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CHAPTER T

INTRCDUCTION

The objective of this work is to compare three food
wholesaling businesses, each of a different organizational
and financial structure. There is no intention of ultimate-
ly proving that one type is better than the other. A compar-
ison of the sort contained herein should vproauce information
which will be of value to the future operations of any one of
tne taree groupse.

i person studying food distribution for any length of
tinie will soon encounter tune cooperative, corporete and whole-
saler-sponsored food retailing cueins. Connected with each
of these cizins is an organization which performs the main
nart of the wholesaling function for them. The operational
philosonhy of each type is adequately covered in marketing
texts. However, the student, though readily learning the text
definition of cooperative, corporate, and wholesaler-sponsored
food chains, is likely to find it confusing as to how they are
actually represented in practice.

One functioning enterprise of each of these types has
been selected. DBy personal interview and questionnaire di-
rected at the wholesaling units of these various rfood chains,
an gttenpt was made to learn the operating procedures of the

working organization.
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It would be highly desirable in a work of this sort to
determine definitely the strong and weak points of each or-
ganization. ©Perhaps a cost analysis would reveal wnich of
these three businesses being compared is operating the most
efficiently. Tuis, however, is not the information that is
being sought. Data of this sort would lose value because of
the fect tuat each of these wholesale units is operating

unéer varying conditions wnich effect its cost of operation.

Definition of Terms

In the discussion to rollow, tne reader will encounter
tane terms voluntary and corporate cihain, corporate wiolesaler,
inaependent wnolesaler, retailer-owned cooperative, and oper-
ational metnoas. Since tnere seenis to be varying definitions
aoplied to these terms, their meanings as used in tnis report
will now be explained.

The voluntary chain and independent wholesaler are re-
lated. The voluntary chain presented in this study is a
group of independent retaill food uercnaents. These merchants
agreea to accept certain oovligations as riembers of the group.
A contract to tais erfect was signed by each retailer with
the sponsoring wiolesaler. The independent wnolesaler wno
acted as the sponsor of this group is a grocery winolesale en-

terorise with corporate financial structure, but holding no
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actual financial control over the retail customers as a groupe.
These retailers will be referred to as voluntary retailers or
as belonging to a voluntary group or as a wholesaler-sponsored
chain. Ilarketing texts often use the term voluntary chains to
describe both the retailer-owned cooperative and the whole-
saler-sponsored chain. This is explainable, due to the fact
that the membership in both groups is voluntary.

The corporate winolesealer referred to in this paper is
actually the phase of the corporate chain wnich is designed
to perform the wholesaling function for that chain, In the
corporate chain, the retail end wholesale units are all a
part of the same corporation. This case represents vertical
integration including some manufacturing steps through to the
retail stores.

The retailer-owned cooperative describes a group of re-
tailers that have pooled their financial strength and organ-
ized a business entity to perform the wholesaling function for
them. The retail store operators are then actually the owners
of this wholesale business. These retailers will be referred
to as cooperative retailers or as belonging to a cooperative
group.

Independent retailer is used to explain the status of a
Tretailer who has no affiliation with any otiaer organization.
Operational methods as used here is a general term alluding to

the activities of a wnolesealer as far as his contacts with
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retailers are concerned, but does not attempt to describe the
procedures involved in wareuousing itself in any kind of com-

pletenesse.

Importance of the Study

One of the mentioned objectives of this study was to
galn academic clarification between independent, corporate,
and cooperative food organizations. Due to the conflict of
terms and definitions, such as has been briefly discussed, it
can be realized that a student of marketing might have some
difficulty assigning specific functions to a particular group.
It is hoped that some clarification can be gained from this
report on what is actually involved in these three organiza-
tions in the grocery field.

There appears to be & trend within industry in recent
years to maeke facts known concerning operations. This trend
is certainly different from the policy of secrecy which was
believed so necessary to successful grocery operations in the
past. Certain business activities, such as a proposed strat-
egy or new course of action, undoubtedly should remain cone=
fidential. It seems, however, that fewer of these activities
are now coming within the classification of secrecy. Instead,
the business man realizes that through comparison and study of
Other methods there exists an opportunity for the solution of

problems, and thus, progress can be realized. The National



Association of Food Chains 1s an example of an organization
which is concerned with tnis idea. In this report, an at-
tempt has been made to make known some operational facts with-
in the segment of the food distribution industry selected.

It sinould also be pointed out that a comparative study
can have the effect of presenting clearly the advantages of a
particular business. Such facts might actually have been
overlooked or unappreciated in the past. A vaclllating store
policy can develop wnen sucn business advantages are overe
looked. A lack of clear cut policy can result in a weakening
of the service which a particular business can maxe to the
econamy which it serves.

The importance of progress within business is so great
as to appear unnecessary to mention. In spite of this seem-
ingly obvious condition, there are occasions when American
business has resisted progress. It 1s becoming more evident
each day that the dangers to be realized from complacency in
our business practices are rapidly increasing. No other
single thing could be more desirable from the standpoint of
the work contained herein than to point out the importance of

constantly searching for better business methodse

Limitations of the Study
The food industry is often spoken of as the largest in-

dustry in our nation. Therefore, the samples chosen for
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discussion at this time give no assurance of being represen-
tative samples. Tne personal interview was the most impor-
tant method utilized for collecting information. An attempt
was made to cover each business in a similar manner by pre-
paring an outline previous to tane interview., However, it was
not always possible to go tanrough the outline in any kind of
a uniform manner. Therefore, certain omissions and commis-
sions are likely to have occurred.

Some businesses, due to their size and nature, had much
information readily available. Tiais was in printed form and
lent itself readily to the purposes of this report. In other
cases, the majority of the material concerning the company
operations was gained througih interviewing and re-interviewing
company officerse.

One of the enterprises appearing herein 1s greatly sepa-
rated from the other two in terms of geographical location.
Variance which arises through consideration of the effects of
the human element must also be considered. For example, man-
agement reorganization could be taking place to cause one to
believe tnat tne present or past performances were not at all
representative of what coula be expected in the future of the
company e«

Again, 1t should be stated that this is not a cost analy-
sis study. Because of the differences between these three

businesses arising from location, physical facilities, and
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varying business backgrounds, there is no basis for compari-

son in a concrete manner.

Liethodology

An outline was developed which was believed would cover
the areas of interest in each of the three types of business-
es to be reported on. A process of mailing these outlines to
companies along witn a letter requesting permission for a
personal interview to be gulded by the outline was followed.
30ome difficulty was encountered in gaining this vermissione.
Then, it becuame difficult to cover adequately the topics out-
lined in the amount of time that an executive could allow.
Cften more tnen oixe visit was recuired. The interviews were
followed by letters requesting clarification on cquestions
wiich appeared after tiae interview.

Secondary sources of information were not, in most ceses,
as fruitful as the primary method of gathering the facts de-
sired. However, the opening discussion presented in this ,
peper with the purpose in nind of acquainting the reader with
a general concept of the food wholesaling structure on a
nation-wide scone, was galned entirely from secondary sources.

In some cases, letters were written to persons who were
connected with a particular business only in an indirect ca-
pacity. The purpose here was to clarify certain points which
were involveda in a general way with the particular wholesale

enterprise under study at that perticular time.



Creganizations Vaich i/ere Contacted
The first consideration was to select companies about
wnich tnere existed the most secondary information. However,
it soon becawe avparent that tile most inportant limitation in
selecting epecific organizctions was the problerm of gaining

nermission ror tue interview, and consequently, the inforna-

e

tion requirede.

Qtaner consideratiocns were locetion, previous contact,
and successfulness of tne particular business. It was decid-
ed that it wculd be ore benetricial to interview a turiving
orianizetion tuan one wulcu vwas on thne brink of collapses A
more co:;plete presentetion could be made of those Tirus with

which the writer had become the riost familiar,

Warehousing Considerations

It 1s recognized tuat certain pnysical plants, warehouse
building types ana nethods of handling merchandise will in-
crease wareliousing efiicilency. Large cuantity purchasing nas
witinin itself the possibility of savings to the purchaser.
Tnese savings result from efiiciencies of mass buying prac-
tices, Therefore, it can be assumed that an organization witl
tne best paysiczsl plant eand in the best position to utilize
wisely mass purchesing and selling will be the organization

wvith the lowest costs involved., It is not internded to discrcdit
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the importance of the various problems involved in obtaining
the most efficient operation from any given physical condi-
tion wnether it is the most modern warehouse operation or
one oI tihe older types. ierein a connarison is 1:ade cf the
systsis of operation anc not of operational problems, except
as they pertain to the functioning of the orgenization.

