opn. cit., p. 24l.



wholesaler by eliminating mcny of the services whilcn were

)

[

being offered the retaller. These savings were acnleved

by selling for cash, the ellminztion of delilvery cservice,
—egular salesmen, slow-moving items, =2and operating capital

teling provided by members.19 One limitation of the cooper-
ative group wholesale method of operation is that too much

I mportance has been placed on providing merchandlse
low prices ancd 1little or no merchancdlsing help wes glven
to the retall member. In the past few y=2ars this mistake

haois been recognized zné the wholeszlers sre beglnning to

pi~ovide more merchandising zssistance.

Wholesale-fponsored Voluntary Groups

During the 1920's, tne ccrporste cnains continued to

expandé raplédly. In an effort to help improve the position

o f’ the 1indepencent, leaders of both wholeszle ond retnd

orrcerniratlong beran ceveloping 2 new tool, the whclestie-

Eponsored voluntary group.
The first wholesale voluntary group was started in

1521, in Buffalo, New York, by mith M. Flickinger who was

- 4
an  owner of a wholesz2le grocery company. £ a wholesaler,

Mr | Flickinger was also able to see the lack of efficlency
ang initiative among his own customers 1n competinz with

the chains Zo, In 1921, he started = volunt=ary group

< e

191414,
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which came to bte known as the Red znd White Z“tores. Tnis

merchants now covers thlity-

voluntary group of independent
In 198,

four states and hzas over 5,000 retall members.‘o
there were E54& wholeszale firms dolng $3.9% billion 1in

2l

<

annual csales.,
Another one of the ploneers of
M., Grimes was a mem

the voluntary group

er cof

o

movement was J. Frank Grimes.

a Chicago certified public accounting firm and 2s he worked
able to see the

wltn wholesale grocery companles he was

results of the chain competition on the wholesaler's busi-

ness. Mr. Grimes rezlized that improvements must be made

1n the independent wholesaler and retaller operations if

they were to survive. In 1920, Mr. Grimes established
the Independent Grocers £Llliance of fAmerica (IGA). The

William T. Reynolds Company of Poushkeepsie, New York, was
Che first wvholeszler to be established under the IGA voluntary

Grimes the nation=zl

Uncder the leacdershlp of M.

Erroup.
IG A group has expanded to where forty-elszht wholesalers
g EE

ha-ve more than %,000 high-volume independent wet=zlle

er-sponsorac voluntary group is #n organl-

Za2t 1 on composed of a group of 1lndependently ovned retail

—_—

COZimmerman, ocp. cit., p. 15.

21Mueller, "Annual Report on Food Retuiling," op.

Ci&: pP. 7-18.

Vo1l 22Gordon Cook, "The Historical Development of the

° Untary and Cooperative Groups," The Voluntary and Co-
Perative Group Magazine, Vol. 139 (Cccember, 13437, p. 50.
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stores, associated wlith a sponsorinz independently cwned
wholesaler., The retailer member voluntary affiliztes with
the wholesaler for the purpoce of buying and celling mer-

chaondise, 2s well as speclal services offered by the whole-
3

N

szler,
The voluntary agreement between thne wholesaler =and
retaller centers arouncd thelr depencence on each other.
The rettller must have 2 low cost source of supply, as well
as speclal assistance to Insure hls success and 1In addltion,
the wholesaler 1s cdepencdent upon the retailer as =2n outlet
ffor nis goods.
When a retailer Joins @ voluntary group he agrees
t o concentrate his purchases with the wholeszler, therefore,
the wholesaler 1s relleved of a large portion of his
Selling expense. The retaller malls his orders to the
wholesaler accompanied by signed blank checks for pmyment.

This check relieves the wholeraler of having to carry 2on

ftc counts recelvable record and z=lso permits him to buy
fozi cash.

The wholesgaler usges merchandising men, which corre-
Epond to the supervisors of the chaln stores, to work with
the retall members in improving their oper=ztion. Many
Wholesalers are beginning to employ produce, meat, froren

foocis, ancd dalry epeclallists to help tne retailer with his

————

23charles F. Phillips 2né Delbert J. Duncon,

%231§§i§}ng Principles and Methods (Chicago: FRichard D.
CWwin, Inc., 15497, p. 196.




speclal problems. With the trend toward larger znd more
modern- supermarkets, the wholeszler 1z providing aszslstance
In the constructlion and layout of new builldings ond the
remodeling of o0ld stores. Accounting asslistance 1s offered.
IMany of the progresslve voluntary wholesalers are providing
f'inancial assistance for expe:rienced merchants.

The trend for voluntary wholes2lers in recent years
has been the adding of me:chandlse lines offered to the

~etailers. Many volunt=ary wholesalers have zdced hezlth

re

and beauty ailds, housewares, frozen foods, and produce to

C.

™

thelr cdry grocery lines. few are warehouszling cured
meats and have agreementes to érop-cship fresh me=2ts to
thelr retailers. Tew wholesalers warehouse bread or milk
but these items are frejuently drep-shipped to member

s Cores. [n the past few yvears, the voluntary wholessle:rs

h=z=ive been expanding thelr lines of merchandise faster

Ny
1

Ehan the retail cooperative warehouses.

The expansion of lines nandled by the voluntary
wWwholesaler nas 2lso caused an increase In operntlng expense.
D1~y groceries can te handled at a cost of about three per

zre gold in

G

cemnt, put lines such as health 2nd beauty aid

fmMma ] ler jguantities and result In greater handling expense.

