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PREFACE

I have made many false starts on a project calcu-
lated to Judge the profitabllity of the frozen food cepart-
ment. I had hopecd to shiow that in a given circumstance
the frozen food depa:tment was profitable., My orizinal
plan called for a case stidy 07 a few selected stores in
3 large Midwestern chain., Tentative agzieement to cooperate
was recelved f{rom the chalin, until tre la:rge scope ol tre
croject was realized. Tre gentlemarn from wnom I had hope”
to gain al’ relevant information was perfectly i'iank in
admitting he c¢id not have the star® nor the time to rondurt
the rather tnocrough study I had envizioned.

I have, then, devise’® a stratezy for eifective
merzhandising of frozen foods f{rom what I consider a more
realistic approach than that ta<en by most munagers. Py
realistic I mean more uzeful for managers in their individual
situations.

I would like to express my gratitude to the following
persons for their generous assistance in contributing to
the tompletion of the study: Di. Edward M. Barnet, Director
of Programs in Mass Marketing Management at Michigan State
University; Assistant Professor Taniel Slate, Michigszsn State
Unlversity; Mr. Charles Crossed. Unlted States Tepartment of
Agriculture, Marketing Economics DMivision; Miss Catherine

i1



MeAndrews, Manager--Inrormation Service, Super Maritet
Institute, Inc.; my classmates, especially Mr. Adrian
Vannice and Mr. Tom Neal of The Kroger Company; and to the
many companies and other individuals who have contributed
information.

I teel deeply grateful to my company, ked Owl Stores,
Inc. for providing me with the opportunity to cdo this
research. and especially to Mi, Fotert Feinfeld tor his
pointed questions and observations.

I wish also to give special thanks to my wife, Kay,
‘o her patienre, cooperatlion typing atlility, and general

inspiration.
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Personal observations indicated that store managers
reglected the frozen food department until the grovery
department had been put in reasonable order. Such actions
meant that few facings in the rozen food case were Tull
ané vaiuable sales opportunities were probably lost. Obser-
vations were made of some customers tending and stretehiing
to get a last can of orange Juice from the catinet. tut
h@quéntlj they would rather go without than gon through the
contortions necessary to get the last can. Neglect, then
can cause not only low stocks btut also customer irritation
which. 1f not detected and remedied, will rave cetrimental
erfects on the store.

Because observations were 1ilmited to stores of only
one chain, the value of tnis stuiy may te seriouslty limited.
It 1s belleved that the manzgers of this crain are repre-
sentative of most managers and mcst managers act in substan-
tially the same way. The pclnt is, frozen foods are belng
neglected to varylng degrees ty some managers, assumed to
te representative of thne whole group of managers. To the
extent the neglect situation 1s true in the particular

Instance, 1t is assumed to te true in mcst instances.
‘ 1



Protlem

Tﬁe protlem 1s how to formulate a tetter merchan-
cising strategy for frozen foods by cdeveloping in trne
manager a consciousness or operating costs and market
characteristics.

The 1eluctance of sto:e manage. s to accept fully
the frozen [cod department might bte attrltuted to the
common belief that the department 1s unprofitable. ESuch
an ac:oss-the-toa~d statement grossly underestimates the
pctentialities of the department--potentialities that could
be utilized to make proflts. The precconcelved and evroneous
nctions about profitablilty sten rom the position of I'rczen
foods during and after World War IT when, in actuallty. trere
vere no p:ofits. The manager thinks he carries “rozen foods
merely &as a service for the customer znd Not 238 a ~ont-ibu-
tion to his net profit. It is nis idea that as long as he
Is not getting anything out of the tlankety-tlank department
e 1s not going to put anything into 1t. Bercause oI this
bellef toc many manageirs anc chalns lack an effective
strategy for promotion of frozen foocs.

The strategy to be developed here is meant to be
applied by the store manager in his individual situation.
However, utilization of the study 1s not limited solely to
store managers but, in fact, can be adopted ty personnel at
hheadquarters. Fesponslbility for setting the tone of fiozen
food merchandisling rests with headguartei's personnel. If

the "orfice" does not think frozen foods are worth promoting,
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then the store manage: 1s har~d pressed to put an agressive
sales program into action.