Thie problem of compazrison is rurther comnlicated by the
fact that there is & lack of uniforaity of definition of
terms. Descriptive terms witnin one organization represent
Gifferent fects tian are represented by another organizeation
using the Sawe teiide wVsll VeIy colmon terms, such as gross
seles, net sales, cost of gvods sold ana selling expensss,
lacx clear nmuvuzl understunaing. 7Tanis leaas to misinterpre-
tation and the comparison or itens which appear to be alike,
but which are quite different. Operating orocedures differ
anG there are no accounting metnods existing to match tnem.l

In every wholesale trade, it is easy to visualize that
no two establishuients are surrounted by exactly the same ob-
stacles and advantages. Ratios are not, tnererore, a satis-
factory substitute for judgment. 2rofits in wholesaling are
seldow tne reward of a single brillisnt tactical 1ianeuver to

e e . . . . 2
gaintain satisfactory operating margins and expense ratiose.

lorin 3. Burley. "ilarketing Lesearch, Operating surveys
and snalysis." Journal of ..corzsting. oeptember, 1949. 14:2
p. 218.

2Tbid., p. 223.



TABLE I

COST COLPAKISON BuTWiiN
MULTI=0TCRY &ND oINGLo-STORY STRUCTURES
WITH TEE sSalls GROS3 FLOOR ARIAS*

10

e

——

Item Llulti-Story Single-Story

Gross Area in Sg. Fte. 72,000 72,000
Area Lost By:

Columnns 2,976 1,168

Llevators 1,512 None

Stairs 2,160 None

Approaches 3,600 None

Qutside Walls 3,120 1,260

Total 13,368 2,428

Total Usable Area 58,632 69,572

Percent of Total 82 96
Lané Recuired (4cres) 3 2
Cost of Building 164,000 122,000
Cost of Land

(6,000 - 1 acre) 3,000 12,000

Total 167,000 134,000

Price Per Sq. Ft. y R.27 $ 170
Price Per Usable 5q. Ft. 2.77 1.76
Price Per Usable 5g. Ft.

Land and Building 2.85 1.93

*Sources Streamlined Wholesale Grocery Warehouses.
partment of Conumerce.

Superintendent of Documents.

De=

Industrial Series No. 18,

Government Printing Office. Dp. 14,

fashington: U. S.
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Table I presents thne advantage to be gained in the
oneration of a single story warenouse stiucture in coumpari-
son to a nulti-story building. The savings of (0.92 per

usable scuare root represents a consideravle coietitive ed-

e

vuenta.e in ravor of tis single story wiolesule structure.
Turener sizmlivication of tne wareunousing procsess tiirough
meciianizetion «nd scilentiric allocation of onerations devel-
oolng sreater efricisncy will teand to increase tuls con-
petitive advantagc.

reeelving wna suail_pinge cie vital pngses ror a wiolesaler,
Cungestion at suainiilil, woG rsceiving pvlatiorns aoeurs in-
gvitavle even wicre Tie entire ground floor of a wuiolesale
nouse is aevouved to t.uls prnase of tne operation. Congestion
nsre invitzs slow operation wilcil reduces outnut and neces-
sarily increasss occunsncy ccsts vper ton aundlecd. DLae to tuae
low unit rnarkup, a crocery v.udlesaler must be irnterested in
toanese novewont. Gune wuoleszler can reoain in business in
a couwetitive nurket only by tie efficient nsndlinge of a
large tonne:e or mercuaandise,

wulti-story buildings seldom contain any one floor which
is large enough in itself to contain an sntire assewbly line.

Layout, then, presents a yrotlsa whicih is orcinarily solved

by acsenbline vhe oraer on various floors. Tils scparation
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transporting between floors. olevators seldon are construct-
ed to safely bear the welynt of industrigl riacuaines witlci

can be substituted for wanual movensnt of (oous usually ac-

ua
- 3

coriplisiied by nand jack &nd sxid or tile aucna truck,

Ti.e one story warehouse presents certaln advantuess over
tiie nmulti-story one as discussed. 1iowever, it is not alweys
possible for a violeseler to niove his busiiness into a oaern
structure Gue to usny reusons. Tine well plaaned single story
building can still reuain es tae goal and, at tune sause tine,
overating costs cun usuelly pe lowersd tiuarough riechanizetion
or tue preseat uulti-story location. Any effort at strean-
lining 1s orcinarily prog¢reces in the ri nt direction.

The persornnel of a given organization have tae power to
increase the output or to keep the output of a poorly con-
structed warehouse at a nigh level, even wien restraeined by
poor operating conditions. Likewise, an ineff'icisnt crew in
tne finest of warenouse structures, using tihe nost eflicient
metnods and lnaciiines, can render these advantages useless by
tneir efforts througan lack of proper trzining and imnoroper
supervision and ranagerent. 'Taus, an adequate training and
supervision progra:nl for all perscinel involved needs to be

cr1p.:asized.

3%. ii. Lieserole. M"llew Tecnnicue for Grocery .'arehouse."
Doiiestic Coumuserce reprint. i.ay, 1945. Dpe 3.
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A single story structure makes possible a more efficient
operation than in a nulti-story building. Tiae fuct taat it
is possible is no guaruntee tnat a savings will be realized
in the operation. Construction planning is an exceedingly
important aspect ol tuls incrsased efriciency. Lacn ware-
Louse 1s usually bullt to rit tiie needs of a specific busi-
ness, Tie uanner in wanich tnese needs are supplied is aepend-

ent upon the proper planning before construction.

Ciiain, Independent and Voluntary Food Groups

A4 discussion of taree sgecific operating wiholesale or-
¢anizations will be presented in following chapters. At the
present time, an attempt will be made to present the éompara-
tive importance of voluntary, indenendsnt and corporate chain
stores in nationel food daistribution. Tiils will be done by
couparing sales and nwabers of stores siown in Table II.

It siaould, first of ell, be recognized tnat the total
indenendent stores do a much greater volwie then tne cuains.
However, if tiese inaependent stores are recuced to tiose be-
longing to voluntary end retailer-owned groups and to tiae un-
affiliated stores, it will be seen tnat the chain group be-
comes dowinant as to tune aistrivution of sales in the majority
of years sunovn. Tue cualn zroup aoes not lesd in the nuwaber
ol stores. Tae nurber of stores of voluntary anu cooperative
sroups are considerably greater in eacn year renresented tian

are tne number of stores with chain affilistion.
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It is evident that the ciaain store 1s claiming a domin-
ant proportion of total sales. Tials is being accomplished
ty comparatively Iew stores. The trend in the nurmber of
chalin stores snows a marxed decline over tae 1939-1951 period.
Independent stores snow tiils cecline to & lesser extent. On
the other hand, the number or store urnits with voluntary af-
filietion nave increeased.

Tine wearenouse 01 the corporate cinain store 1s an example
of inte;ratea wiolesaling. 5Such warehouses generally act as
the headguarters for the ofricers of tiiat particular daivision.
There 1s no need for salesmen to contact retailers, but rath-
er, supervisors may be thougnt of as performing part of the
functions of tne salesiien employed by regular wholesalers. A
highly scineauled and economical operation is possible, due to
tile complete control wilch the warenouse headgquarters main-
tains over merchandise ordering by retail units. Since the
retail unit nust receive the bulk of its merchendise from tie
conpany warenouse, tnere is a possibility of reducing the
lire to tlie most rapidly selling items. There is no need for
a credit departizent or credit investigation. However, the
accounting Gepartiient witnin such an organization takes on
perticular significance since the records for the stores of

2

tue entire brancn are rsintained by this warehouse.

kieodore 1i. Beckian and iathansel H. ingle. lholesaling
Prirciples and Problenms. Iew York: The Ronald Press, 19LJ.
Pe <57

3

N
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This study is next concerned with wholesaler-sponsored
and retailer-owned cooperative stores. One of the features
which brousht these organizetions together and still exists
as a strong incentive is the benefit to be derived from hori-
zontal cooperative advertising. Iarge scale centralized buy-
ing with attendant private brand development is another ad-
vantage of these two types of distributive orgenizations. In
considering the factors which contribute strength to these
groups, one must recognize the merchandising services and the
closer relationship which the wholesale buyer is going to
feel toward the retailer who looks to him for merchandise
that will sell. Piobably cne of the most significant factors
in the inception of organizations of this retailer-owned =and
wholesele-sponsored chain type is the emotional stimulation
which both wholesaler and retailer share. Undoubtedly, the
resultant re-dedication of efforts has increased the effect-
iveness of meny businesses in our economy.5 These advan-
tares ere not goined without some disadvantages beceming sp-
rcrent through the sesme organizational structure.

kstallers who have an ownership interest in a warehouse
are likely to become discouraged through the legitimate con-
flict of interests. There is likely to be an overwhelming
interest in the retsil operation as compared to the whole-

Saling problems. Often the attempt at economy results in the

5Ibid., p. 280.



17
hiring of inadequately prepared management. The importance
of management is increased in view of the fact that over-all
operations can be enforced typically by no means stronger
than suggestion or proposal.

