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ABSTRACT

Bantams, the new modern convenience food stores, are heralded as
one of the greatest advancements in food distribution since the inception
of super markets. The objectives of this study are: 1) to determine
some reasons for the emergence of bantams, 2) to determine the general
characteristics of bantams and 3) to estimate the operating cost and
profit functions for bantams and conventional convenience stores,

The first objective is attained by examining industry trends from
various sources and reviewing the Federal Trade Commission's report,
"Economic Inquiry into Food Marketing, Part I, Concentration and
Integration in Retailing." Willard Mueller and Leon Garoian's report,
"Changes in the Market Structure of Grocery Retailing 1940-58" also
provides valuable insights, as do the various reports published by
the House of Representatives' Select Committee on Small Business.

The second objective was achieved by visiting several bantam
operations and studying four companies quite intensively.

The third objective is accomplished by estimating operating cost
and profit functions for bantams and conventional convenience stores.
The economic-engineering method is used to estimate the operating cost
functions, Profit functions are estimated by subtracting the operating
cost functions from the gross margin functions. Both functions are
presented as algebraic formulae, graphic break-even charts and con-

densed operating statements or budgets.

It is concluded that location is the single most inportant factor
that influences sales. It is further concluded that the ability to

attract sales is the most significant factor affecting the profitableness

iv



of a convenience store. Both bantams and conventional convenience

stores have a high initial fixed operating cost which increases much slower
than gross profit as sales increase. In both cases, profit increases
rapidly once break-even volume is reached and the store approaches

capacity.

It appears as though the smaller conventional convenience stores
(about 1,500 square feet) will be forced out of the picture as break-
even volume is very close to capacity volume. The competition will be
between the larger conventional convenience stores and bantams, both
with about 2,400 square feet. Bantams have a slightly lower operating
cost function, primarily because they do not have a fresh meat department.
However, the difference is so slight that the store with the most sales
attracting ability will most likely survive.

Bantams seem to be more successful in attracting sales than con-
ventional convenience stores, mostly because of location, but partly
because of appearance and merchandising methods. Some existing con-
ventional convenience stores have some of the characteristics of bantams,
and any classification is arbitrary. It seems likely, however, that
future convenience stores will tend to have the bantam's characteristics.

The change will be gradual, however, as many conventional conven-
ience stores are being operated with old, depreciated capital, and
they will be able to remain in business, and make a profit, until a major

capital replacement is needed.
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CHAPTER I

INTRCDUCTION

The bantam, a new type of convenience store that has been
introduced during the last few years, has been heralded as the greatest
advancement in food distribution since the inception of the super market.

Trade sources report:

Up to 30 inventory turns per year
Modest investment required

Sales up to $6,000 per week

23 to 25 percent gross margin

8 to 10 percent net margin

25 to 50 percent return on investment

Individual owner-operators making up to$5,000 per year

There is no precise definition of bantams, but essentially, they
are modernized convenience stores that are taiiing advantages of population
shifts, increasing incomes, and improved transportation methods, They

are designed to fill a particular market void, left by both super markets

and conventional convenience stores. Their success has been attributed

primarily to spatial and time convenience, cleanliness and improved
methods of operations.

Ever since the introduction of super marikets, the number and
importance of small stores has been decreasing. Some observers think
that super markets will eventually replace all small convenience stores.
Others believe that there will always be a place for some minimum number
of small convenience stores. The bantam represents the first major
attempt to modernize and revive the small convenience type of store.
Since bantams are primarily convenience stores, it is felt that they will

not effect super markets materially. If they are successful, however,



they will have a drastic effect on small conventional convenience
stores, to the extent that they may eventually replace them entirely.
It is this latter problem that this study is primarily concermed with.

The first objective of the study is to examine the structure of the

retail food industry to determine some of the reasons for the emergence

of bantams.

The second objective is to determine the general characteristics

of bantams and to establish some limits within which convenience stores

can be classified as bantams.

A third and final objective is to estimate the cost and profit
functions for a bantam and two different-sized conventional convenience
stores to see if bantams have a cost advantage over conventional con-
venience stores or if their success depends primarily on non-cost factors.