It is assumed that many managers do not have a
realistic idea of what they are putting into the cepartment.
At the present time there 13 littlie in the way ol a simple
method for allocating operating costs to the frozen food
department, particularly on a per item tasis. Trz itional
methods view frozen 700C a3 a c“egpartment and enti:ely negle-~t
the individual items. Tradltional methocds assume each item
talkes an ejual amount of operating ccsts. an 1dea this paper
fiopes to dispel.

Cost conscicusness on the part o trhe manager, to-
getheir with a knowledge of market characteristics is an
Integral part of any merchandising strategy. Cognizance of
these two areas 1is essential to fomulating any ¥vind of pe-
unit space allocation which, in turn, must be the foundation

of any effective promotion.

Jbjectlives

The fiirst otbjectlve of the stuiy is to define the
past and present protlems of [rozen o003 merchandlsing.
In Chaﬁter IT a brier review will te made 0! some essential
historical background in order to set the stage for a cdis-
cussion of the stagnation ol {rozen food sales. Previous
to 195€, frozen food sales In-reased at a rapid rate, but
slnce then have leveled off at about 4.0% of tvotal iood
sales. The frozen food incustry, once destined ror giganti:c

proportions, has suddenly stopped growing.
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The (irst of several causes contrxituting to tne

is lacv of customer accep-

w

stagnation of frozen iocd sale
tance of [rozen foods. Perhaps the consumer dces not live
the quality of fiozen foods, and therelo:e, wlll not buy

them. TIf this be the case, a prog:ram to educate people on

the degree of guality innerent in guick rCrozen oods is
long overdue. .

The degree to which the conzsuner will substituce
‘rozen items o~ canned o:* r'resh 1s an extension ot the
protlem or acceptability. An acttempt will te msacde to Cls-
cu33 whether orr not the In ustry is ace” withn a protiem of
latent demand which must bé uncove:eq,

Another problem f{acing the Inctucst-y 1s the cegiee
to which the consumer nias facilities to sto:re la.ze Juanti-
ties of frozen ood. In o:7fe to preserve tre Juallty in-
herent in frozen fcods they must be stered &t c® 7. at ali
times. Limited rreezer capacity weuild most certainly stifle
volume purcnases oif froczen ltems.

One r:oblem which 13 on tre way to Leins sclved 1s
the absence of decent display cases. The catinets presentiy

beinzg used offer little in the way oI eye-leveir merchandise

e

appeal to the consumer. Some manulactu.ers o wvelrigeration
equlipment, notably Hussman Fetlirige-ztion ant Tyler helriger-
ation, are producing iimited Jiiantities ¢ a new triple-Cecx
case which would ellininate the problem,

Having at least tecome aware o:! the problems Taring

the incustiy. a second oupjective willi bte cizcussed, namely,



to I'ormulate and cescribte @ tette: metnod T conputing
operating ~2osts.

Tt 15 felt one reason the department 1s neglected
is that managers and chalin pecsonnelr 6o not hare an adeiuzte
method to measu-e net ope:rating p:oit. Managers need to
<now the net operating pro’it not only o the cerartment bt
also per itemn. By treaking cdown c¢osts and proi'lts to a pe-
1tem basls it 1s hoped store manage: s wiil te atle to nave
tette:r decislions conceirning divplay ancd spaze alliocations.
In using an iten compa:izonrn the operator ¢an see whetre:
acditional promotional costs pay o themselves in teims
ol increased sales o an iten, or pe-haps inoreased volune
0 the c(erpartment.

The thi=d obtjecvtive 1s to describte types of mar?ec
information and to 1list s0.u:res o surh material avallatle
to a manager. Without an u’el ate ¥ncwiedse ¢ the feople
hikis trading airea the manage - might well mare £1r0533 €103
In promotion. A sophisticated =tatistliczi anaiysls o the
ma-set need not te made 1In o:7de:- ©O OLtTalin trhe type of unovii-
edge necessary. There existe a vast avallabllity o source
material o1 Jjust trhe general in‘ormation triat 1s needed,
JUrt only scme of the relevant sources wiil be dilistusses.