The retailer of the wholesaler-sponsored chain has no
money invested in the wiholesaling phuse and may, therefore,
witharaw froum the group more easily. The power of central-
ized control is again limited practically to a suggestion and
proposal basis. The conflict of interests also exists as a
considerable disadvantage. The group can have varying ideas
about what cooperative action is due to the fact that not all
of the members are in a position to operate in a like manner.
The obvious solution is to attempt to obtain a group of re-
tailers who have similar operational problems.6

There is a significant difference in the operating costs
Of voluntary group énd retailer-owned warehouses. The fig=-
ures in Table III also indicate operating cost fluctuations
within tne groups. It 1s believed that this range is due
prinarily to the differences in services rendered and the in-
crease in efficiency of operations. In general, the retailer-
owned group costs compare to those of the cash and carry
wiholesaler (5 percent) and wholesaler-sponsored group costs
Compare to those of tue regular service wnolesaler (10 per-

cent),

—

6Ibid., p. 282.
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Tilis exoense was also suown to fluctuate relative to
tie arount of sales to retail owners or voluntary nembers.
Tihiis condition, illustrated by Tables IV and V, stresses tiae
importence of tihe unity of effort or the value of cooperation

tetween wnolesaling and retailing pnases.

alstory or rood Violesaling

rood whnolesalling nes always been closely cependent upon
the facilities of transportation. During the nineteentn cen-
tury period, water transportation was the prircipal node used
for large cuantity transporting. Thus, warehouses were lo-
cated along water fronts of seaports, canals and river nar-
bors. 1liuch conpetition develoned ariong wholesale businesses
for the more cesirable location sites. Tnis resulted in the
building cof nmulti-story units rather than single floor ware-
10USES,

Tlie introduction of tiie elevator in the 15850's did much
to perpetuate the multi-story wareihouse. Xreviously, uany
Other rigger's aevices nad been ucsed in tne raising and lover-
ing of goods. The elevator wus riore erficient tihan any of
these aevices and resulted in an onerational saving to the
benefit of tne wiolesaler.

buring tuis period, prouuciots vere packarzed in = consid-
€rably difrereat meanrer tuun toney are today. The barrel,
bale, nogshead, cask, ciest and sack constituted tiae saipoing

Contziners in rrectest use. Tiece itews were buliky and heavy
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exceeding greatly the average fifty pound unit package of to-
day. Because of this and in an effort to increase storage
space, low ceilings along with many floors characterized the
warehouse construction. The low celling is poorly adapted to
the modern warehouse operation which often stacks goods to
considerable heights.7

The grocer of this period was naturally influenced to a
large extent by the progress and influence of the wholesaler
who was the principal source of supply for the retailer. The
goods which the grocer received were in bulk quantities re-
quiring re-packaging in many instances. This activity re-
quired much time which added to the necessity of having 30 and
4LO percent margins. Many food products were produced by the
consuming unite. This condition supported the low volume oper-
ation which proauced yearly sales per employee of $2,000 to
$3,000.8

Always following the dominant factor in transportation,
the railroads supplied the impetus for wholesalers to move
from the waterfront to the railroad. The re-locating of ware-

houses did not result in improved buildings. Wholesalers

7Modernizing and Operating Grocery Warehouses. United
‘States Department of Commerce, Domestic Commerce Series Num-
ber 26. U. S. Government Printing Office, Washington, D. C.
1951

8george E. Kline., "How Stores Have Changed Over The
Years.™ The Progressive Grocer, 31:10, QOctober 1952. p. 54.
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continued to express the tendency to disregard the influence
which physical facilities have on operating costs until after
the first World Var.

The competition of the corporate chain forced the reali-
zation of the necessity o1 reducing operating costs upon the
wholesale business. The problems of materials handling be-
came of significance with the advent of the Davidson System
in the late 1920's. This system attempted to apply the sav-
ings of the assembly line techniques to materiaels handling in
the warehouse, The importance of construction, use of mech-
anization and other time saving devices are now generally
recognized throughout the food wholesaling industry. However,
the vast majority of food wholesalers still continue to oper-
ate from multi-story buildings.9

The retail phase of the industry has progressed as fast,
if not faster, than wholesaling in the improvement of methods.
One of the greatest progressive steps at the retall level is
the change from service to self-service. The story of this
change is factually presented by a study of percentage margins
and yearly sales per employee as shown in Table VI. The rev-
olutionary effects of self-service in food retailing has had
far reaching effects witnin the entire food industry. Self-

service and volune selling started out hand-in-hand.

9Modernizing and Operating Grocery Viarehouses. Op. cit.,
po 20



GROCIRY MARGINS

TaBls VI

AND SALES

<L

PER EMPLOYZE*

—_— — — — _ ——— —3
Annual Sales Llargin
Year per Employee Percent Remarks
19th C. $2,000 - 3,000 30 - 4O
Service stores
Goods out of reach of
1900 4,000 - 5,000 25 - 30 customer
llore packaged goods
1925 8,000 10,000 20 - 25 liore perishable goods
_ 31 percent with self-
1946 26,000 15 - 20 service
76 percent of sales
made in self-service
1951 42,000 - stores

*source: George E. Kline.

Over Tne Years." The

31:10, Ccto

"How Store s Have Chenged

Progressive Grocer,

ber, 1952,

Pe She
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3elf-service lowered the operating expenses of retail
stores. liore emphasis was placed on the packaging of the
product at the production level. The increased volume of the
individual retail unit created a change in emphasis on
sources of supply. Tne wnholesaler began to lose his position
of dominance in tne field of food distribution which he held
a century earlier. 7Tae former producer was characteristic-
ally a smaller, independent business man., The retailer also
fitted into this classification. These operators relied
heavily upon the wholesalers!' service. Direct selling or
buying was practically non-existent.

The present expansion of manufacturing into mass-produc-
ing industries has placed increased emphasis upon manufac-
turers' sales volume. The unwillingness of wholesalers to
promote one single manufacturer's line stimulated the activ-
ity of direct selling. The development of large scale re-
tailing with the attendant interest over cost control and
price appeal have generated pressure for direct purchasing in
hopes of obtaining goods at a lower price than through the
other channels of distribution.lo

Table VI indicates in condensed form the evolution of

fooa retailing. Tue nineteenth century store nad the lowest

lONathanael He. Engle. M"Caain Store Distribution vs.
Independent Wholesaling." Journal of llarketing. September,
1949. Dp. 241,
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sales per employee and the highest markup. A gradual pro-
gression is shown toward higher sales per employee and a re-
sultant reduction in the markup percentage on the individual
item. The higher sales volume makes possible this reduced
differential between purchase and selling price, because of
the profit influence of merchandise turnover. The increased
empnasis on sales volume is indicated by the growing impor-
tance of self-service. Through this device, the largest
sales per employee are obtainable, due to the fact that the
personal selling on the part of the retail salesman is re-
duced. The customer selects the desired mercihandise from
conveniently accessible aispleys. The personal salesmanship -
has been partially replaced by other types of salesmanship
which the well informed food merchandiser must be aware of
and must utilize to get the maximum sales per employee and
the maximum efficiency from his enterprisee.

Prepackaging is one of the important tools of self-serv-
ice merchandising. The package partially replaces the sales-
man, and the 1lmportance of packaging is indicated in Table
VI as it progresses in relation to the increase in sales per
eriployee. A self-service package must attract attention, de=-
velop interest and give inrormation about tne product in a

11
uanner which is effective enough to close the sale. The

llEgmont iLrens. Chap. 18, "Packaging for the liass llar=-
ket." Paul Sayers, Editor. Food lLlarketing. New York:
lvchI'aw-Hill. 19500 Pe 226.
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size and design of the package niakes it possible for the
customer to select with ease.

The higher sales per employee shown for 1951 is the re-
sult of self-service, prepackaging and tne other factors of
mass marketing of food at retail. The differential between
sales and cost price is not sanown for 1951, but current re-
ports indicate tnis is in the vicinity of 17 percent for the
combined sales of groceries, fresh meats and fresh fruits and

vegetables.,.

Trends in Distribution Channels

Traditionally the wnolesaler of the nineteenth century
was the dominant figure in tune marketing of all consumer goodse.
He was the ilwportant financier of tne manufacturer and the
retailer. This was due largely to the fact that there was a
smaller, agrarian population in the nation with a slower stock
turnover resulting. Transportation and production were slower,
requiring retailers to carry larger inventories. Thus, large
stocks with slow inventory turnover made heavy demands on the
working capital.