-
.‘

S I"O zZen foods rejulre special czpltal investments In refrli-

Ia)

Z€ I3 ted facilities which add to the cost of its distributlion.

~ )

4
““Converse, op. clt., p. 48,
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Tne warehousing of produce 1s expensive beczuse 1t invol

special skill in buylng and handling, and cellvery must be

made more freguently.

Although most of the wholesszle-sponsored voluntary

groups vary In many details, the essential basis of the

organization 1n all caces 1s working together as & unlt

to cevelcp the mutuzl benefit aond proflt of both the

wholesaler and retailer. Thils cooperztion between the

wholesaler and retaller 1is cirected tcward provicing the

4

retzller with merchandlise at competitive prices, while

2t the szame time helping the indepencdent merchand operazate

better stores. In worklng together, 2lthoush incdependently

owned, retailers and wholesalers cirect thelr efforts

toward operating more efficlently.
The Operztion of Voluntary =and Cooperative Groups
In both voluntary ancd cocperztive groups, the 1lmpor-

zct between

tance of group affiliation 1s stated In the contr

the retziler and wholesaler in which both parties czzree to

WO rk together for their common Interest. The retzller ics

eXpected to buy the bulk of his merchandise from thne whole-
o

S&aler, to cooperate in the wholesaler's prom

COnform to certain operating procecdures.

L= rrees to furnish services such as adverticsing nassistance,

a*3<2c>unting cervice, supervislon, aid 1In store cdevelopment

81N A remoceling, financicsl assistance, and in generzl any
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agslstance a warenousge nhezdquarters can glve o retnil
. et
supermarket.

The wholesaler zlso must mzke mercnancdise availzatle

at prices which will enzable the 1Incdependent retallers to

compete wlth thelr major competition. The zgreement cf

the retaziler to concentrate purcha

wnolesaler =ncé the wholesaler to sell his merchancdlse on

a low merk-up basis and offer retail

main basls of group affiliation.

In retailer-cooperative warehouses the method of

pricing merchandlse to retall members 1s a mark-up system.

The cooperative takes the cost of the merchndlce celivered

to the warehouse, then 2 sm=21l percentage 1s added to covar

the expense of operating the warehouse. At the end of the

year the profit is paid baock to the memkers 1in propertion
to theilr purchacses.

The method of pricing merchandise used by moct

cost-plus

ct
oy
®

wholesaler-sponsored voluntriry groups is

Plan., Uncer this method of pricing, the who

)

the merchandise to the retaller =t cost and = percentage

mark-up 1s zdded to the invoice totzl. The mark-up “anses

from two to four per cent for dry groceries and othe:r lines

SuUch ae produce, frozen foods, mest, =nd bakery products,

"

s “-Edwin H. Lewls, "Comeback of the Wholesaler,
2"V ard Business Review, Vol. 38 (November-December, 195%),
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the mark-up 1s approximately ten per cent. The percentogz

mark-up cdecreases as the volume of purcnases by the

Increzcses, thus giving merchants 2n incentlve to

~y

retaller
concentrate his buylng with the group warehouse. Differ-

ences in the cost-plus plons among companiss zre the result

of wvarying przctlces in chargzing cervice fees.

Other wholesalers wno do not uge the cost-plus plan

in chorging for thelr services prefer to use 2 sczle of

f'ees for promotional activities, accounting, &nd general

m=znagement cervices. TFor the retzall member to recelve

mercnandise at thess low mark-up fizures, he must conform

to the wholes2ler's plan of operatlon and accept a recuction

or m2intains a cepocgit

r \j
n
5

i1n expensive services. e puys c=z

wil th the wholesaler, orders In cace lots, and tokes cellvery

as scheduled.

Retzaller particlpation In both the voluntzry =2and
cooperative groups reaulres certain action on the part of
the =wetailer. These rezulrements are primarily that the
retadler 1s expected to follow the group promotionzl pro-
Eram znd buy the bulk of his merchandise firom the sponsoring

liated

[

Who 1l esz2ler. [n additlon, the membership in 2n aff
ErOUup reulres the retaller to m2intaln all standard
lisheg by the wholesaler in operating the retail stores.

re

+0 tne affiliated rroup name,

M
(]

€ would Incluce cilsplaying

“ o

OPexr ating each store on group standards, merehandising tha



group's private lubel merchandlise, and uslng cccounting

methods set up by the wholesaler.

Advantages of Voluntary and Cooperatlve Group lMembershio

The 1Incdependent retzll members of voluntary and co-
operative groups have been z2ble to celze mz2ny of the advon-

tages of chain operatlon and maintalin privzte ovmership

and control of the business. The success of the meany

voluntary ancd cooperatlve groups has shcown that the baslc

principle of a2 wholeszsler worklng with a group of retazaillers

to cecure buylng, advertising, and merchancdising 2dvantages

1s fundamentally sound.
The success of the voluntary cnd cooperatlve group

1dez2 can be attributed to certain basic factors. Thece

advantages of group membership now will be explz2ined to

show what they mean to the 1independent retailers. Not all

Chese services z2re proviced by every 2ffilizted group

wholesale, but the largest and most successful groups have

found these retall services most iImportant in the g¢crowth of

the1r retaill members.