The next ot jertive 1z to demonstrute a space alio-
cation {'cimnula thal integratesz tre oriterrla o cost con-
sciousness and narret vnowledge. OO prime consideration in
any space allccatlion should be the overhead cost attrituted

to the space together wilth tne latoir cost aliccatec to the
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item occupying the space. Once a base space rer ltem has
been ascertalined 1t must be adjusted in teims of the cemand
of the market for the item. The guantitative criterion or
costs will be combined with the gualiltative criterion of
market characteristics to arrive at a workatle and efricient
formula to te used by the manager.

The last objective ol the analysis of an elective
merchandising stratezy i1s to suggest Techniques fo: p:oper
me:rchandising of frozen [cods. A tocus wilil te drawn on
techniques having surficlent flexibliity to adapt to chungsing
times and ma-kets. Some of the tcpliecs to te covered inciude
acvertising, display, and p:cper handling.

The objectives rank as a swunary of the merchancising
3trategy bveing proposec to managers and chain personnel. It
13 hoped the strategy leaves tfar terind the trial ancd error

approach now used ty most frozen [ood men.

Hypothesis

It is hypothesized that knowledge 07 the elrect of
operating costs on net profilt and an awareness ol ma:ket
characteristics conbined with proper display tecrnnijues will
demonstrate to the store manager possible areas of neglected
net profit contribution or loss reduction, and hence, will
benefit the store manager in formulating a stratesy for

merchandising frczen foods.



nefinitions

In orcder to clariry the hypothesis it iz ceemed nec-
essary to deflne scme of the terms. Perhaps the term which
would be subject to the most controversy 1s operating costs.
For purposes of the paper, operating costs are defined as
the costs of doing business, measured by the store manager
as actually occurring at store level. Thus, costs 3uch as
warehousing, frelght and trucking, and administrative are
not included in operating expenses.l

Operating expenses Include nonccontroliable and
contréllable'recurring costs. Noncontrollable costs, (rom
a store manager's viewpoint, may be charged either in con-

stant dollar amounts each operating pe:riod or in constant

example of a constant dollar amount cecucted on the store
operating statement. Other ¢osts such &as a‘vertising or
trading stamps may be pro-rates on a ccnstant percentase or
store volume,

Cont:ollable expenses are those costs upon whicn the
manager can have direct intluence, and inclute labor,
supplles, and in some cases, utllities.

For the purposes of the pape:r, operating costs wilil

be divided into direct and indirect COdtS.E

Lhe significance of this omission wlll be explained
in Chapter IIT.

2The meaning and significance of direct and indirect
costs will be explalned in Chapter TII.



Net profit 1s to te taren as gross proiit less
operating costs derined above. In terms of the previous
ceflnition this is net operating profit tut for the puirpose
of simplicity will be called net profilt.

Awareness of market characteristics 1s merely a
state of bging inormed akbout the wants and cesires of trie

reople in the trading area o!f the sto:e.

Methods

The method chosen to accomplish the objectives and
to verify tre hypothesis i3 an historlcal app:roach, supple-
mented wherever possible with dlrect sou:ces. A nunber cf
reliable sources have been drawn upon 1n order to ~omtine
separate 1deas 1nto an integrated workablie program o~ the
manager-. Sou:ces inciude personal observation to a ce:tain
degree, but, more enghasis has been priaced on the use of
1'ood Industry magazines and nevispapers and an Interpretation

01 the material therein.

SLanmarsy

The stuty deals with ormulating an e:rfective
strategy wherevy the store manasze: will te tetter able to
merchandise 'rozen foods. Tre degree to which the manage:r
must be conscious of operating costs and market chararter-
Istics will be stressed. With a basic unterstanding of wh.at

1s proposed one may now proceed to the body of the report.



CHAPTER II
DEVELOPMENT Cr FROZEN FOOD

In order to understand the rosition in which tne
storé manager has been placed 1t is neressary to understand
the developmental problems of tre {'rozen food industry.

The objective of this chapter is to del'ine past and present
problems of the [rozen food Incust:y.