Chapter two is devoted to a discussion and analysis of the retail
food industry, including the economic environment, organizational patterns

and market shares, the growth of super markets and the decline of the

convenience segment of the food market. Chapter three considers the

bantam, it's characteristics and some reasons for it's entry into the

food industry. An example of a nine-unit, franchised group is used,

partly to clarify the bantam's characteristics and partly because this

group is representative of existing bantams. In chapter four, the

theoretical framework and the research methodology is discussed in

detail., The economic-engineering method of estimating cost and profit

functions is used instead of fitting mathematical equations statistically,
The cost functions for a bantam and two different-sized conventional

convenience stores are presented in chapter five. The cost functions



represent the estimated costs of operating new stores where no
resource is fixed, rather than existing stores, wnere certain com-
mittments influence capital requirements and operating costs. In
this respect, the analysis is long run; however, after the size and

kind of store has been established, as is done in this stuay, the

analysis becomes short run. Chapter six is devoted to profit de-

termination. In chapter seven, several comparisons are made between

bantams and conventional convenience stores. These comparisons lead to

some general conclusions about bantams and their potential. Chapter

eight is a summary of tne entire study.



CHAPTER II
THE RETAIL FOOD INDUSTRY
Introduction

Food retailing is the largest industry in the United States. 1In

1/
1959, food store sales amounted to 50.3 billion dollars,— The industry

has historically been one composed of many relatively small retail
outlets, However, the introduction of the super market in the 1930's
marked the beginning of a new era in food distribution. During the
last twenty-five years the super market has become the dominant factor
in food distribution. 1In fact it has been so successful that many other
types of retail stores have copied the idea of mass display and self-
service from them. 1In the food industry, super markets have not been
content with capturing only the added sales, as a result of increasing
population, built-in maid service and the addition of new items, but
they have been very successful in taking business away from small con-
venience type stores. Perhaps most of the super markets' success has
been due to lower prices; however, part of the success must surely be
attributed to the status quo of the small store. Changes have taken
place so rapidly that the industry has grown up practically overnight.
Today, food retailing can rightfully be considered as big business. With
these changes, of course, came many problems.

During the years 1958 and 1959, the Federal Trade Commission
started an extensive inquiry of Food Marketing, particularly in respect

to concentration and integration of food retailing. It also began

1/ "Economic Inquiry into Food Marketing, Part I, Concentration and
Integration in Retailing" Federal Trade Commission, 1960, p. 39,

4



5
investigating the actions of specific chains, particularly in regard to
mergers, Further evidence of concern about the big business aspect of
food retailing was the decision of the House of Representatives to form
a Select Committee on Small Business to conduct hearings on the problems
of small businesses in food distribution, Two important and very useful
reports were released in 1960. One was the Federal Trade Commission's
report,v"Economic Inquiry Into Food Marketing, Part I, Concentration and
Integration In Retailing."gj The other was an analytical report by
Mhellef and Garoian from the University of Wisconsin entitled, '"Changes
in the Market Structure of Grocery Retailing 1940-58."21 In both
reports, major emphasis is placed on concentration and it's effect on
competition,

Concentration in food retailing can be viewed in two perspectives.
First, it can be viewed in terms of store ownership or method of operation,
that is, how the market is divided among corporate chains,ﬁl voluntary
chains,éj cooperative chainséj and 1ndependentsZ{ This is the approach
taken in the two reports mentioned above. Second, it can be viewed

in terms of store size or type of sale made to the consumer, that is,

how the market is divided between super markets and convenience stores.

2/ Op Cit., Federal Trade Commission

3/ Changes in the Market Structure of Grocery Retailing 1940-58,

Willard F, Mueller and Leon Garoian, University of Wisconsin, April 1960.
4/ A corporate chain is defined as a company operating 1l or more stores.
5/ A voluntary chain is defined as a group of retailers who have an
agreement with a wholesaler regarding the purchasing of merchandise and
the providing of services. Usually they operate under & common name such
as IGA.

6/ A cooperative chain is defined as a group of retailers who collectively
own a warehouse for the purpose of purchasing merchandise. Usually they
operate under a common name such as Certified Grocers and usually the
management of the warehouse provides services similar to those provided by
the voluntary wholesaler.