After the Civil War, changes began to occur in manufac-
turing. ilachines with increased efficiency were developed and
costs were generally reduced in manufacturing. The increased
volume production with attendant decreased costs per unit set
the stage for the entry of tihe business pnilosophy of large

volume, low margin sellinge.
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lanufacturers now began a drive for volume sales. This
was done by branding and advertising in an attempt to differ-
entlate a particular product to the consumer., This advertis-
ing anc prowmotional activity on benalf of the manufacturer
resulted in demand creation. Since the manufacturer was di-
rectly responsible ror creating this demand, there was re-
luctance on uis part to allow the wholesaler the usual mar-
gin of profit. Volume, low cost per unit selling was much
slower to be accepted by the wholesaler than by the manufac-
turer.12

In an attenpt to combat this demand for lower selling
profits which were being imposed by manufacturers, the whole-
saler established private labels of his own which provided
him with a larger margin and, in turn, received the selling
emphasis of the wholesaler. Activity of this type served to
split the manufacturer and wholesaler farther aparte.

The last quarter of the nineteenth century saw the be-
ginning of the growth of large scale, integrated retail or-
ganizations, such as, department stores, chain stores, mail
order houses, and supermarkets. Each of these organizations
was interested in obtaining volume through lower selling
prices. Tais goal was made possible by the following activ-

ity. These organizations purcinased airectly from the

12zaward A. Duddy end David A. Revzan. Karketing. New
York: licGraw-HEill Company, Inc., 1947. Dpe. 252.
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manufacturer in large quantities. They dispensed with many
services on the behalf of the retailer. They operated in
cities where population was dense. In this manner, they were
able to undersell the independent retailer who was the custo-
mer of the wholesaler.

It was becoming obvious to wholesalers thnat they were
being faced with a problem involving both horizontal and ver-
tical integration. The success of the wholesale business
was dependent upon the success of the wholesalers' customerse.
The retailers' doors were never locked against the salesmen
of other wholesalers. However, if the retailer was to be
successful, he must make it possible for the wholesaler to
operate econoumically. The chain organization represents a
streamlining between producer and consumer. Tais condition
is important tq the independent retailer., Tue independent
must realize that his help in reducing wholesaler expenses 1is
actually reducing the cost of goods at the retail level.

On the other nand, the winolesaler must respect the prob-
lews of the retailer. Tuais would be indicated by assisting
the retailer to buy judiciously and to avoid overstocking.
Furthermore, only merchandise needed by the customer and im-
mediately deliverable to the retailer should be sold. Final-
ly, the wholesaler had to become interested in cooperating
completely with the retailer in all possible phases and to

nelp the retailer to operate a better store.
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The full service wiolesaler 1s traditlionally the person
referred to waen tie word "w..olesaler' is used in co:uon
parlance. In 1929, it wus estinated tihat one-half of tine
total supply of nwanutfactured consuwner goods passed tarougn
the nandts of a scrvice viiolesaler, Data obtalned by Census
of Business surveys between 1929-1948 indicete that the nun-
ter of such wholesalers has increased 79,734 to 146,518, al=
though their overall sales heve declined (3Zee Tables VII and
VI1II).

During war years, tihnere is an indicated salft to airect
selling. It is believea that the compenies are dliscovering
a higner cost in direct selling to get comparable distridbu-
tion. Tiae wiolesaler is the key factor in distributing a
relatively low priced article wiicih is sold in cowmparatively
s.1all cuzntities to a lurge nunber of outlets over a wide geo-

raphic area. Items successfully jobted by wholesalers are

™

most specifically those wiaich nianufacturers nmerchancise by
advertising, sales promotion and retail missionary work. The
manufacturer nust have a sufi'iciently wide distribution be-
tore any return can be realized on money spent for sales pro-
motion.

Lirect distribution on tne part of manufacturers incurs
heavy investment in fixed assets, inventory and salaries.
These represent, to some extent, inelastic costs which are in-

flexible in periods of aeclining sales. Direct distribution
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by the manufacturer is enhanced by large scale production.
A long line of merchandise of a high unit value or perish-
able or style goods also aids in direct distribution. The
success of a direct distributing manufacturer is augmented
by a strong financial position and a densely populated market
of large unit purchasers.

Tables VII and VIII point out three things of relative
importaence for tunis aiscussion. ZFrom this data, it can be
observed tnat tanere is a decline in the total sales of whole-
salers proper classification and an attendant increase in
the number of businesses in this classification. Wholesalers
proper are those organizations which are usually independent
and are engaged in the buying and selling of goods on their
own account. This includes wholesale merchants, exporters,
importers, and limited function wholesalers.

The information listed under the classification of
agents and brokers indicates a similar condition to that found
under wholesalers proper. However, there is shown here a de-
cline in sales associated with a mild increase in the number
of esteblisnments. A broker is defined as a wholesale middle-
man who negotiates transactions between buyers and sellers
without having direct physical control of the goods. They
transfer important market information to their principals and
are paid a commission on sales of the product in the terri-

tory over whici they have selling Jjurisdiction. Selling
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agents operate similarly to brokers except tnat they are
given full autnority es to prices, terms and sales territory.

The nanurzcturer's sales branches are wilolesale outlets
owired and operated by manufacturers. Taey are used almost
entirely for tne distribution of their own products. These
sales brancies are of the type which carry no stocli, but act
as a seles office specifically, and tiiose that do carry a
stock on hand and, thus function 1n tae cavaclity of a spec-
ialty wholesaler to a limited extent. During the 1929-1948
period, a ratner marked 1lncrease is smown in the sales from
menufacturers' sales branches, Tnis sales lncrease is elso
acconpanied by an increase in the number of outlets of tiais
type.

Table IX presents the comparative luwportznce of the three
types of wholesaler establisnments sihown. Tone service whole-
saler occuples the most important position in sales as well
as nuabers. Fror a sales standpoint, tne 1933 cepression
period nad & wore serious eifect on tle service wiolesaler
group. Tuae nuuiber ol chain store warehouses wes reduced dur-
ing tnis period, but sales r1Oor tae same 1933 period increased
considereblye.

Thus, it is evident tiat thnere was a tendency toward a
reduction in numbers of chain store warenouses during the
depressed economic conditions of 1933. Tie increase in sales

of the chaln warenouses in tihls saile period reveals the
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greater influence claimed by this group in the less active
as compared to a more prosperous economic period., It can be
seen that there has been a definite increase in chain store
warehouses.between the years 1933-1939. However, their in-
fluence on the total market has not changed to any consider-
able extent.

The following pages will attempt to present a living
comparison. This introduction furnishes background informa-
tion on wholesaling in general as well as some specific
tyﬁes. It is thereby ihtended that the reader might become
better acquainted with the structure of the whole as well

as the eleuneats to be analyzed.



CIAPTEZR II
A CORPORATE FOOD CHAIN
History

The founder of this business, Bernard Henry Kroger, was
the son of a German immigrant who caue to this country in
1321. Tne post Civil VWar depression period was the scene of
tane failure of tlie elder lLirogert's dry goods business in
Cincinnati. &t tae age of 13, the younger Kroger obtained
nis first job winich wes in a drug store. His next Jjob was
with the Great Northern and Pacific Tea Company. He was
fifteen years old when he took this job which introduced him
to the grocery business. His duties witn this organization
were to solicit orders for coffee, tea and sugar. Then he
helved fill and deliver tne orders, being paid a 3 percent
cormission on his sales of coffee and tea.

Ilir. Xroger worked for two other small sized grocery
businesses before organizing his own store. He was made man-
acer of thne last store in wihich he worked. This store had
been snowing consistent past losses. The store's business
increased a great deal under the first year of lir. Iroger's
managership. The managership had been accepted on the basis
of a $l1l2.00 a week salary and 10 percent of tne profits, if
any. at the end of tae year, il's Kroger's bid for a partner-

siip in tne business wes refused, Tihis is when lir. Kroger,
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along with his partner, Mr. Brarnigan, went into business
for themselves.,

Two major setbecks were encountered in the first year
of operation of the new organization. A wagon route was cne
nf the first and foremost features which Mr. Kroger empha-
2ized in the rew business. An expensive horse, new wagon and
harness were purchosed by the partrers for the wagon route.
The horse and wagon, loaded with groceries, were destroyed in
a collision with a train. Tie partner, who was in the wagon,
wgs not injured. Tihe business was located in Cincinnati on
Pearl 3treet very close to tne Ohio River. Mr. Kroger ar-
rived at the store one morning to find that the river had
risen and the store floor was covered with three feet of weater.
The pertnership had begun with a capital cf 3772.00. At the
end of the year, despite the setbacks mentioned, the assets
o the business were $2,600.00. No net profit was jndicated.l

Mr. Kroger purchesed his nartner's interest the follow-
ing year. A problem soon presented itself in that the store
lease expired.. Tae leasor demanded rniore rent from this suc-
cessful business man. People told Lir. Kroger thet his busi-
ness was successful because he had a good locetion. However,
Lir. Kroger felt tnhat there were more facts concerned with

his success as a groccr than location alone. Against popular

lThe Xroger Company. uslmeographed lateriel.
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advice, Barney Kroger decided to give up his advantageous
location and move into a new location wnhich was on a side
street.

lire Kroger's huncia was Jjustified. His o0ld custouers
stayed with him and ne obtained new custouers regularly.
wien l.r., Brannigan's suare in the business had been purchased,
tie name of tne business was changed to the Great liestern Tea
Company. Xroger's success with the one store stimulated his
interest in obtaining other stores. In 1885, two new stores
were opened, and there were seven stores by 1891; 17 stores
by 1893. The Kroger chain organization had begun to take
form.