Cost advantage of group affiliation. One of the mzjor

ie provicin

U]

AGvantares of voluntary andé ccoperative groups
Merchaindise to retallers at lower prices than they could

get buying from several wholesclers. This lower cost of
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merchandlse from the wholesaler 1s accomplishec in

L 2
-

"
Q
=3

wavs. TFirst, lower cost of operation 1=z obtain

large volume and incre=sed turnover,

cost. Cecond, advertlsing and mercnoandl

are obtained by guantity puirchases. The advertising allow-

ance can be obtained becauce through the c.ffiliztecd group

2 wholesaler finds himself in zan improved posltion for

to trie manu-

né merchancdising service

8}
c ‘.J

selling acvertisin

facturer. In retumn for an advertisinzg allownance the

wholeegaler will agree to fezture the manufzcturer's product

in the groups adverticsing. The wholeszler may 2agree

ffurther to hzve members bullc specizl dlsplzys of the mer-

chandise in the retzil store This acvertisling money

collected from manufrcturers iz then pzssed on to the

e taill members, which enables them to lncrease thelir
cr

prrofits and sti1ll =2llow siles at lower prices.c

affiliated retzilers wlth

In accéltion to provicing

mer chandise at low cost, most group wholesalers

& number of services for members. The

Wnolesaler offerinz the numerous services is that no one

1n<i€3pendent retaller could =zfford to huve them bec~uze

of the money, time, or specizl skillls required. CZervices
1 - '
"hich are commonly offered by many affiliated giroup whole-
Q -

fAle . csupervision for ret2il membe:'s, store

s avre:

\

2
7Pnillips ané Duncain, op. clt., p. 3



engineering, retall accounting, financlinz znd lensing vro-

grams, advertlelng, and complete merchandlsing services.

Supervison for retalil members. The voluntzary and

cooperative group wholesaler usuzlly has a staff of train=g,

eXperilenced fleld representatives who call on the membter

nese men are not sent out as salesmen,

s tores regularly. T

but are emploved by the wholesaler to provide the =ffili-

ated retallers with assistance in store manzagement. Besices

0 handle gener2l

o+

the regul=zr supervisors who are trained

me rchancdlsing problems In the supermarket, many wholegilers

employ speclalists to 23ic retailers in operatinzg meat,

piroduct, forzen food, and cdalry depzrtments. The regular

PR
vile

fleld men z2lso provide effective communicaztion between

wholesaler and affiliated retallers. UWhile fielc men glve

as s istznce to the retaller in all paz:ts of hils opercztion,

the majority of the supervisors' time 1s spent in developin-

SEpecial promotions and acdvertising prosrams for the zaffili-

ated stores. 28

Store englneering. fost voluntory and cooperative

Who leszlers hzve store englneering departments which work
With the incependent retzll members In store lazvout 2and

The store engi-

€31 pment needs for modern supermarkets.
neering department also furnishes plans for the construction

°f newy stores or remodeling plans for old stores.

\

~

‘8Converse, op. cit., p. 48.
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Wholeszlers also purchase eguipment from manufacturers

for the retailers. Lavrge savings can be obtzlned by having

equipment shipped dlrect from the monufacturer to the

etaller and having the eguipment blllec throush tne whole-

saler. The gquantity discount that 1s obtrined by th

retaller, buying nis equipment through the wholeszler 1s
29

comparable to deale:r or chain store dlscounts.

Retall accounting. The affilizted group wholecsalers

have learned how important it is for every retzll member

to have accurate records of his cperation. For tnhis rezson

mo st wholeszlers now provide retall accounting services for

i €£s members. The wholesalers have found th2at they can <o

the accounting work more efficiently and economic2lly =2t 2

central point than each retaller can do it for himself.

The retall stores provide information sucn as pur-

ch=ses, sales, and expenses in weekly repcrts which zre

Sent to the accounting department at the group wholesale.

Us 1ng this information the accountinz department pe:-iod-

lcally prepares profit and loss statements for each stove.
The se statements are also used by the wholeszlers to nove
dccurate figures on which to base their recommendations

fo-- more profitable ret=il coperations.

Financing and le=sing prozrams. Beczuse of the tremen-

d
OWs  investment in new superm2rkets, most group wholesalers

-

291e1

(o))




find it necessary to help In financinz and lemsing. Moet

of the finzncing cdone by tne wholeszlers is in the form

of short loans to established retzallers, flnancing and
leasing of fixtures, and leasing of bulldings to aff

members.

Nefore a wholeszler makes any loans the retailer 1s

thoroughly Investigzated. Not only is the retailer's

Integrity and abllity zs a merchant Important but also

the store's potentlal to grow must be evaluated.

In the leasing of builldings to retzailers it iz the

practice of most wholesulers to charge a percentage over-

rl1de on the primary leczse to thelr retail members. In
he 1 ping retailers finunce fixtures several plans are used

wholesalers., One 1s 2 plan in which the retail

by group a
members pay twenty-flve per cent cown on the toctzl cost

of' the fixtures and the balance payable on a certain per-

centage of sales. In uzing thils method the retallex

USwually pays for the flxtures In three or four ye=rs.

ANo ther plan used by wholesalers 1s to lease ejulpment

for supermarkets to the merchant. The mercnnnt cor

Buy  the fixtures at thelir depreclazted value any time before

<

the y have been fully depreciated.”
Without active partlcipation by the group wholeszlers
in Nelpins the independent retziler bulld new supermarkets.

t ‘ . . -
he Zrowth of the groups would be severely limited. TFor

308yerly, op. cit., p. 7.
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this reason, wholesalers nre giving more zssictance to

2t the

9
<
M
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1"etallers in helpling them bulld modern =zupsrma:

1 owest poscsible cost to the group members.