1/ An independent is defined as a company with less than 1l stores which
does not operate a warehouse nor belong to a voluntary or cooperative
group.







In this study, concentration is viewed from this latter perspective.
Before developing this further, however, it will be helpful to consider
the economic environment in which food retailing operates and some trends

in organizational patterns and market shares.
Economic Environment

Food retailing firms operate within the general framework of
imperfect competition, in the sense that the firms are neither in perfect
competition nor perfect monopoly. The theories of perfect competition
and perfect monopoly are characterized by very limiting assumptions,

They have been criticized as being oversimplified and too far from reality
to be useful to businessmen. It should be borne in mind, however,

that the theories are not designed to describe the entire complex

of firm activity. Their major objective is to serve as a model or

measure of comparison in evaluating the price-quantity behavior and
performance of firms. Their over-simplification permits an investigator
to reduce the number of variables in the analysis, and in this framework
the theories are useful. On the other hand, I think the theory of
imperfect competition attempts to describe how firms do in fact behave,

in addition to serving as models or measures of comparison.

The theory of imperfect competition exists in two frameworks:

1) the theory of monopolistic competition, characterized by many,
relatively small firms having relatively little influence on each other,
and 2) the theory of oligopoly, characterized by few, relatively large
firms with a considerable degree of interdependence. Both of these

theories apply to food retailing firms. If one were concerned with the
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national trend of aggregation considering the national, multi-store chains,
the regional, multi-store chains and the independent, one store operatioms,
the theory of oligopoly would be most applicable, It would have to account
for a few large firms, which act as price leaders existing simultaneously
with a large number of small firms acting as followers. On the other
hand, if one were concerned with the analysis of individual stores, re-
gardless of whether they were part of a multi-store group or not, the
theory of monopolistic competition would be more appropriate. It was

this latter framework that was thought to be most applicable for this
study as the analysis is concerned primarily with individual stores, that
is, a comparison of bantams and conventional convenience stores, A brief
review of the theory of monopolistic competition will help to establish

a framework for the rest of this report,

The theory of monopolistic competition was introduced by Professor
Chamberlin in 1933 as a result of his dissatisfaction with the theory of
perfect competition as a theory of value, He submitted that, '"both
monopolistic and competitive forces combine in the determination of
most prices and therefore a hybred theory affords a more illuminating
approach to the study of the price system than does a theory of perfected
competition, supplemented by a theory of monopolflél Chamberlin used
the theory of perfect competition as a starting point and later worked
in monopoly elements. He concluded with a blend which he called mono-
polistic competition.

The theory rests very heavily on the concept of product differentiation,
Chamberlin submitted that, "Differentiation may be based upon certain

characteristics of the product itself, such as exclusive patented features;

8/ Chamberlin, Edward Hastings, The Theory of Monopolistic Competition,
(Cambridge: Harvard University Press, 1956) P. XI, Preface.




trademarks; trade names; pecularities of the package or container, if any;
or singularity in quality, design, color or style. It may also exist
with respect to the conditions surrounding it's sale. In retail trade
to take only one instance, these conditions include such factors as the
convenience of the seller's location, the general tone or character of
his establishment, his way of doing business, his reputation for fair
dealing, courtesy, efficiency, and all the personal links which attach
his customers either to himself or to those eméloyed by him, Insofar
as these and other intangible factors vary from seller to seller, the
'produce' in each case is different, for buyers take them into account,
more or less and may be regarded as purchasing them along with the
commodity itself. When these two aspects of differentiation are held
in mind, it is evident that virtually all products are differentiated,
at least slightly, and that over a wide range of economic activity
differentiation is of considerable importance."gl

Product differentiation causes the demand curve facing a firm to
take on some degree of slope, that is, it is not perfectly elastic as
in perfect competition.‘ No firm can sell all it wants to at the market
price, It also means that each firm has some control over the price it
receives and the quantity it offers, even though this control may be
ever 8o slight,