The business was incorporated in Ohio in 1902 as the
Kroger Grocery and Baking Company. A sizeable increase in
the number of stores was evidenced by the acquisition of the
Great Chnina Tea Company in 1908, Further growth through var-
ious other purchases 1s indicated by Table X.

In 1943, the company purchased the Manufacturers and
lMerchants Indemnity Company. Anotier subsidiary is the Wesco
Foods Company which is active in the buying of fresh fruits
anda vegetables. Tne present name of the KXroger Company was
atoptea in 1946. Tuis company, &s of‘December 29, 1951,

operated 1,978 stores ana had a total net sales of @997,086,000.2

2John Loody. Iiloody's lLlanual of Investments. 1952,
p. 1866.
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The Kroger Company now operates 25 branch offices which
control a total of 1,985 storss. These stores are located
in 1,392 cities. ZEach branch has a great degree of indepen-
dence from the remainder of the company. The complete Kroger
organization includes 21 menufacturing plants and 29 ware=-
houses.3 A recent report announced that total sales for this
company had topped the one billion dollar mark. Tnis volune
made the Kroger Company the twenty-sixth United States' busi-
ness to reach tiae one billion dollar sales figure.

The general office of the entire company 1s located at
Cincinnati, Ohio. Tae various divisions of this office are
prescented on the following page, Chart l. Since it is a
corporation, the stocknolders, represented through the board
of directors, are at the head of the entire organization.
Next in line of authority is the president.

The divisions on the organizational chart indicate the
scope of the company. Few outside agencies have to be called
upon for the business to accomplish its goal. The manufac-
turing of merchandise is controlled to a limited extent. It
will be noted that many of these divisions of the general

office are again represented at the branch level. The

3Thomas Fanos, Jr. A Study of the Construction of News-
paper Advertisements Within Retail Food Chains. A Thesis.
iiichigan State College. 1952. p. 85.

bpige. February 23, 1953. p. Sl
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headings will indicate to the reader the responsibilities
assumed by each division. Assuming that this is the case and
without going into a detailed discussion of these divisions,
some things concerning this chart should be presented at this
time.,

The independence from the assistance of outside agencies
was mentioned before., The organization chart shows that the
ma jor needs for the operation of the business have been re-
duced to separate divisions. Specialization is utilized as
each division 1s concernea with the problems of whatever par-
ticular phase it is involved with. Responsibility is appor-
tioned upoh the men in charge of each special category. Re-
lationship or interaevendence is indicated. In this manner
cooperation and integration of the entire operation is fos-
tered., Thus, the greatest reallization can be made of the ad-
vantages of speciallization without loss of the ultimate ob=-
jective of the business. A chart such as this defines the di-
rection of control and the responsibilities of each division
head.

Cnart 2 suows the organization as represented by the
branch. The branch is a unit of this company generally ar-
rived at through geographic considerations and needs of a
specific area due to the concentration of retail units in that
locale. The overlanping of operating divisions such as the

merchandise divisions between the branch and general office
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levels will be recognized. The object in the duplication of
Givisions is to gain results in a complimenting and not in a
repetition of efforts between the general office and the
branch. The important autonomical position of the branch is
made possible through the couplete organization of all oper-
ating phases at the branch level.

Table X shows tne sources of new outlets and manufactur-
ing businesses wuich contributed to the expansion of the com-
pany. It will be noted that the majority of acquisitions
were made from smaller chains of food stores. This informa-
tion indicates that the greatest period of expansion came in
1928. During this year, 1,660 business units were purchased.
The following year also showed a large gain amounting to 592
units.

The high point in total sales came in 1929, as indicated
in Table XI. A decrease 1n total sales followed this high
point until the year 1941. nales then continued on a yearly
increase. However, since the high sales year of 1929, tine

nunber of store units shows a steady decrease through 1952,

Purchasing Procedure
The buyer is responsible for procuring the necessary
needed items. e must maintain prescribed inventories in re-
lation to tne buuget. Buying is done through various company
field representatives and through the general offices of the

comparnye



TABLE X

ACLUISITION OF STORHES*
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Name City Year  Stores
Cincinnati Grocery Co. Dayton, Ohio 1903 -
Schaeffer Grocery Co. - 1903 -
Shappell Nagel Company Cincinnati, Ohio 1904 14
Great China Tea Company Cincinnati, Ohio 1908 L0
Schneider Gro. & Baking Co. " " 1908 15
i-aurer Remley heat &

Grocery Conpany St. Louis, Mo. 1912 25
Ohio Grocery & Baking Co. Columbus, Ohio 1916 8
Community Grocery Co. Detroit, Liich. 1917 104
Releigh Stores - 1917 8
Schneider Bros. - liayne

Wholesale Grocery vetroit, Liich. 1916 13
Tanian Brotners Columbus, Ohio 1917 12
Tieatke Turift Stores Toledo, Ohio 1924 L8
D. P. Childs Stores Indilanapolis, Ind.1924 70
P. W. Sloan Co. Paducah, Kye. 1927 -
Cleppe & Bartosch lluskogee, Okla. 1928 5
P, W. E1llis Company Indianapolis, Ind.l1928 L
Curtis Creamery Grand Rapids,iiich.1928 -
Tiree Rivers Grocery Co. Fort llayne, Inde. 1928 4L
Hoosier Grocery Stores

of Ft. Wayne Fort ‘jayne, Ind. 1928 73
Foltz Grocery & Beking Co. Cincinnati, Ohio 1928 195



TABLE X (Continued)
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- — ——— -—— J
Neame City Year Stores
Iliissouri-Illinois Jtores
Company St. Louls, 1.0. 1928 148
bagle Grocery Co. Pittsburgh, Pa. 1928 114
C. Tanomas stores, Inc.
(with subsidiary and
eiriliated companies) Grand Rapidés, iiichl928 167
Piggly=-wigely Valley Co. Iouisville, Xy. 1928 108
Tne Liiddle states Stores
Company Cin.-Dayton, O. 1923 30
(PoW.)
Tie Coluwbus Piggly-
wigely Coe Colunmbus, Ohio 1328 31
f¢ilman Baxking Co. l.acison, Wwisce. 1923 none
¥ly & liobson Co. wempnis, Tenne. 1928 115
Cox Stores Little Rock, Ark. 1923 176
Sipes Service Stores Oklahoma City,
Okle. 1928 9
Piggly igely Co. liuskogee, Okla. 1928 5
Hoosier Ft. ..ayne, Ind. 1328 73
Universal iiadison, Wisc. 1928 81
Pigely wig ly Cincinnati, O. 1528 12
Piggly Vigely rvayton, Ohio 1928 19
P. Ve & Koun s;)to LOU.iS, 1O e 1928 148
Pigcly wiecly Cleveland, Ohio 1928 19
Pigegly tilggly icemphis, Tenn. 1928 P.W. 58
llid-Continent Stores vichita, Kans. 1928 -



T4BL4 X (Continued)
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Name

City

Year Stores

l.issouri-Ill. realty Co.

Plgely wigely

Piggly igely

Plgegly Wiggly

Piggly Wiggly Jonnson
Dunn Stores

Cuas. Budnick Stores
Landrum & Sons
licDuvell P. W. Company

Patterson Wholesale
Grocer Coe.

Kiciard Bros.
P. W. Franklin Co.

Roanoke Groc. &
lilling Co.

Consunmers
neyes
Piggly VWiggly - Irwin

Piggly Wwigegly & Lewis
ronca Sitores

Piggly Viiggly - Franklin
Thrift (H. W. Bray & Co.)

Milgram

Jamison

Ste. Louls, Lo

ft. Liayne, Ind.
Indianapolis, Ind.
Letroit, iiich.
Grand Rapids, lMich.
‘.ichita, Kans.
Keystone, . Va.
Ponce City, Okla.
.elch, Vi. Va.

darrisburg, Ill.
Columbila, lio.

Tulsa, Okla.

Roanoke, Va.
Chicago, Ill.
waGison, Wiscs

llemphis, Tenn

Oklahoma City, Okla.

“Tulsa, Okla.