Advertlesing. Today, voluntary and cooperative group

wholesalers are very active iIn helping the membters with
1

theilr advertising programe. This assistance 1s 1in the form

of providing retailers with mat cservice, cirect mall cir-

culars, suggested items for retziler's uwdvertlsing program,

special promotion materials, store 2nd window posters, and
. .. 31
d 1 =splay cards.

The wholeszler mnkes up the weexly acdvertising pro-

grz2m and has mats mace for the retnllers at very lost cost.

The retallers co not have to {follow the advertising proz:rcm
Ge veloped by tne wholesaler, but through the service, mem-
Lers can get an effective zadvertlising program 2% 2 much
lower cost than the retailer dolng 1t on hils ovm. DMost

group wholesalers 2lso provicde cdirect mall circulars and
hand bills for retall members. These circulars and hand
11 1s are used for special promotions and are sold to the
ret=iler at a low cost.

Another most important adverticsing service the ware-

house provides for the retailer 1s the collectlion of manu-

fac tyrer's advertising allowances. For the members to

\

ané Proflt “oar When ERe-
1

3lgarols E. Green, "Za
< s Ink, Vol.

les =
giésl-effs Can Concentrate On Sellingz," Printer
= (November 4, 1949), p. 26.
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wances on their own, with proof of

collect acdvertisineg allowz

acvertisinz having to be submltted to as many as 200 sup-

the cost would be prohibitilve.
the warehouge and dis

pliers, Likewlise, 211

U)

promotional rebates are collected by
tributed to retall members on the basls of thelr performonce.,
These two ltems alone, acvertising and promotional ret=ztes,

can amount to approximately one-nzalf of one per cent o

z2zles.”

A1l this advertising service glves the 1Independent
e taller an effective 2dvertising progrom which 1s ejual
oxr* better than his competition, but through group adverticsing
11 portion of the totnl cocst.

he 1s poying for only o gmo

Mercnaindising cervice. The merchandlsing prozram has

be one of the most important parts of the

been found to
The reason for

n
w0

& cooperative group's succe

voluntary and
this 1s that the wholesaler, thirouzn hls merchandlising

Program, 1s constantly tryinz to improve the operztion of

1ts 1independent retzil members. Many wholesalars offer

‘@€t a1l members merchandlsing service in the following de-

roceries, non-foods, frozen foods, dalry, me=at,

Partments: g
cna . 3

‘NA produce. 3
\
M ““Personal correspondence with Joseph G. Fov. Generzal
N3 zrayp, Zpartan Stores, Incorporated, Grand Raplds, Micn-
lrarn '

BN
3“uonverse, op. cit., p. 49
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In each of these =rezs of merchancicse, tne wnolecaler

is constantly trylng to obtaln the best guality of merchan-

Glse at the lowest cost possible. After the merchandlse 1s

purchased a close working relation is maintalned with the

retallers to help 1Increase hls sales volume.

Wholesalers Advantages In Affili=zted Groups

Most of the advantazes of voluntary and cooperzatlive

Zroups discussed so far have been from the retuailer's point
of view, but the wholeszle operation also recelves mzny

benefits from the group. The wholesaler's maln acdvantage

d market in which retallers zare concentrating

the purchase of thelr merchandise from the g.oup wholesaler.

Anotier aivaintage is lower cost of operation for voluntary

£rna cooparative group wholeszlers. This is made poszitle be-

c3a1uise the wholesaler 1s buying in larger volume and recelving

al 1l owances from manufacturers because of his cont-ol of

e tail stores in advertlsing and merchandising. The whole-

Ped

SR ler is cutting cost in not having to malntaln a large

S22l es force to obtaln orders from the retallers =nd also
bec ayse they no longer extend crecit as many wnolesalers
Nave in the past.

An example of how wholeszlers have improved their
PO= 1 tion in the food distribution Industry 1s shown in
Table ITI. This example 1llustrates how 1Important
Volwltzary and cooperative groups have been to the whcle-

sal . -
S I s, The wholesalers have been able to greatly increaze



0
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ct
®

2t the s2ame time lower

&)
)
€

thelr volume of business
operating expenses,
TARL= III
COMPARATIVE PROFIT AND TOSD STATEMENT OF A TYPICAL

GROCERY WHOLESALER REFQRE LND ASTER SPONTORING A
VOLUNTLARY GROUPL

1942 (Before) 1952 (~fter)
Item Percentage of ales Percentuge of Sales

Sales $627,892 1C0. 00 5,334,720 100,007
Cost of goods )

sold £93.,zc21 2.987% 5,141,002 36,377
Gross margin 5 44,671 7.C02% 3 133,088 3,837
To tal expenses £1,628 8.127 187,942 3,817
Operating profit

(or loss) & (6,957) (1.107) & 6,01t 127
Ca=h cdiscount

earned 9,568 1.517 80,832 1.517
Other income and

allowances 3,942 DY) cl,223 L40”
Ne t profit before

taxes 3 6,553 1.037 & 108,670 2.03%

1

Richard M. Clewett, lMazrketing Channels for Manu-
ffac tured Products (Homewood, Ililncle: Rlchad o. Irwin,
Inc 7 7T3E5T, p. 357,