The aspects of differentiation that apply most to retail food
stores are: spatial or location differentiation, product differentiation
and the differentiation that is created by circumstances surrounding the
sale, including the hours the store is open for business. Other things

being equal, customers who find a retailer's location most convenient

9/ Ibid. pp. 56 and 57



to their homes will trade with him rather than accepting more or less
imperfect substitutes in the form of identical goods at less convenient
locations, This is what is meant by spatial differentiation. Product
differentiation is achieved in food retailing primarily through the use
of private brands and labels. Almost all large, and many small, chains
and merchandising groups have some private label merchandise. The
contents of different brands may be exactly the same except for the
package or label, thus differentiation isn't really obtained with a
different product, but rather with the reputation and associations formed
by consumers with the respective brands. The reputation and associations
are, of course, influenced by advertising. Differentiation regarding
circumstances surrounding the sale include such things as the availability
of credit and delivery, the personality and attitude of the clerks, the
appearance and cleanliness of the establishment, etc.

Chamberlin submits that, "the theory of pure competition falls
short as an explanation of prices when the product is (even slightly)
differentiated. By eliminating monopoly elements (i.e., by regarding
the product as homogeneous) it ignores the upward force which they exert,
and indicates an equilibrium price which is below the true norm."lg/
Under monopolistic competition a firm's market is separated to a degree
from that of his rivals, It's sales are limited and defined by three
factors: price, product type and selling outlay.

""Monopolistic competition then, concerns itself not only with the
problem of an individual equilibrium (the ordinary theory of monopoly),

but also with that of a group equilibrium (the adjustment of economic

10/ 1bid., p. 64
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forces within a group of competing monopolists, ordinarily regarded
merely as a group of competitors). 1In this it differs both from the
theory of competition and from the theory of monopoly."ll/

Chamberlin submits that a firm operating under conditions of mono-
polistic competition is usually characterized by excess capacity. Excess
capacity is the rule;.rather than the exception in retail food stores.
Most stores could reduce their unit costs by increasing sales. Perhaps
this explains why retailers are so much more interested in increasing
sales than reducing costs. Most of them are in fact operating on the
downward sloping portion of their average cost curve. I think most
everyone would agree that the cost of distributing food would be reduced
if there were fewer, but larger food stores. Thus, the theory of mono-
polistic competition partly explains and supports the trend to fewer
and larger retail food stores. The disadvantage of highet costs under
monopolistic competition, must be weighed against the increased variety
of product types, and the added convenience of numerous stores,

It should be pointed out that the above theory applies primarily
to the economic environment in which the individual store finds itself,
To the extent that individual stores are not independent, as in the case
of corporate chain stores, the theory is limited. However, various aspects
of individual corporate chain stores are independent, for example, number
of items, store hours, amount of customer service, and certain merchan-
dising techniques. Thus the theory is believed to be fairly accurate
when one uses the individual store as a focal point.

A second limitation of the above theory should also be noted. The

above theoretical framework is a static one. Retail food firms exist

117 1bid. p. 67
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in a dynamic framework. This causes considerable problems if one tries
to use the theory to explain the entire complex of individual store
behavior. Until a satisfactory dynamic theory is developed, the above
static theory will have to suffice. Even though it can not be used to
describe the entire complex of store behavior, it can be used quite
satisfactorily to provide a framework for analyzing problems of individual
stores. This is the objective of it's use in this study. We turn now
to a brief description of the most important organizational patterns

that have evolved in food retailing.

Organizational Patterns and Market Shares

Consumer Expenditures for Food

Total food consumption in the United States is increasing primarily
because the population is increasing. Average per capita food consumption
has decreased, from an average of 1,578 pounds for the years 1925 to
1929 to an average of 1,502 pounds for the years 1954 to 1958. The
per capita consumption of dairy products, eggs, meat, fish, poultry,
citrus fruits, tomatoes, coffee, tea and cocoa are increasing while the
per capita consumption of flour, cereal products and potatoes are declin-
1ng.lz!

Improvements in food processing and handling are causing changes in
the form of many products found in the retail food store. Due to improved
refrigeration and freezing methods, there has been a tremendous increase
in frozen foods. It is estimated that 6,000 new items reach the buyers'
desk of a large chain store annually. On the average, only about 415

are accepted, but this results in a net addition because only 355 are

diacontinued.lé/ Generally, there is an increasing amount of built-in

12/ Op. Cit. p. 32, Pederal Trade Commission
13/ Chain Store Age, Oct. 1960, p. 81



12

maid service in many products, resulting in less preparation time on the
part of the housewife.