Historically 1t is believed that man Lecame aware
of freezing flesh foods when re moved from the warme: areas
of the world to the c¢older no:rthern climates. There 1s
even some historical evicence trat Zoyptian Priarozhs were

fond of frozen desserts, golng to ocuch extremes as bLoinging

]

3Nnow ior

eezing puvpcses from the far away motmtalings.
Less than one hundred years ago slow fireezing Ly a~tiri-ial
means was used on tish, poultry, and some meats. The present
day development of artificial freezing of f{ruits and vege-
tatles was only started in 192%, bty an enterprising man

. 2
named Clarence Birdseye.

lgobert A. Froman. "lce Cream--Sundae, Monday anc
All Ways," Colliers, CXXVIT, No. 23 (June 9, 1%%1), 19.

1

2 . .
"Tritute to Clarence Birdseye," Quick FrozZen Fools,

XXII, No. 8 (March, 19€0), 31G.
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The artificial metriod of freezing perishatle toods
pioneered by Mr. Rirdseye was a system of jquick freezing ty
pressing the packaged goods between two refrigerated metal
telts. Though the scientific principles of gquick i'reezing
had long been known, no one had ever thought of using the
process to preserve tne top gqualities of a fresh pro-uct.
Mr. Birdseye, an avid fisherman and noted hunter, noticed
on one of his trips that rish rozen in minus thirty to
forty degree weather, when thawed and cooked were as tasty
as the fresh p‘r'oc’:uut.3 This was in 1923.

After much research and experimentatlon he ceveloped
plans for a small telt froster which, ty 192¢€, hLad grown
Into a twenty ton guick l'reezing machine. Birdseye tegan
shipping btulky packs of 1riozen fish to the ilidwest and he
also kept on experlmenting with {r~ults and vegetables.
Business was generaily btad because people assoclated frozen
foods with cold storage food whose {lavor was sO bad that
customers shunned it. A good Job of educating the pubtlic
about the advantages and Juaiity of frozen foods was sorely
needed and was, to a certain degree, impiemented by Mr.
Eirdseye.

In June, 1929, Clarence Birdseye was able to sell
the patents and assets of his fliedgling company to the Postum
Company which recognized the potential of this infant in-‘uz-

try. On Maren €, 1930, quick {rozen 1ooc was oilerel to




11
America for the fi:st time in retail stores in Springtieid,
Massactusetts, Just thlvty-two years ago. Behilnd a tumnul-
tous forty week advertising campalign, EBlrdseye launched
twenty-seven different products in ten stores and, in the
roliowing ten months, sold 30,000 packages.u By 1334, tre
young Birdseye tusiness was deep 1In dett and deeply bogged
down by a distirlbution probiem. The {'irst step and ultimate
solution to the problem was a cut in sretall prices in o:der
to develop a gieater volune of sales and to gain eccnomlies

-

of distribution. As a result or the action the company
tegan to move Into the tlacik,

It was not until 1940, at the end oI the depression.
that the Birdseye Company tegan national distribution.
Shortly thereufter, an all out war e:lfort by the United
States drew a great percentage o:" the homenmarers into celense
plants and. in the search for juick meals, rozen 700¢s aine
into its own. Howevel, the era was not one o comgliete suc-
ce3s because 1t also gave birth to many unsorupulous oper-
ators who saw in trozen roods a chance to mare a 4gulr¥ coliar.
The guileful operators incivied p:ocessors, Cistrituators., and
retallers. The whole operatlon was new and no one «new Julte
fiow to sell tre merchandise in an efltective manner without
taring undue advantage of the consuner. As a result, many
orerators thought 1t perfectly permissicle to sell frozen

f'oods {rom a non-refrigerated display. Plctures can te seen
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of operators holding "irrozen" rood sales in front ot the
store in midsummer. What ejulpment trere was, was not
cared fo: properly ancd, as a result, toth the ejulpment and
the frozen products deteriorated. PRut, In spite o! the
abuses and poor customer relations, the industry g-ew trom
an output of 325 million pounds In 1333, to over €.5 blllion

pounds in 1959, Table 1 dellneates the p-oduction conpa:r-

ison in thrie last decace.