Tne voluntary &and cooperatlve groups h2ve been most
Important to the wholesalers because they nzve helped them
ETrOw from a low volume middle-man to =2 hilgh volure operation.
By helping the independent —etaller expund his operatlion,
the Wholesaler is insuring nimself of o market for nis

mEPChandise andé cervices.
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Veaknesses of Voluntary and Cooperative Groups

The lack of strong central control 1s often szid to

be the major limitation of voluntary and cooperative groups
Often times the reluctance of the indepencent retallers to
cooperate or to change thelr method of operation hinders

the ablility of the group to compete witn the corporate

[

chains., The lack of cooperation of many of the affili=ztec
group members in thelr refusal to concentrute purchazes
wilth the group wholesnzler. The rencson retallers give for

not concentratirg thelr purchases 1s that they do not like

LV

aad)

being limited to one source of cupply. They 2lso protest
S) SHEN Y

to the wholesaler about dellve:ry schecdules and mony do not

like to pay cash for thelr merchandlise. The wholes~ler

aas limited power In forcing members to supporf the progrom

-

be cause the retallers con leave the zroup 2t any time.
Anothner significuznt difficulty which hinders the
voluntary and cooperatlve group oper2tionsz is the attitude

N
~

M2ny retallers have tcocwaré merchancdlslng asslstance =nd

Supervisors. These retallers feel that the supervisors
arre  trylng to run theilr business =2nd le=ve them with no
8Uuthority In operatinz thelr supermarketz. It is most im-

PO tant that this type of condition ke =avoilded, so that

34 . . .
- "Reckman and Maynard, op. cit., p. Z240.
25

““lLewis, op. cit., p. 121.
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the supervisor will be zble to nesist the retailer
improving his operation. Untll the ret2llers are willing
to accept the assistance which 1s offered, the affiliated
zroups suffer from thelr lack of cooperation.

£ limitation to the future growth of wvoluntary and

cooperative groups 1s the cifficulty of finding =dditional

wholesalers who have the leadershlp necessary to

start new zroups. This s=zme limitatlion also azpplles to

acddlng retzll stores to exlsting groups. The voluntary

cocperative movement wlll srow only when prcperly

gqualifiled wholeczalers are developed to bulld successlul
af ffiliated groups of Incependent rotnilove, >V
The fuccess of Joluntary =ndé Cooperntive Groups

have

The voluntary and cooperative groups of todoy

Zs sed the experlimental stige of thel:r operaticn. At the

[

Present time well organizec affiliatec groups zre z2ble to

malntain their present markets ond are rct
with the corporate chalns for new markets. T:=ble IV shous
that the voluntary and cooperative groups in 1358 =zccounted

gales; eleven

fox> 4= per cent of the totzl grocery

Y& A s ago the affiliated Independent retza

2

or thils eleven

B3]

zles,

<

29 pexr cent of the nation's foo

@)
0]

Y& = : . ) : . \
oY =TI period the affiliated independents have shown an in-

cr -~ 1 .. .
S A se of 16 per cent ané in the same period the cnzins

,
!

o) . . -
Zeckman and Mazynard, op. clt., p. Zic.

\
3
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have increased thelr share of market only £ por coent.

from 34 per cent in 1347 to 16 per cent in 1353,

- -

tec 1incdepcencent retzller

0

These filgures show that the zffili
1ble to compete with the chains,but 1f hus bteen throush

ffilliations that the independents have been able to

o

increase their share of the notlion's food sale

TrBLZ IV
1

Nty kel
NT FETAILERS

GROWTH OF AFZILIATED INDEPZNDE

S 1958

Item 1947 1950 1383 15= 9
Chains 3771 3670 367" 377 397
Tn-affiliates

Independents 347 317 cs 157+ 167
Aff1l1iated
Indepencents 297 337 397 4477 L=

1. ; »
B Robert W. Mueller, "in
19=28," Progressive Grocer, ipw

“he voluntary and cooperztlve wholeszlers have done
MUuch work In broadening thelr lines of mercnandlse czrrled
to be tter serve retzil memoere., Table V ehows the degree
affﬂi-l.iated wholesalers nave expancded their lines. This
Tlce line of merchzndlse shows how well prepared the whole-
SEJ-G*I‘S.are In terms of provicding 2a one-stop source of

SUP D 1y, ror arfiliated members.
- -

. 57Muellar, "knnual Report on
. “L- \18.

Y1

004 I

(v

tziling," cp.clt.,




WHOLESALERS 2ROADZN LINES HANDLEDL

Per Cent of Wholesalers Handling

Type of
Wholesaler r'resh Frozen
Mecots Produce Drugs Toocds

Voluntary Group

Wnoles2ler z5 B4 7 £
Cocoperative

Wholeszler 19 73 77 EE
Unaffiliated

Wholesaler 7 12 84 34

t on Food Retalling--

1Rober"t W. Mueller, "Annual or )
38, p. 7-1lo0.

Fep
19=7," Progressive Grocer, Lpril, 1925

In acdcition to supplying the retzll members wilth
broad lines of mercnandise, affilizated wholesalers are

now giving members aid In flnancing new stores. Table VI
Shows how much asslstance independent retailers zre getting
frrom their wholeszlers in financing new stores.