Herrin, Ill.
Kansas City, Kans,

Roanoke, Va,

1928
1928
1328
1928
1928
1923
13929
1929
1929

1929
1929
1929

1929
1929
1529
1929

1929
1929
1929
1929
1929

10
16
28

324
10
11

21
15
L1
35
91



L8

TABLZ X (Continued)
Neame City Year Storé:

Pigely Wiiggly roanoke, Va. 1929 8
Liberty Roanoke, Va. 1929 5
Pigegly Wiggly - Harrisburg Herrin, Ill. 1929 2
Patterson Green Lantern Herrin, Ill. 1929 12
National Tea Kansas City, Kans. 1929 9
South Michigan Piggly

Wiggly Co. Battle Creek, Mich.1930 8
Plggly Vigegly Haynes Coluubia, }o. 1929 -
P. W. Oklahoma Co., Tulsa, Okla. 1929 -
Jos. Peebles Sons Cincinnati, 0. 1932 1
Wwinn & Lovett atlanta, Ga. 1935 -
Larkin sStores Peoria, Ill. 1937 67
P, H. Butler Co. Pittsburgh, Pa. 1938 9
Qakley Stores Terre Iaute, Ind. 1939 58
wodel Grocery & Baking Co. Springfield, 1lo. 1941 15
Carrs, Inc. Janesville, wis. 1945 6

*3ource: Tue Kroger Company. Mimeographed ilaterial.



TABLE XTI
KROGER COLPANY SALiS 1902 - 1951%
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Sales

Year Stores (In Thousands)
1882 1 (b)**
1835 3 (b)**
1891 7 (b)**
1893 17 (b)**
1902 L0 1,751
1907 83 3,862
1910 119 6,448
1911 13 6,389
1912 157 8,070
1913 162 8,475
1914 196 9,283
1915 209 10,435
1916 258 12,556
1917 516 23,342
1918 554 25,851
1919 712 34,603
1920 903 50,706
1921 992 Lly,851
1922 1,413 53,754
1923 1,800 74339
1924 2,127 90,125



TABLE XI (Continued)

——

Year Stores (In igiizands)
1925 2,856 116,235
1926 3,369 146,009
1927 3,749 161,261
1928 5,260 207,373
1929 5,575 286,611
1930 5,165 267,094
1931 L, 83l L4 ,371
1932 4,737 213,160
1933 4,400 205,692
1934 L,352 221,175
1935 L,250 229,907
1936 4,212 "2L2,273
1937 4,108 248, 4Ll
1938 3,992 231,295
1939 3,958 243,356
1940 3,727 258,115
1941 3,477 302,765
1942 3,174 388,847
1943 2,999 L22,L27
1944 2,896 448,381
1945 2,730 L57,332

1946 2,611 567,487
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TABLE XI (Continued)

— - ———— ]

vear Stores (T Toacends)
1947 2,516 754,282
1948 2,349 825,668
1949 2,190 807,739
1950 2,054 861,243
1951 1,978 997,086
1952 1,927 (b)**

*Source: Tae Kroger Company.

**(b) Unobtainable.

liimeograpned llaterial.
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All canned rIruits anda vecetables are obtainea at the
brancih warenouse level by ordering tnrough tne general office.
Tails is taougut of as buying from tine general oflice. Tae
procedure 1s identical to tnat of procurement through any
other supplier. However, stocks of mercaandise are not main-
tained at tne genersl ofiice. Tnis ofrice siwply acts as an
ordering organization for all of tihe branches concerning
these iteus.

Nerotiated buying of private label canned goods is a re-
sponsibility of the general office. Ordinarily several or-
ganizations are contracted as surpliers. The various branches
tiuen oraer tiie »rivete label requirements cirectly rrom the
enuracturing concern anc not freom tae general ofifice as is
t.ie case vith otuaer camned goods,

Tiie brancn prouuce buyer is in deily contact by phone
witi the procuce subslailary of the company waicih is located
in Cuicago. Tuls subsiclary teletypes iwrket inrornation to
tig branc.. proauce buysr caily. Using tails inforiiation as a
gulcde, tue brunca orcer is placed. Tae bulk of the fresh
produce 1s purcnassd turougl tuis subsidiary, and the remein-
der of the ltems eare obtained on the local narket. Produce
is warenoused in the branch warehouse and store deliveries
are madae several tinies a week to individual stores. Tuae coum-

pon practice is for daily produce deliveries.
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Facilitles are also availatbtle for the warehousing of
meat products in the branch warehouse. all meet warehoused
here is ordered from processing plants which are in no way e
part of the compeny.

It is the responsihilitv of the branch buyer to arrive
at the retail »nrice. To ald in this, past records are mein-
tained showing the markup percentcge of each group of items
and the resulting sales profit which this markup produced.
Tne prices which are placed on the goods are the retail price.
All selling price celculations are carried out at the ware-
house level. Tiac retail store manager is informed of these
prices by meens of printed forms commonly represented by the
shipping invoice in non-centrally controlled businesses.

Purchasing of goods for this retail food chain ere actu-
ally carried on through two levels similar in organization.
These levels are represented by central office end branch of-
fice purchasing ofricers. Thus, there ere found grocery,
neat ard produce merchandisers all of whom head a staff and,
in turn, report to the vice-nresident in charge of merchandis-
ing. This is at the central officc level. At the branch,
there are also grocery, produce and meat merchandisers which,
in turn, head a staff and are resnmonsible to a merchandisirg
menagcer or some officer who takes the place of a mcrchandis-
ing manager. 1In cases of smaller branches, this position is

filled by the branch manager.
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T.e siriilarity orf organization does not mean that the
functions at tne two lsvels are of a duplicating nature.
Tne grocery rierciienciser at the brancih level oversces the
wOIXK oi spoeclalists vao ars resnonsible rfor tie tasx of nego-
tiated buying ana tiae procuring of muny otner grocery nroc-
ucts. Tiune branci grocery tvuyer is tlien able to order nis re-
cairenents tiarough tucse central olflices, Xknowving tiat the
buying cdjust.isnts have besn iven every jpossible consildsra-
tion necessary to aia in placiang the proauct on the retail

store in nis brencn at tne lowest possibls coste.
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The insat, produce and, in sowe cases in winiech a soHecial dairy
departnent exists, cairy w=rcaandisers vork tiarouch tasir
central ofiice countervarts in a ci.dilar nanner altuough Qif-
Tering gs to form becadse of tuae fuct that the other classess
O procucts regulrs awirrersnt sources and, therefore, involve
buying. tecaniques woicd are uecessarily different.

The nercacnaising stalls at tne central ofiice level en-
vloy buying specialists as was wnentioned in the cuse of the
£rocery merchandiser. Tie neat uwercunandising departuicnt es-
tablisizies contact with nermanent buyers at tie various nest
farket Jocctions. Sroduce buyers report to the produce ner-
chandising ssction of central office on conditions in the
field op vroduction. Thece uen are constantly on the move
during the various growing seasons becauce the varying cli-

watle congitions nroauce ciuunging rarkets throughout tie
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period of production. Ferwanent buyers are also employed in
certain areas of heavy production such as the west coaste.

Sales strategy planning 1s an importent function of tihe
central office. The wercnandisers and buyers of the various
departicents naturally play &an iamportant role in sales strat-
ecy formation. The creation of sales »nlans reguires the ut-
most Kaoviledge of all persons concerned. From these neetings,
policy for tne future 1s determined. .J4dvertising mats are
distributed to tie various bruaunclhes, Tie advertising book
and display catalogue furtiaer ald the brancih in taking advan-
tage of sales planning at tue central orffice level. Through
sucn csntralized planning, burgaining power is also 1increased.
There exists a clear cut, efiricient medaiwn thnrough viaich co-
ordinated sales -planning involving producers can be carried
out. In this manner, meximum utilization of the advantages
wnich can be gained by working with mcnufacturers is possible.

The branch is allowed a great ceal of tolerance in the
utilization of tne proposed adverticsing mats and general
sales plan. Tals policy reflects the recognition of differ-
ent markets in widely separated geographic arcas., Hurther
discussion is presented on this point under the section of
this peper involved with advertising.

Tie brencnh level buying orgunizetion is typically repre-
scnted by tie saiie buying ofrices as at the central office
level wanich include grocery, neat, produce and sometiries a

separate daeiry wmercinandising division. Tiae buying phase it-
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self is actually comnsicered a vart of the merchandising
staff. In souiie cases, a buying office, such as grocery mer-
chanéiser, will contain a buying and a selling departument,

In other cases, the selling department function is primarily
performed by the merchandise manager of the given merchandise
division. Thnis serves to incorporate a close relationship
between sales and purcinasinge.

An example of the coordaination of these merchandise de-
partments 1s inaicated by thne technique followed in deciding
upon a new procuct. A typical panel is forwmed of the uer-
cihenaising staff, district managers, grocery buyer and sales
representative. Hereby, an opinion is arrived at to either
stock tne particular item or to reject it. This is a vary-
ing procedure ancd in sowe ceses a decision caﬁ not be made
solely on tne outcome or tnis meeting. The various groups
closely involved with branch sales planning are also given an
opportunity to aid in waking tne decision.

Similar cooraination is snown by the planning of coming
sales and advertising strategy. Thnis is aone tnrough meet-
ings of tne uerchnanéising staff, and other mewmbers of the
company who nave an interest in this policy formulation.