Total expenditures for food have increased from 19.5 billion dollars
in 1929 to 69.1 billion dollars in 1958, (see table 2.1). The increase
wag due primarily to an increase in population, inflation, built-in
maid services and a general up-grading of the diet. The proportion of
consumers' disposable income spent for food has remained relatively constant
during the last 30 years. 1In 1929 it was 23.5 percent and in 1958, it
was 22.3 percent., This indicates a general up-grading of the diet bew
cause per capita disposable income has increased relatively more than
the consumer price index for food. Per capita disposable income increased
from 1,291 dollars in 1948 to 1,784 dollars in 1958, an increase of
38 percent, while the consumer price index for food increased only
15,6 percent during the same period.

Retail Food Store Sales

Retail food stores, grocery and specialty, continue to account for
the major share of consumer expenditures for food., In 1929, retail food
stores accoﬁnted for 10,8 billion of the 19.5 billion dollars spent for
food, about 55 percent of the market, In 1958, they accounted for
50.3 billion of the 69.1 billion dollars spent for food, about 73
percent of the total.

The transition from specialty stores to grocery storesEﬁ has con-
tinued at a steady pace since 1929. 1In 1929 grocery stores accounted
for 7.4 billion dollars or 67.9 percent of all food store sales, In

1958 grocery stores accounted for 44.5 billion or 88.6 percent of all

food stores sales (see table 2.2), The desire on the part of consumers

14/ A grocery store is defined as a complete food store, handling dry

groceries, meat, produce, frozen food and dairy products, whereas a
Specialty store may handle only ome or two product lines.
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Table 2 1 Consumer Expenditures for Food, 1929 to 1958

cxpenditures
Expenditures Per Capita for Food as
for Food Expenditures Disposable Percent of
(billions of Population for Food Income Disposable
Year dollars) (thousands) (dollars) (dollars)  Income
1929 19.5 121,875 160 682 23.5
1930 18.0 123,188 146 604 24,2
1931 14,7 124,149 118 514 23.0
1932 11.4 124,949 91 389 23.4
1933 10.9 125,690 87 364 23.9
1934 12.2 126,485 96 411 23.4
1935 13.6 127,362 107 458 23.4
1936 15.2 128,181 119 517 23.0
1937 16.4 128,961 127 551 23.0
1938 15.6 129,969 120 505 23.8
1939 15,7 131,028 120 538 22.3
1940 16.7 132,122 126 576 21.9
1941 19.4 133,402 145 697 20.8
1942 23.7 133,860 176 871 20.2
1943 27.8 136,739 203 977 20.8
1944 30.6 138,397 221 1,060 20.8
1945 34.1 139,923 244 1,075 22.7
1946 40,7 141,389 288 1,136 25.4
1947 45.8 144,126 318 1,180 26.9
1948 48.2 146,631 329 1,291 25.5
1949 46.4 149,188 311 1,271 24.5
1950 47 .4 151,683 312 1,369 22.8
1951 53.4 154,360 346 1,474 23.5
1952 55.8 157,023 355 1,520 23.4
1953 56.6 159,636 355 1,582 22.4
1954 57.7 162,417 355 1,582 22.4
1955 59.2 165,270 358 1,661 21.6
1956 62.2 168,176 370 1,727 21.4
19571/ 66.4 171,196 388 1,782 21.8
1958~ 69.1 174,064 397 1,784 22.3
1/ Preliminary
Source: "Economic Inquiry into Food Marketing, Part I, Concentration

and Integration in Retailing', Federal Trade Commission, January 1960
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Table 2.2 Sales of Retail Food Stores and Grocery Stores,
Selected Years, 1929 to 1958