The success of voluntary and cooperative groups can
be shouwn by the fact that In two national stucdies of whole-

a4+ -
roteams zre the

Sal-irlg 1t was found that wholeszler-retzile:

rowling element 1In the entire United States fooc

. 38 _
inGLlESth. “rom 1948 to 1957 voluntaries have had a szlas

fastest o

[

\

1"n—

38 .
““Robert W. Mueller, "Food Indu
195

- dusty's Newest Zuccess
“tox=~, M N . - . [ Ao b
o7 5, Progressive Grocer, Ma:rch, 19

g
7
(

Lo k2
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ARIE VI

HOW WHOLEZESALYRE AID I! FINANCING M EW fTJREfl
Per Cent Per Cent Per Cent
Volunktary Cooperative Unaffiliatec
Alg Nholooalers Wholesalers Wholesalers
Give extended credit £2 78 32
Asslst In obtaining
lease &0 63 2=
Take lease, sub-let
to retalle:s 23 11 9
Hold mortgage 17 6 &
Guarantee loan 28 20 10
Find sites for new
store 61 90 3

"a

1Robe t W, Mueller, "Annuzal Report on
1958,"Frogressive Grocer, fpril, 1959, p.

Tood retallinz--
-19

>Jj

galn of 120 per cent while the cooperatives nave increcce
274 per cent. For the same ten ye:r pevriod the =averzse

. R 39 - .
retall grocery sales increased 70 per cent. These flgzures
111 ustrate the tremendous growth of the voluntary and co-
oPerative groups in the past few years,

The reasons behlnd the success story of these affili-

atea groups are due to several factors., =ut four factore

wm

tana out as the most important. They s:e: (1) low cost

-

W 39Add"es by Rotert W. Mueller, National ~fmerican
QOJ-€?c=aleGrocers' Convention, Marcn 10, 1353, Chicago,




warehouse operstion, (2) maill ordering by retzllers, (3)

retaller group merchandising and promotions, and (=)

|
one-cstop depots.4o

rams of voluntary and

iy

“nrough the me:chandising pro
cooperative groups the position of totn the wnolesaler

and retaller has been improved. The merchandlsing prozrams

also go a long way In building conficdence in the wholecsaler-

re taller team. One-stop shopping offered by the group

wholesalers has enabled the retaller to save mucn time

irm buyling hls merchzndise =nc he can dewvote more time to

hi = main responsibllity of cpersting a retall supermaziket.
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of the corporate chalns. On January o, 1327, under tne
lezdership of Mr. Med Fleming, the company started z volun-
tary group based on the I[ndependent Grocers Allinnce (Igi)

group affiliation. In becomlng 2 memter of the Flaming

IGA group, incepsendent retailers receive merchancdising and

operational assistance and they were assured of a low cost

s ource of supply. After thirty-twc years of group operestion

t he Flemlng Company, wilth 246 affiliated retailers, hss

L ecome tne largest wholesaler using the IGA group plan.

Over tne years the company has establlshed nine cagh

P These warenouses are oper-

and carry warehouse branches.

ated to serve thne smnll iniependent retailler who cannot

purchase In guantity ancé who cannot be supplled economically

except by this cash znd carry method. There are approxi-

mately 1,500 accounts wnlch are served through these czsh

ernd  carry branches.

aArehouse Ownership =nd Orcanization

The Fleming Company was incorpcrated under the lows

0f Kansas on December &, 1315. The company ha2s an autn-

0rlzed capltal stock of 15,000 shares of five per cent cunu-
lati e preferred stock =t $1CO par value, and &/5, 000

share s of $5 par value common stock. The outstanding stock
it the present time 1s 8,000 shares of preferred stock and
5 .

358, 1 64 shares of common stock.

The long range planning 2n2 policiez of the Fleming

Co . . . .
mpEirlu’ are cdeterminecd bty the seven memkers on the tcarzs




of directors. It is then the responcsiblility of tre company
officers to see that the program plannecd by the btozrc of

A monzgement committee haus been

directors 1s executed.
ecstablizhed in the company to assist the board of directors

in long range planning. This management committee is com-
£ Z g =

posed of fourteen of the company's officers and stzff

members. An crganlzation cnart for the company's tep

nagement 1s shown 1n Chart 1.

0

m,,
The four division warehouses of the company cperate

sepszarately with their own mantger andé a staff of executives.
The divisicn mancger 1s responsitle for the warenoucse

operation andé reports directly to the presicent.

n
ot
o]
9]
@
(@)
>
m
e}
D
@]
[
[$8)
—

buying is done 2t ezch division with asslis
Prromotions and new procucts coming from the varlous staflf
office also provices

merchancdlislng directors. The home

taflf zssistance 1In the store development and

m

eachn dilvision
for a civision is shown

advertising. An orgonlizatlion chart

In Chnart II.

Company Growth and Trading Area
—_— Y =

g valun-

‘he Flemlng Company was an early piloneer in the

tary group movement. Thelr plan for retaller-wholesaler tenm-

WOrlk Lkegan in 1927 when the warehouse was doing sllightly

Over o million dollars in annual volums. The compan, and

lte I"etail members have grown tremendoucly since the

begj~r1rding of the teamwork plan with indepencdent retailers

thi- - ~ .
1x T —two years ago. In 1958, the company nac a wholesale
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sales volume of $124,832,837 million ané it is estim-ted

that its 546 affiliated retall memters had szles of cver
$220 milllon. This warehouse s2les volume comes from the
handling of 2 complete line of dry groceries, procduce,
ffrozen foods, meat, dairy, anc btakery proiucts. T=z=btle VI
Snows tne s2les growth of the company tince the bteglnning

of the voluntary group 1in 13927.