TAEBLE 1

PFODUCTION COLPARISCN O rnOZEN FOODS*
(In millions of pcund

Frozen Foods 1349 1959 % Increase
Fruits 5E0 €13 171
Vegetables £30 1,627 27F
Poultry 200 1,747 370
Meats £0 200 £00
Seafoocs 142 L7A 230
Preparec Foods 5o 7C0 2,000
Concentrates 1-0 1,0%"° T2

Total 1,517 c,BlE 433
Dollar Value Total (in millions) $237% $2,740 Tx%

*Source: "1S4C Frozen Food Almanac,' Quick Frozen

Foods, XXIII, No. 3 (Ocstoker, 13(0), 120.

ctagnation

In the past few years frozen food sales have leveled
of'f In a rance of 4.€% to 7% in many large stores, bty no

means reaching the over-zll goal of 10% set 3ome years



—
W)

ago.5 rrozen oocCs have continued TO make progress, even
though they have not fully livecd up to some of the optimis-
tic predictions. Table 2 illustrates the trend in recent
years for supermarkets andé rood stores. The average per
caplita consumption of [rozen toods is around twenty-eight
pounds per year or about [ive-tenths pounds per week f[or

every man, woman, and chlld in the country today.

TAELE ¢

FROZEN FQOD2: PER C=ZNT Cr STORE SALES

. . 4 . .
Year: Supermnariets”™ Food Stores”
1960 b e L. Ob
1959 n.a. 1.CY
15553 “.3 4,03
1957 n.a. .90
1926 L.,o 2.92
19¢8¢ n.a. 3.71
194 3.5 3.5
d30urce:  "The Super Mariet In‘ustry

"

Speaks--19€1," Thirteenth Annusl Fepo:rt by
the Members of Super Marxet Insticute, Ine.,
13,

Bsource: "What Customers Spent tor All

Products Sold in Food Stores," rood Topics
(reprint), XVI, No. 9 (Septembe:r, 19cl).

“E. W. Williams, "Immediate Trends in the Frozen
Food Industry," Quick Frozen Foods, XXIII, No. 3 (QOctober,
1G€0), 73.

0

€l awrence Martin, "Growth Factors tor Frozen FooCs
in the 19€0's," Frosted Food Field, XXX, No. 4 (April, 1970),
12.
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In a discussion as to whetrier trnere is a 1imit to the con-
sumption of frozen f{ruits and vegetatles, one autnor ques-
tions the relative security or the frozen foor infustry.
Tnis author expressed 1t as follows: ". . . 17 only six
ounces more of frozen vegetables and r'ruits were eaten in
this country, not only would tre incustiy be mo.e secure,
tut the putliic healthier-.”7

There exists a paradoxical situation hecause tne
socio-economic ractors whicn resulted in the early popu-
larity of frozen roods still exist tut tne influence iz
not being felt. As mentioned tefore, an lncreased nunter
o women are telng employed outsice the home anc conse-
quently trey are seeking aster and easier ways to perform
their kitchen ritu=is. The tullt-in mald seivice ol pre-
pared frozen foods has helped many romnemavers keep thel .
new found freedom f{rom thne iour walls.

Another of tr.e soclilo-economic tfactors prevalent in
the past g:owthh o {'r'ozen 1ood is the natural growth of the
population. "Population is likely to incresse bty 2.7 to
L. 0 million persons per year curing thre next 10 years,”a
which means that even if trne rrozen 096 incustiy were to

continue present promotion metriods 1t would te selling more

15 There a Limit to the Consumption or Frozen
rults and Vegetatles?," Quick Frozen Foocfs, XXIII, No. =
arch., 19£1), 3270.

F
(

) .
HMartin, loc. -1t.
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frozen food by 1970. But its percentage share of the total
food sale will not necessarily lncrease. The young acdult
group should increase in the next ten years and, as a result,
new households will be formed with a still larger potential
for frozen foods. The density of population along the
Eastern Seaboard and Pacific States awalts the rapld spread
of new markets and marketing appeails.

The education level is on the increase andé with this
comes an 1ncrease in frozen fooc¢ purchases. A survey orf

rrozen To0od¢ consumers incicated their ecducation level wes

~

muich higher than non-users.”
The aforementioned are just a few ol' the factois

o

that, in the past, have helpec the growth ol frozen rocads.
Some people express the opinion trnat these factors and mo:e
will continue to influence frozen [{ood purchases. Put as

ol the last few years frozen {ood sales as a per cent of

total food store sales has remained relatively stabie.