Total Sales (Millions of Dollars) Grocery Store Sales
Food Grocery as a Percent of all
Year Stores Stores Food Store Sales
1929 10,837 7,353 67.9
1939 10,165 7,722 76.0
1948 29,208 24,730 84.7
1954 39,762 34,421 86.6
1957 47,786 42,444 88.8
1958 50,263 44,546 88.6
Source: '"Economic Inquiry into Food Marketing, Part I, Concentration

and Integration in Retailing', Federal Trade Commission, January 1960

Table 2.3 Number and Average Sales of Grocery Stores,
and Average Number of People Per Store,
Selected Years, 1929 to 1958

Number of People Average

Grocery per Sales Per
Year Stores Population Store Store
1929 307,425 121,875,000 396 $ 23,918
1954 279,440 162,417,000 581 123,178
1958 243,6251/ 174,064,000 714 182,846

1/ Preliminary

Source: '"Economic Inquiry into Food Marketing, Part I, Concentration
and Integration in Retailing'' Federal Trade Commission, January 1960
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for one-stop shopping is perhaps the major reason for the decline of
specialty stores, however it is generally believed that the large super
market, the predominant type of grocery store, has lower prices than
the small specialty store and this no doubt also has considerable
influence.

Number and Size of Grocery Stores

In 1929, on the average, there was one grocery store for every
396 people. 1In 1958, there was one for every 714 people. This change
is due primarily to an increase in population and a decrease in the
number of grocery stores. The population of the United States has in-
creased from 121,9 million in 1929 to 174,.1 million in 1958, an increase
of 52,2 ﬁillion or 43 percent, On the other hand the number of grocery
stores has decreased from 307,425 in 1929 to 243,625 in 1958, a decrease
of 63,800 or 20.8 percent (see table 2.3).

The average annual sales of grocery stores has increased from
23,918 dollars in 1929 to 182,846 dollars in 1958, an increase of
415 percent. In addition to the increase in population and the
decrease in the number of grocery stores, the increase is due to
inflation, improved diet, shift from specialty store to grocer} store
and the increase in the number of items.

Market Shares

The perennial problem of chains versus independents still exists,
however, to a much lesser extent than during the period of the anti-chain
legislation, Perhaps the main reason is that the independent food re-
tailer is no longer independent, at least not entirely. Most independentg
bave given up some of their independence by affiliating themselves with

a vholesaler, either on a voluntary contractual basis or on a cooperative
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ownership basis. Both of these are in fact sometimes referred to as
chains, that is voluntary chains and cooperative chains in contrast to
corporate chains.

A voluntary chain is one in which a privately-owned wholesaler has
a contract or agreement with independently-owned retailers whereby, the
retailers agree to purchase the majority of their merchandise from that
wholesaler. The retailer is also permitted to associate his store with
the trade name selected by the wholesaler, such as IGA, Red and White
and Super Valu, Primary advantages of this arrangement are group buying
and advertising. It is generally believed that voluntary chains are able
to place merchandise in the independent's store at lower prices than
the unaffiliated wholesaler primarily for two reasons. First, because
they are able to buy in larger quantities and are able to get car lot
prices and quantity discounts, The size of their purchases also gives
them more bargaining power over price. This is not true in all cases,
however, because some unaffiliated wholesalers also buy in large
quantities. A second advantage is that the affiliated wholesaler is
better able to predict the quantity of merchandise that his retail
customers will be ordering and he does not have to maintain as large of
an inventory to prevent an excessive level of outs. 1In addition, the
cost of extensive advertising is usually prohibitive for one store
unless it is very large. A group of affiliated stores, operating under
& common name, can all use the same advertisement and share the cost.
Other services, such a financial analysis, training programs, research,
store supervision, site selection and financing can also be provided

at less cost on a group basis than on an individual basis.
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A cooperative chain is one whereby a group of retailers actually
own the warehouse and hire a manager to operate it, The same advantages
of quantity buying, group advertising and other services exist for the
cooperative chain as for the voluntary chain. Cooperative chains argue
that they can provide merchandise to the stores for a lower price than
the voluntaries, because they do not operate for a profit. Usually they
return any excess of charges over cost to the members in the form of
patronage dividends. Sometimes, they retain funds for growth, but
these are credited to the members. Both, voluntary and cooperative chains
sell to non-members, but the majority of their sales are to members.