FLZMING COMPANY SALEZS PROGRESS

Year Wholesale Annual Sales
1327 $ 1,382,952
132: 1,760,210
1931 1,529,1¢1
1333 1,420,977
193¢ 2,801,170
1937 4,167,410
1339 4,741,789
1941 6,468,462
1343 10,744,050
1545 12,909,303
1547 19,011,035z
1543 28,383,662
13521 43,838,199
1953 2,474,954
1352 27,298,270
13265 100,002,787
1357 112,706,113
1358 124,892,837

The 546 affiliated retall stores serviced by the

Flern;irqg Company cover a four state area. Chart [l shows

the T 1rading area of the Flemlng Company and the locaticon

°of the four civislon warehouses and nine cash anc carry

war

€S M ouses.
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TRADING ARZA OF TH: FLEMING COMPANY

*2f

Nklahoma

Texas

*Division Distribution #Zagh nnd Corry
Centers CDivisions
Topeka, Kancas Topekza. Kansa
Wichita, Kanszs Hutchineson, Kansos
Kansas City, Missourl Levenworth, Kansus

Oklanoma Clty, Oklzhoma itchitz, Kans
Atcerilsen, Kanss
Salina, Kansas
Incepencent, Kancos
Kanszs C1it¢y, Mlesourd
Zt. Josepn, Missourl

£
momm
A

[AY]
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The company's marketing arez 1z centered In Kansn

and Oklahoma with a concentration of affiliated stores in

the Wichita, Topeka, and Oklahoma Cilty zreas. Western

Missouri and northern Texas also hzve many affllizte

stores. In each of these states, except Mlsgzourl, retall
stores cperate under the IGA franchlse. In Missourl the

—

group name for frionchise stores is United Zup=2rs. In botn

the IGL and Unlted Supers, there are certaln rejulrements
and standarcds that the retailer must agree to tefore =2

frranchlse 1s given. These retaller reiulrements are shown
in Appendix A. The company 2lso has retnill stores which

are sgerved by the warehouse but cannot use the group name
0r buy the I[GA lakbel merchandise. Thecse stores 2re cnlled

thne same prices for

Contract stores and pay

by the warehoucse.

Service Plan

o~
o CJr

The Fleminz Company's Sales

The Fleming Company was an early pioneer in retaller

YNolesaler teamwork when they began thelr voluntary group

PLan in 1327. For the past thirty-two yvears this plan,

NOW  lnown as the sales service plan, has been constantly
1 . : ] : ; ;
MPrsyed and enlarged to help 1ts incdependent retail menm-

bev“ s |
~°S  grow and make thelr operations more profitatle.

The Fleming Company feels thsat thelr sales service

PlLarn has made 1t possitle:

1. To lower cost of dilstrivution 3t the ret=zil

level.



N

To lower merchanclss costs so retill members

can be competitive on every ifem with major

competlition.

3. To eliminate all unnecessary expense,

4, To provide retallers with tocls for accurate
store control.

£ To provicde retallers wlth complete service L1

some better chains provide tnelr own stores,

Under the sales service program all dry groceries,

frozen food, non-focods, and hezlth anc keauty zids are

Sold on a cost plus basis. Cost 1ls referred to z2s the
manufacturers totol invoice billing price delivered to the

‘ade

ny free ceals, nnd less 211 trz

o0

company warehouse, less
he
qumntity discounts. The company

zlgo recserves the rilgnt

to =adjust 211 items carrying 2 discount less than two per

cent to a two per cent basis. But In most cases thls rignt

-

1= not used. 2ther merchandise such 2as praoduce, ment,
Gairy products, and bikery i1tems are sold to members on -

P=rcentage mark-up busis.

In 2n effort to elimincte 2ll unnecessary expense

in the wholesale operation The Fleming Company hns certain

P2 e tices which the retziler memters muct follow in tuyling
m Rex) R R b} e ]

I chandlse. Orders must be made out in the weekly pre-
el

p: 1 e orier bock and mailec In con the pre-arranced sched-

orcers for

)

ul . , .
< ned blank checks must be sent with the

N 4l”A Plan for You,' The Fleming Company. unputlished
< 1~1al from company flles.

[N

)
de
eIl
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payment of all merchundlze and weexly fees., Fetallers zare
expected to help unload the wnolesaler's truck to speed up
cdelivery. To help reduce the cost of return merchondise
the retallers are expected to cooperate In eliminating the
return of merchandicse. The warehouse glives uan allowznce

of one-tenth of one per cent on dry groceries to cut the

mn

cost of return of these items.

n

[

ompany provides 1tz retz21il members

Y
[

While the Flem

™
o

wlth a low cost source of supply, this 1s not the only
advantage of the sales service plan. The company monagement
ffeels that thelr responsiblility to the retziler does not end
untill the merchancdise is s0ld to the consumer. Thereflore,
the merchandise =sold to retail members is not considered

and sales result at the retzll

0]

sales but rather transfer
S tore. To help the member stores increase sales und profit
much assistance is offered to them through the sales service
Plan. To illustrate the success of the szles service plan

for retailler-wholesaler teamwork, in tne past ten yezars the

Fleming Company's wirehouses have shown an Increase 1n sales

off £26 per cent.