-]

his is an apparent paradox {or winlch there is no :eal
answer-, ALl this paper can c¢o is to discuss varlous areas

contributing to the stagnation of f'rozen food sales.

Customer Acceptance

In any discussion about the dearth of frozen food
sales the one topic that comes to mind most often 1s cus-

tomer acceptance or extent of over-all usage. Until

JRalph Joseph Matysiak. "A Study ot the Profitability
of Frozen Food Departments" (unpublished Master's thesis
5chool of Business and Public Service, Michigan State
University, 1970), 13.
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recently the manufacturers we:e 'ightinz an uphill battle to
win consumer confldence on the mere 1dea o using rrozen
foods. A recent Life magazine survey Indicated that the

acceptance of frozen merchandise has improved and has

- 10 - L
tecome generally favorable. The extent of over-all usage,
as reported in the survey, 1is Indicatec in Table 3.

TABLE 3
EXTENT OF OVER-ALL USAGE*

Per Cent Frozen rood
g4 vegetatles
g3 Jjuices
70 fruit
3 bakery procucts
€3 meat pies
£9 cinners
3] I'ish
41 seafood

*Source: "Life Magazine Suiveys Consumer
Attitudes Towards rrozen rFoods,' Qulck Frozen
Foods, XXITII, No. 3 (October, 192C), 2/.

In juices alone almost half (~42%) of the respondents
indicated that they served 1t once a day or more. "In con-
trast, 14% of the respondents neve: serve canned Juice and

nll or

27% never serve fresh Juice. course, the incidence or

lO"Life Magazine Surveys Consuner Attitudes Towards
Frozen Foods," Quick Frozen roofs, XXIII, No. 3 (Cctober,
1920), B7.

11
Itid.




17
julice is predicated upon the Jquallity ol the product and tne
tremendously important aspect of ease otf preparation. No
longer does the American housewifle have to sjueeze julce
from oranges when she can Jjust add wate: to an alieady
prepared concentrate.

The [{requency of servings of canned vegetables 13
left behind in the iIntensive competition btetween I'resh and
frozen vegetables, which are comparably consumed. Table &
cemonstrates the competition of f{1esh, rrozen, and¢ canned

vegetables.

TAELE 4

FREQUENCY OF SERVING3*

Times Per Month Frozen Fresh Cannec
Never --% 1% 3%
1-4 17 13 Ly
-9 19 i3 L7
10-14 17 19 11
1--19 12 12 11
20-2k 13 9 2
2t-29 12 10 1
R0 or more 10 13 £
Other -- -- --

*Source: "Life Magazine Su:veys Consumer Attitudes

Towards Frozen Foo@s," Ouicik Frozen ~oods, XXILI. No.
(Cctober, 19€C), 383.

In the 1940 New York World-Telegram Grocery Inventory
there was manifested a distinct pattern of seasonal variation
"

in frozen food sales. There aprears to be . . . a steady

21imb in unit sales of frozen foors as the weather grows
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colder with the exception of frozen julce toncentrates
which display a steady decline."la Frozen vegetatles are
no exception to thils, probably reflecting tre incicence orf

avallability of fresh vegetables. See Tabile £ for Juanti-

tative data.

TABLE £

FROZEN VEGETABLE SALES FIVE MONTHS--19¢€0%

Unprepared Prepared
Months 13 Brands 2 Brands
July €L 0€e7 2, ELe
August £3.920 2,F9¢
September cu,bo2 2,00
October 70,973 3,079
November Th,333 2,392
*3ource: "Seasonal Fluctuaticon in Frozen

Food Sales," Quick Frozen Foods, XXIII, No. 7
(February, 19c¢l), >C.

"Most people liked frozen foods because ot thelr
freshness and the attribute o being faster snd easier to
pr-epar'e."13 A quality image has been built trrough the
years andé many people have bteen won over to the use of
frozen foods. The Life survey indicated that in guallty and
health considerations, 1rozen [oods ran close to the gquality

attributed to fresh foods. Table € cetalls thlis more closely.

levseasonal Fluctuation in Frozen Food Sales,"
Quick Frozen Foods, XXIII, No. 7 (February, 1971), 3€.