The importance and growth of the affiliated independent is illustrated
in table 2.4, which shows a breakdown of the share of total grocery
store sales accounted for by corporate chains, unaffiliated independents
and affiliated independents., In 1947 corporate chains accounted for
37 percent of the market. 1In 1959, their share had increased to
39 percent, Affiliated independents on the other hand, increased their
share of the market from 29 percent in 1947 to 47 percent in 1959,
Unaffiliated independents suffered a decrease in their share of the
market, from 34 percent in 1947 to 14 percent in 1959. It should be
remembered, however, that these figures pertain only to grocery stores
and not all food stores. If all food stores were considered, the un-
affiliated independents' share would be larger as most of the nomn-
grocery food stores are unaffiliated independents.

Without doubt, some of the increased share accounted for by
affiliated retailers was due to increased membership, relative to
unaffiliated retailers. However, much of their success can be

attributed to group buying and advertising, and a general upgrading of
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Table 2.4 Share of Grocery Store Sales by Corporate Chains,
Un-affiliated Independents and Affiliated Independents,
Selected Years, 1947-1959

1947 1953 1956 1958 1959
(percent of grocery store sales)

Corporate Chains 37 36 37 39 39
Un-affiliated Independents 34 25 19 16 14
Affiliated Independents 29 39 44 45 47
Total Grocery Store Sales 100 100 100 100 100

Source: Progressive Grocer Magazine - Facts in Grocery Distribution,
1960
their member retailers both in size of store and in efficiency of
operation. 1In fact, it is generally accepted that the affiliated
independent is in as favorable a position from a competitive stand-.
point as the corporate chain. Perhaps the major advantage of a corporate
chain lies in the degree of control it can maintain over its retail
operations. However, what the voluntary and cooperative chains lack in
control they seem to make up in greater flexibility. To some extent
corporate chains have established franchised or affiliated independents
as a part of their operation, such as the Red Owl Agency Stores. On
the other hand, some affiliated independents own and operate some
corporate stores, such as Super Valu., This arrangement appears to offer
advantages to both groups and perhaps there will be more of it in the
future,

It was stated above that concentration in food retailing can also
be viewed from the perspective of store size, Any division of the
industry according to store size is somewhat arbitrary, however, there
are two quite distinct segments, one consisting of super markets and

the other consisting of small convenience stores. This, however, is
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not the precise demarcation that I have in mind. I would really like
to divide the market by the type of purchase made by the consumer.
Let us denote as '"major purchases' those relatively large, infrequent
purchases usually made once a week to provide the bulk of the family's
needs, and let us denote as ''convenience purchases'' those relatively
small, more frequent "fill-in" purchases usually made between the major
purchases. Super markets account for the bulk of most peoples' major
purchases and small convenience stores account primarily for the con-
venience purchases; however, super markets account for some of the
convenience purchases and convenience stores account for some of the
major purchases. If these two influences offset each other, the size
of each of these markets can be estimated roughly to be 69 percent of
the market for major purchases and 31 percent for convemience purchases.
The exact size of each segment is not as important as the differences
in the type of store catering to each segment. We will, first, consider

the super market segment and then the small store or convenience segment,
The Growth of Super Markets

One of the most significant advancements in the history of food
distribution is the development of the super market. The super marketlgf
with it's large volume, mass displays and self-service, is one of the
major reasons for the relatively low price of food. The consumer price
index for food has risen only 24.4 percentage points, from 95.9 in
1947 to 120.3 in 1959 whereas the consumer price index for all commodities
has risen 28 points, from 95.5 in 1947 to 123.5 in 1959. The typical

8ross margin in grocery stores before the super market was 30 to 35

percent. Today the gross margin of most food chains is about 19 percent,

15/ A super market is defined as a grocery store with an annual sales
volume greater than 375,000 dollars.
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Many large super markets can operate profitably with a gross margin as
low @8 16 to 17 percent. This represents a substantial reduction in the
cost of food to consumers. The super market is not responsible for all
of the savings, but it is the vehicle through which the savings are
possible.