Merchandise Program

The Fleming Company warehouses offer~ the retailers u
Comple te line of merchandlse in grocerles, meat, dziry,

Non- ffoods, health and beauty alds, oproduce, and bakery

PPocduc ts. Drop shipments c=n 2lso be made by the retzller

thr N . : . .
hx OUu=h tne wholesaler for products not carried in the



warehouse. Tne company belleves that tney are cble to
supply arounc seventy-filve per cent of all merchzndlce
all

needced by the retziler. 7The mercnancising program f{or

products supplied by the warehouse will not bte cescrited.

Grocery program. The Flemlng warenouss provides the

retall stores with a wlde variety of fast turnover adver-
tised brands plus controlled labels on key 1tems. These
controlled IGA labels permits the retaller to meet or Le
telow competition on competitive items. The 1IGA l1latel mer-
chandlse 1s sold only to member stores. The grocery ltems
along with the hezlth and beauty cids are orderec from the
whnoleszaler on a pre-printed order form. Thls orcer form
prowvices the retaller with such informaztion as the pock
ana welznt of tne merchancdlise, 1ts cost, a sugzgested retzall
Pr1ce, anc the per cent of proflt 1f sold at this price.
The suggested retall price is offered to the retaller to
help him in having his merchandise competitlvely priced.
A11 health and beauty alds zre pre-priced &t the wzrehouse
to sawve the retaller the time ani expense of dolng thnis
Job . irocery merchancise 1s orcered once or twice 2 weekx
oM & pre-nrranged schedule. The grocery department now
offer s the retaller approximately four thousincd ltems ownd
NeW prroducts are constantly being added.

E¥0Ccer v products account for more than fifty per cent of

:

(¢

%,
<t
o
7
]

the Warenouse total sales 2and a greater sne

chandise inventory.
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Produce program., Produce products zare purchisasd by

the Fleming Company and stored in thelr warehouze. The

retailers are sent caily order forms lizting =11 items =znd

thelr current prices. The retzailer phones in his orcers

to the warerouse and recelves cally ¢
produce buyers keep In contact withn

through fleld buyers. Thils enables tre wzret

2 wilde variety of mercnandise the year zrounid.

The whclesaler provicdes the retza2ilers wlth z weexkly

pr*ice survey on produce £o0ld by mojor competition. This

cservice 1s proviced to the rcetuller so ne cin be competl-

£1ve on 211 procducs items. The retaller zlso recelves

~eekly market anclysles ancd Infermation so in planning

s peclal promotions the stcre owners will be cble to take

LA RREN -1
_..1& g.iecs

ad vantage of special prices and senson2l items.,

Of the product department wre Incre=ased by consistent

advertising each week.

o

Frozen food pregram. r©rofen foods zre pwrcnazed by

Ehe »retailer from order forms sent out by the wholesalew

ez ch week. This order form is very similar to tne cne

used by tne grocery department. It glves the retaller the

Q

Cost of the merchandise, a suggested retall price, and the

<

{

Pe€r cent of profit if =o0ld at that price. The retzller

Phone s nhis order in to the warehouse on a pre-arranged
Schecd ule and dellvery 1s usually made wilth the other

of

(@A

Pe€rishaple products. The retzllers are assure
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recelving thelr frozen foods 1in good conditlon bec:au

the modern warenouse focllities and caoreful attention to

the handling and shipping methods.

The warenoucse offers the retailer a complete line of

frozen food procducts in botn nationally known btrands and

controlled latbtels. Tne T.V. control latel is awvazilable 1In

Ewenty-one ltems and 1t offers the consumer top vzlue but

2t minimum prices. The nationzal braondes are stocked in zll

1 tems but have a slizhtly nlgher price then the control

birands. The frozen food 1tems have four weekly a2cdvertlsing

promotions and many special sales are conductecd ench yenr,

Meat pregram. Thne warehouse now has a complete mect

supply progrom for retall membters. Under thls program an

to tne retailer listinz the types of

orcer form is sent

me:at available and the approximate price. The retaller

scheduled

m

then phones in the order to the warenouse =2t hi

time. The retaller can specify the packer he wants his

f'zesh meat purchased from, but tne warehouse recommends
Eh=at they do not follow tnig because it ninders the buve:s
in Caking 2dvantzze of special buys. TJince the warehcuse
Combines orders from 1ts miny retzll members Into zuantlity
Purc hases, fresh meat 1s purchased at the lowest possible
Price . No one retaller woulé be atle to recelve these
Prices 1in doing his own buying. The central buylng progron
of fersg the retailer the advantage of not huving to spend

t . . , :
Ime and effort dealing with the many meat packer s



each week. Tnis Job can be very time consunline for the

retall store managzer ancé central buyling relieves him of this

responsitility. Central buylng also offers the a2dvantsase

of experienced meat buyers at the warehouse and

selectors at the packing house. The Job of thesce selectors

is to mzintaln auality of all mezt sold in the IGA group

stozres. Tnls guallty control program assures tne retaller

<

th=t he 1s getting controlled ju2lity mcecat at the lowest

possitle price. All fresh me=at 1s snipped to the retaller

1 the packers trucks but the mercraoncdicse is billed £hrouzh

the warehoucse.
is

An inventory of prepared and brand meat procducts

kept in 211 Flenmlinzg warenouses. The »etailer con order

these items from the order form that is gent to him 2nd
1t 1¢e shnilppred to him with the other» pe:rishoble products.
The warehouse offers t