1 _ -
3"Life Magazine Surveys Consumer Attitudes Towards
Frozen Foods,  loc. cit.
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TARLE 6
QUALITY, HEALTH, AND COST COMPARISONS*

Method of Better More Best Lowest Price
Serving Qualiity Healthiul Taste per Serving
Frozen LE% 41% L0% 359
Canned 4 e 3 3k
Fresh 51 £3 £33 2=

Percentages may exceed 100% due to multiple responses.
Only certain categoi-ies appropriate to all three types
were compared.

*¥*Source: "Life Magazlne Surveys Consumer Attitules
Towards Frozen Foods,'" Qulck Frozen Foods, XXIIT, No. 3
(October, 19€0), 9ui.

Typical of the frozen food advertising andé educsztion
approach in the last few years is one to the efiect that tre
housewli f'e musp be macde to understancd that she 13 not serving
her family enough luscious and nutritious vegetables fo: 14
healthy balanced ciet. No mother likes to hear such an
incictment brought sgainst her metho s o feeding her ramily.
Whether or not the indictment 1s true i1s another matter anc
not at issue here. Any procduct preserved through the gquick
freezing system, in fact, does have sealed 1n the original
vitamins, nutrients, and flavors.

An appeal such as this has not failed to build an
image 1n the mind of the housewife, and she now firmly te-
lieves she gets better foods when she stops at the frozen
food cabinet. Responses complled In the Life survey indi-

cated that the perceived gquallity of frozen foods has
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increased, particularly with the Jjulices, vegetables, ancd

seafoocds. Table 7 summarizes the responses.

TABLE 7

PZFCEPTION OF FROZEN FOO A
COMPARED TO WHEN FIRST USED¥

Type of Product Highenr Same Lower Don't Know
Julces €0% 37% 1% 2%
Vegetables 71 29 -- --

Meat Ples £7 29 L 10
rish 42 e 3 --
Frults 42 cc 3 --
Seafoods 22 €1 = 2
Dinners Le L= L =
Bakery €3 34 2 1
*Source: "'Life Magazine Surveys Consume: Attituies

Towards Frozen Foods, Quick Frozen rFoods, XXIII, No. 3
(Jctober, 1970), 9O.

Life has shown that people <¢o use Irozen roocs and
that they believe in the gquallty of (rozen 1roodz. Rut the
tfact remains that they are not buying the quantities neecded
by a store to gqualify for a volwune operation, even thoush

quallity 1s percelved as good.

Substitutibiiity

The extent of usage (as Indicated In Takble 3) 1
good, and rising continuously, but the volume of frozen
food purchases has not kept pace. Perhaps the industiry is
faced with a probtlem of latent demand which must be uncovered

in order to attain the goal of 10% of total food sales set
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up a few years ago. Perhaps the goal itself was and is
unrealistic.

One angle of possible latent cdemanc that no one has
really explored 1s the cegree to which consumers will suk-
stitute frozen for canned or fresh items. It is only con-
Jecture but 1t is felt that frozen foods of themselves do
not have the drawing power that fresh o:r canned items have.
For example, suppose that a woman sees a can oI peas on the
shell on one side of the alsle, and on the other side zi.e
sees a package of frozen peas at the same price. What 13
the probabillity that she will buy the frozen item? No one
really knows.

One woman in Miami, Florida, a pMrs. Johnson. seemns
to point up the fact that the yen to try more f:rozen fooAd
Is latent in every woman. Mrs. Johnson had the chance, as
a result of a contest, to keep all the groceries she could
pile into one grocery cart in fifteen minutes time. Of the
total blll of $129.97 almost 20% was rrozen food. "This
was all the more surprising since steaks, roasts, canned
hams and Canacian bacon accounted for a large part of the
total dollar volume."l%

In accumulating the large amount of frozen foods
that M»s. Johnson did, she completely forgot about the

limited freezer capacity she had at home. As a result, she

1““11‘ I Had My Way," Quick Frozen Foods, XXII, No. 7
(February, 1G60), 92.
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had to enlist the aid of her heipiul neightors in storing
the merchandise she won. This would seem to point up the
fact that 1f home storage capaclity was larger, then total
frozen food volume would be greater. One incicent cdoes not
make a fact but 1t 1s worth cdiscussing later in the chiapter.