The survey form is also used to facilitate purchasing
within the organization. Tnis is the name given to a form
whicn 1s sent to the various store managers wituin a districte.

The main objective of such a form is to gain information
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concerning the volume of a certain item which a given store
manager feels he can sell within a certain amount of time.
Time enters into consideration because products which are
surveyed are usually items that are receiving some type of
promotional backing. It is, therefore, desirable for the
store manager to coordinate his supply of this product with
the length of time the promotion will be in effect. The
store manager returns the survey form to the particular buyer
involved. An accumulation of the total surveys can then be
used by tie buyer to control the amount which he is to pur-
ciiase. The store manager must submit tnese survey forms to
the buyer several days before tne actual sale is to occur.
The survey also serves the function of informing the store
manager of onroducts which are to be featured at a coming date.
Tnls, however, does not appear to be the primary function of
the sales survey. The work of inforning store managers is
carried out by means of a special sales plan sent to them
weekly.

In addition to surveys, buyers are aided by ancther re-
port form which is filled in by the store manager. Such a
form is used especially for seasonal items. Tne store manager
receives tnis form at the samne time he receives his order of
mercinanaise. At the end of the sales period, the information
is known concerning the amount ordered and sold. This in-

cludes consideration of the amount sold at price concessions,
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and other information of velue in tlie movement of the prod-
uct over this period of time. The completed form is then re-
tarned to the buyer. Tiue buyer then returns tunis same farm
one year nence to tine sawe store from whicn it was received.
The manager in the store tnen nas the opportunity to see ex-
actly what occurred last year concerning the sale of the par-
ticular product.

The experience of the buyer receives much attention when
it comes to the selection of new products. Before the item
is considered, the buyer must answer certain questions in his
own nind about it, such as profit possibilities, storage re-
cuirenents, how can it be merchandissd, what is the backing
ol the manufacturer and wnat the competitive situation is,
Upon tuis basis, the buyer makes nis aecision of whetiner or
not to submit the product to the inspection of the merchan-
dising board. The merchnandising board consists mainly of all
of the brancn buyers anG uerchandise managers. If it is ade-
cided to snow the item to tie board at the next meeting, a
cueck snecet is preparea by tue buyer with the data of impor-
tance concerning tiae proauct in cuestion.

Tne buyer also preseuts sasnples of similar itews alreudy
contained in the line so tiiat a comparison can be made be-
tween the old and the new at the time of tne board meeting.
Lven if the board agrees to accept the new proauct, the buyer

must decide the initial amount to be purchased. In nany



59
cases, a test of the product is made by sending some of it
to a few stores in the district. The sales in these few
stores then indicates to the buyer the extent of nis ordering
in considering all of the stores. 7Tune sales could possibly
snow the buyer that tne procuct siould not be stocked at all.
The test stores are used primarily for items which are en-
tirely new. The product is tested for a given sales period
and the decision to buy is aided by this sales information.
This testing technicue 1s variable. 3Some items receive no
sales test at all.,

Illerchandise control and thus, buying at the wholesale
level, has been greatly helped by inventory control machines.
The principal involved here is the utilization of a model
stock control plan. Stock reordering is based on tnis model
stock plan. It should not be overlooked that the model stock
is subject to constant revision since it 1s dependent upon

such things as seasonal and economic factors.

Store Procurenent
The personnel couposing the branch management are gener-
ally located &t tihe brancun warsiiouse, This, then, becomes a
focal point of the organization. The typical chain store
warenouse asseubles ana stores dry groceries, fresh meats and
fresh proauce. The retall units then order from the branch
warehouse.

In some cases, the standard order catalogue is used for
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ordering goods from the warehouse. The quantity desired is
marked in the catalogue with a wax pencil. The completed
order is returned to the warehouse with the truck which
brought the goods ordered the previous time. The order cata-
logue 1is arranged into sections. Tnese sections correspond
to the display arrangeﬁent of the products in the store. The
order catalogue is not re-used.

Control sineets are used in ordering for the bakery, meat,
produce and in the grocery departments of some branches,.
These sheets provide a ieans of recording past orders., This
informnation covers a four week period. Ordering being done
at the present time can be guided by referring to what has
been ordered in the past. The control sheets supply a de-
tailed history of past oraering and movement of the goods.

The ordering of dry groceries, and other products as well,
is facilitated by the use of control sheets. The control
sheet lists items in sequence as they are found displayed on
the store shelves., The merchandise is also arranged in the
sane sequence in the warehouse. Space i1s allowed on the
sncet for two orders a week for eight weeks. The store per-
sonnel write in the space provided the number of units of
any given item desired. The decision concerning the number
of units 1s facilitated by the knowledge of the number of
units ordered in tne past, wiiicn the control sheet shows, and

tue present inventory winich is observed at the time of ordering.
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The amounts written on the control sheet are then trans-
ferred to a sheet which lists only the code number of the
article. This sheet 1s sent to the branch warehouse and the
control sheet is retained by the store. Similar procedures
are followed in the produce, dairy and meat departmentse.

The store manager is informed of the retail prices for
merchandise delivered other than tanrough the warehouse by a
bulletin which is sent from the branch office. The salesmen
contacting store managers must be cleared through the branch
ofrice before the company will honor any bills for merchan-
dise purchased. The salesman must keep in contact with the
general office concerning such things as price changes. Or-
dinarily sales of this type are on a contract basis for a
given period of time. The retail price for the merchandise
is determined at the time of the salesman's call at the gen-
eral office. These prices are then sent to the store mana-
gers in bulletins from the branch office. Three copies ars
made of the order placed by the store manager at the time of
the salesman's call. At the end of the week, the store mana-
ger sends all of his copies of orders for merchandise which
he has purchased from salesmen to the branch office. The
store is then charged for these goods at retail, The sales-
man also sends a copy of the receipted bill to the branch
office. The salesman's copy and the copy sent by the store

manager are then compared and paid.
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The following page shows a representation of the order
form and the control sheet foarm. NoO attempt has been made
to represent these by scale. The content, however, is the
same as the forms used in practice. These are samples of the
forms used in the grocery department of the food store. The
neat, produce, bakery and dairy departments also utilize the
control sheet principle in ordering although they take on a
different form from the ones represented here,

The store manager is informed of merchandise to be feat-
ured tarough a sales plan sent to him before the time of or-
dering in the store., Other techniques are used to keep
store personnel posted on umercnandise wihich is receiving
speclal promotion. The aistrict manager plays an important
role in tuils respect along with special announcenents mailed
to store mansgers from various merchandisers at the branch
headquarters.

Farm products or any products purchased locally are paid
for in cash by the store manager. The receipt for these
goods is then sent to the branch office. Charges are made
back to the store at retail.

The ideal condition would be to have one order delivered
to each store each week. This rule varies with backroom
storage area, sales volume and other considerations. Emer-
gency celiveries can be obtained usually in the seme day that

the energency order is placed.
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Each store is given a prescribed time for its orders to
be in the warehouse., Tue oraer is placed apnproxiumately four
days before it is received. Sorne of the larger volulie stores
nave tnree deliveries a week scheduled. These stores divide
tne order into tiree sections. Ordering i1is done ror one sec-
tion of the store at a time and eacn section comprises a loed
of merciiandise. The entire store is not covered in the or-
aering process wnen tinis metiaod is used. 30rle menagers pre-—
rfer to order for tus euntire ctore even winen the orders are
received turse tires a week. All nercnandise 1s billed to
the store at retail price. Tne nenager does not calculate the

retall price of any of the merciaanaise.

Store Supervision

The store manager is unaer tie direction of & district
manager wio 1s in turn under the supervision of the general
district manager. The district manager is avecilable to as-
sist tne store manager at any tine a special problem arises
where the store nanager consiaers tnat his zaild is needed.
Tine dlstrict manager also narxes regular uanscireauled calls on
tie various stores in the dilstrict. A district usually con-
tains about ten stores and the district ilaneger 1s respons-
ible for the proper oreration of eacn one of these stores.,
Wien sowetning gO0es wrong, such as consistent inventory short-

aies, le nust spena a considesrable amount of his time at tnis
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one store in an atte:ipt to aid the store manager in solving
the nroblem involved.

The general district manager controls tne operation of
all stores in the district through store reports. These re-
ports are in the form of weekly sales reports witnh a compar-
ison of the sales Tor tiuls same wesk one year ago elong with
tas sales of the limmedlately preceding week. The number of
clerk hours to sales is also reported (one clerk hour for
gach 3100 sales is the goal). Period inventory reports are
also sent in to the district rianager as well as weekly cash
recister balance reyorts snowing the cash register overages
and shorteges for tne past week. The general district mana-
ger glso visits districts along with tihe district ranager.
The general district manager must confine nis visits general-

ly to cistricts wiicn nave tue 1108t pressing problems.