The data on average sales per grocery store presented above is
somewhat misleading. As was mentioned, the average annual sales of
grocery stores has increased from 23,918 dollars in 1929 to 182,846 dollars
in 1958, but this increase was due primarily to super markets and not all
grocery stores. The super market is by far the dominant type of grocery
store insofar as sales are concerned, Super markets accounted for
43 percent of grocery store sales in 1952, By 1959, this had increased
to 69 percent (see table 2.5).

Table 2.5 Super Markets' Share of Grocery Store Sales,
Selected Years, 1952 to 1959

Year Percent of Grocery Store Sales Accounted
for by Super Markets

1952 43
1954 53
1956 62
1958 68
1959 69

Source: Progressive Grocer Magazine - Facts in Grocery Distribution,
1960

On the other hand, in 1929, super markets were virtually non-existant,
whereas in 1958 they represented about 10 percent of all grocery stores,

In 1958, the average annual sales of super marketﬁ was 1.10 million dollars
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whereas, the average annual sales of all other grocery stores was only
61,176 dollars. Therefore the average annual sales of grocery stores,
other than super markets, increased from 23,918 dollars in 1929 to about
61,176 dollars in 1958, If this is corrected for inflation by dividing
by the retail food price index, (1947-49 = 100) the average annual sales
in constant dollars only increasea from 35,460 in 1929 to 50,853 in 1958.
The 32,000 super markets in opefation in 1958 were operated primarily

by corporate chains and affiliated independents., A direct comparison

of corporate chain and affiliated independent super markets is impossible

because data are not available, Data are available however, on the

number of sales of corporate chain and all independent super markets.
In 1952, there were 7,000 independent super markets and 9,540 corporate

chain super markets. In 1959, there were 15,800 independent super markets

and 16,200 corporate chain super markets (see table 2.6). If one considers

total sales, the two are also very similar. In 1958, independent super

Table 2.6 Number of Super Markets Operated by Corporate Chains and
Independents, Selected Years, 1952 to 1959

Independent Corporate Chain
Year Super Markets Super Markets Total
1952 7,000 9,540 16,540
1954 10, 300 11, 140 21,440
1956 13,600 13,500 27,100
1958 14,600 15,300 29,900
1959 15,800 16,200 32,000

Source: Progressive Grocer Magazine - Facts in Grocery Distributiom, 1960
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markets accounted for 15.4 billion dollars for an average of 1.05 million
dollars per super market, Corporate chain super markets accounted for
17.5 billion dollars for an average of 1.14 million dollars per super
market.

Perhaps a closer look at the growth of super markets is in order.
It was stated that super markets were virtually non-existant in 1929,
By 1952, there were 16,540 and by 1959, there were 32,000, Without a
doubt, the growth of super markets has been phenomenal, but it may be
slightly over-stated. First of all in 1929, the concept of a super
market was not very widely known. Nor was it very clearly defined.
Let's consider the common definition of a super market as being any
retail food store with annual sales exceeding 375,000 dollars per year.
Surely a fairly large number of stores in 1929 met this criterion, so
on that basis, the number of super markets in 1929 was not zero.
Now let's consider the effect of inflation over the years., The
375,000 dollar requirement has remained the same, but the value of
the dollar has decreased considerably. Over the years many stores
acquired the status of a super market because of inflation. That is,
many stores moved over the 375,000 dollar mark without increasing
their physical output, merely because of higher prices.

Actually, however, the concept of a super market is still changing.
Many would like to define a super market as being a store with at
least 1 million dollars annual sales and the grocery department 100
percent self-service. Perhaps, this definition better describes the
modern super market than the requirement of 375,000 dollars annual
sales, however data on this newer concept of super markets are very

limited,
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It is generally believed by trade people and consumers that
operating costs and prices are lower at super markets than at small
convenience stores. To my knowledge there has never been a thorough
study to determine the economies of store size, Given a physical plant
of a particular size, it is generally believed that the average operating
cost per dollar of sales will decrease as sales increase. Neither,
the total operating cost function, nor the average operating cost
per dollar of sales was derived for super markets in this study. A
very real problem exists in that there are many sizes of super markets,
Theoretically, a cost function would have to be derived for every con-
ceivable size. This problem is beyond the scope of this study, but
it is one that needs some attention.
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