Mercnanaising Program

Tne principal function of & aistributing organization
suci as tnis one is sellirge. s£ll activities must be pointed
toward the ultimate goal of increasing sales. ilerchandising
meetings are designed to coordinate the selling activities of
the entire organization.

Tne merclhandising personnel of the branch office con-
sists principally of grocery, produce and mezt buyers and
tae mercnandise nwnagers., The buyers are responsible to thne
merchandising manager wio is, in turn, resnonsible to thne

brancih rcnager. A nmercaandising board 1s centered around
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tiiese inaividuals at the branch level. Cther persons on
suchh a board ere alstrict wanagers, advertising depertment
reoresentatives, ana warciaouse and service departiient offi-
cers. Store menagers ordinarily attend these meetings on a
rotating basis (3ee Caart 3).

During thelr weekly meetings, new products are presented
to the group. Tiielr feeling is obtaoined as to wnether or not
the product saould be stocked. 4t this time, cans of goods
are often opened and samples are judzed. Tiie buyer lhias en
opportunity to present all of the Tacts concerned witihh the
proauct wiich would affect the sale. wmach man on the merch-
andising board states his opinion concerning the p»roduct and
its salss potential.

aldvertising and speclal szles promotions are oresented
ror the coning sales period. Tie advertising layout 1s pre-
sented to tle group just es it is to arpeur in the paper for
cacn of tihe four weeks. wach person on the board is per-
mitted to express nis opinion concerning the advertisinge.
Taere are tinss wnen the aavertising man must re-plan ais en-
tire layout aue to tie proup opinion. There ars other tiies
viien tlhe layout is not chungsd in any way. Further discussion

will be prssented concerning the mochanics of the advertising

ct
}oe

Gepartment in this chain orgaznization.

bales perforuance for the past period is reviewed at tiais

0]

neeting. The performance record indicates the weaxness which

can be overco:ixe by proper action in the coning period. Sales
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profits and volume are compared to a sales and profit budget.
This serves to indicate the position of the branch concern-
ing planned operations. The merchandising meeting is pro-
vided for the consideration of past performance and the pre-
sentation of plans for the coming period.

Tnis information 1s carried back to the store managers
through the general district manasger and district managers
by personal communication. The sales plan is an important
printed communication which the merchandising group has with
the store managers. A sales plan lists all items which are
going to be advertised in the coming week. Such advertising
will appear on Tnursday approximately eleven days after the
store manager receives the sales plan. This allows time for
the store to receive a delivery from the warehouse before the
advertising is printed.

The "survey" is sent to each store manager by any one of
the buyers. The buyer can then determine more accurately how
much of an item a store manager believes he can sell during
thls promotion or under other specific selling conditions.
The survey 1s a method of determlning the selling potential
of all the stores in the branch. Such information is then
used by tne buyer in deciding what cquantity to buy.

It is recognized that the actual organization of the
weekly sales meetings is variable., 4t regular intervals, the

planners of sales strategy meet with the field organization
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personnel primarily responsible for the successful execution
of sales strategy. Such is the general pattern of the sales
neeting.

The field group is given recognition through these meet-
ings. They are allowed to participate in future sales plann-
ing. Reasons for policies can be stated at this time and any
cuestions arising clarified at once. It provides the oppor-
tunity for the responsible personnel in a selling organiza-
tion to meet for a snort period each week to take part'in a
planned program for future progress. The exact techniques
used to accomplish a sales objective are necessarily variable,
reflecting tie personalities ot the group. However, the over-
tone of optimism aopears to be a constant element in the ef-
fort to accomplish the selling objective.

The period sales meeting which is held once a month is
a larger meeting than the weekly merchandising meetings that
are held each Monday. Plans for the entire four week period
are discussed at the period meeting. District menagers and
some store menagers are included at this time. Tne weekly
merchandising meetings consist principally of the merchandis-
ing heads, buyers, advertising and managenent depertuentse.

In gencral, the weekly meeting is a follow through on the
plans of the period meeting and is a less extensive meeting
as far as policy formulation and number of employees present

are concernede.
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Advertising5

Tae advertising of tuls grocery chain is a»nnroached
through two advertising organizations within the coripany.

Tae functioning of these two advertising cenartments and the
relationships of one to tiie other will be explained.

Tihe organizational cinart of thes general office indicates
an advertising departunent located under tne szles promotion
departuent whicih is part of tane merchcndising division of the
gerneral office. A more complete idea of the organization of
tae general ofrice advertising staff is shown by the follow-
ing chart (Cnart L4).

Tile entire advertisingz department consists of six sec-
tions and 28 employees. These employees are responsible to
tne advertising manager wilo reports to the vice president in
cnarge ol sales prorotion. a brief description of the duties
of these various aepasrtments will serve to explain more fully
tne role walch tnis aavertising department plays in the over-
all promotion of the coumnanye

The packaging departiient is the smallest of the six de-
partments. The responsibilities here are in the developuent
of labels to be used on manufactured products of tnis food
citain. Tnese labels are designed end produced in tnis de-

partmnent.

>Thomas i'anos, Jre. A Stucy of the Construction of Ilews-
nzper AGvertisenents VWithin Retall Food Cheins. A Thesis:
.ichigan State College. 1952. passim.

o]

-
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Kach branch is contacted concerning the particular news-
paper recuiremsents ana reguests for that area. Local condi-
tions, competition ana what other branches arc doing 1s given
consideration.

The radio shows are actuclly develoned by outside ad-
vertising agencies. Tney are reiinbursed the standard 15 per-
cent fee. Tae planning and steps involved with tne produc-
tion, frow the advertising standpoint are part of the duties
of the redio division.

Store display involves the creation and nroduction of
store winaow banners, aisplay signs, and interior decoration
involving mercnandising. Tiae store display is part of the
production departriente.

Tue sales liessage or written word is prepared by the
copy ssctlon. Tune importance of tnis department can be readi-
ly recognized since the printed message is the selling mess-
age of the advertisement. Tne new approach to the presenta-
tion of sales nessage requires creativeness and this message
rmust be tied in closely with thne work of the art departient.

The copy or selling message is sent to tne art depart-
ment. Tnis is tnen considered anda appropriate art is fitted
to the copy. The necessity ror close cooperation between
the art end copy aepartments is thus made evident.

The proauction departiient is in charge of scineduling all

work 1n process. This department coorainates all departments



73
and in this way becounes the general overseer of activity in-
volved with the formation of the advertisenent from tne
point of tane creation of idea to the presentation or the
finished work to tie newspaper.

Speclal recuests orf tane branches are also sent to the
prouuction section. Arrangerents are iade ror the shinment
of finished work, includiiig special requests, to the various
brancnes, Tie work of tie copy and art sesctions are alced
by files mainteinea by tae proauction department. rroorfs of
all aavertiseilsuts aie waiatained frow four to five yeers
back. Tie aavertiscing povox aad Gisplay catalogue are pre-
pared by tue production staff. These two formas are tie prin-
cipal means of cosmunication between the general ofrice ad-
vertising and branch headquarters advertising. Tiie advertis-
ing book will be discussed first.

A branci receives tinis book two weeks in advance of the
period for whicn the aavertisements are to be prepared. Ila-
terial contained 1n this book is in the form of a tull sized
nevisvaner vage. . These pages witnln tillis boox are intended
to be used in the capacity or suggestions. A brancn adver-
tising wangger is free to use or rsfrain from using this me-
terial ss ne cnooses. 10wever, plates of thess »ages are
neld in Cincinnati and sent to branches on request. The re-
lationsnip of tals boox to branch advertising will be dis-

cussed later.
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The free hand waich branch advertising enjoys perailts
the service aspect of the adavertising book to be treated as
a service and not as a must. Conpletely indenendent leyouts
are created by sone brancines. Indepenaent creation is en-
couraged on the part of the branch acvertising rianager. Tiae
general office submits its sugcestion to tne branch prinarily
in the effort to guide anc to stimulete tiue branch advertis-
ing activity.

Tae entire program will be seriously handicavned if ade-
cuate Holint-of-sgle preparation is not nade available. The
obtaining of tuls ooint-of-sale materisl is made possible
through the use of the disdlay catalogue. A copy is sent to
each of the branches elong with the advertising booke.

actual size representation would be too cuwibersome to be
practical; nhowevsr, proportionality is maintained in the rep-
resentation of window bannsrs, signs to be nung on wires,
s.ielf signs, display caras ana all similar material contairned
in tae alsplay catalogue.

Craer forms are enclosed upon whicn the nuwaber and types
0 si.ns are indicatea by tine branclh along witn wiat 1s de-

S

e

sircd to be printed oxa these signs or display pleces. In tn
way, tie general oriice notiries tile orazacihss of tune waterial
wilcn is available ol tnis polnt-of-szle anc disvlay tyve.

Tne branci can tuen seliect rro:m tols wiat i<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>