Another reason why the conzsumer is not buying an
increased amount of trozen foocs 1s In the price citreren-
tial. The Life survey sheds some light on this aspect of
the problem. Alinost two-thirds ol the respondents per-
ceived higher prices, compared to the first time used, hut
£0% would continue to use irozen 1ood if they were econo-
mizing on tie rood bill. 30 even tnough prices were per-
ceived as rlsen, hal!l the people would still use frozen
procducts 1f budget plnching was & necezssity. (See Tatles

3 and 9 for detalled figu:es.)

TARLE 3
PERCEPTION OF FROZEN FOOD PRTICES NOW
CCMPARED TO WHEN FIRST USED*F
Type of Product Highei: Same Lower Don't Know
Juices Loz 27% 257 3%
Vegetatles 23 31 29 12
Meat Ples 16 23 3% i
Fish 273 Le 14 7
Fruits 31 L 21 4
Seafoods 30 Ly 1o 7
Dinners 11 L4 3! 11
Bakery 21 43 24 12
*¥*Source: "Life Magazine Surveys Consumer Attitudes

Towards Frozen Foods," Quick Frozen Foods, XXITI, No. 3
(October, 19€0), 9l.







TTITUDES TOWARD USING rROZEN FO0D
WHEN ECONOMIZING ON FOOD BILL*

Type of Product Not Continue Continue
Julces 2€% TL%
Vegetables 4z -3
Meat Ples 30 70
Fish 39 ~1
Frults 73 27
Searoods 70 3
Dinners 3 57
Bakery €1 =9

*Source: "Life Magazine Surveys Consumer
Attitudes Towa:ds F ozen rooro,' Quick Frozen
Foods, XXIII, No. 2 (Oct ver, 19¢0), 91.

Price then, does appear to te somewhat a deterrent to :rozen

roo¢ purchasing but even here the answer is not complete.

Storage Capacity

Another area contributing indlrectly to tlie stag-
nation of frozen foods 1s the extent to whicn the consumer
has facllities for storing large guantities of frozen tood.
In the past, the development of mechanical refrigeration
for home use has helped the sale oI [rozen ltems. Most
assuredly, limited freezer capaclty would stifle volume pur-
chases of fiozen items. Rut up to a polint, capacity does
not seem to be limited. It is estimated that around 93% of
all families in the United States possess some form of

1t

mechanical refrigeration equipment. At present, it 1is

c
12y, s. repartment of Agriculture, "New Developments
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estimated that there are 7,700,000 norie freezers in use,
and one-hall” of the population now live in homes where
freezers are 1in use.16 S0 to a certaln degiree, consumers
do have the storage facilitlies necessary to allow them to
make large purchases of I"1rozen goods.

A 195€ study indicated that families owning ref:1i-
gerators wlth fireezer compartiments bought as much rrozen
‘rults and vegetables as families owning home freezers.lY
The excess capacity in home freezers was put to use in
storing home processed f'ruits anc vegetables. One can onily
surmise as to the reason wiy the homemarers <icd not pu:--hase
commesrcially processed [:rozen [ooc¢s. Perhaps, and this is
only conjecture, the housewii'e who shops regularly <oes not
need a large home ireeze to store frozen roods. Ferhaps
merchancising techinigues provicde no incentive “or customers
to purchase more than two packages at a time. The strategy
proposed later in the paper should help to alleviate tre

situation and thus increase the total sale ol trozen ltems.

Display Eguipment

One last problemm contrlibuting to thre stagnation of

sales 1s the absence of a decent display case. Some of the

in the Frozen Food Industry," Agricultural Merketing Service,

Marketlng Research Report No. 236, Mayv, 1953, 1%5.

g
1%atystak, op. cit., 12.
17My1keting Research Feport No. 23F, op. clt.. 1%,

cites: "Purchases of Frozen and Canned =oocs bty U.ban

Families as Felated to Home Retfrigeration Facillities,"U.S.D.

)

A.; Agr. Mktg. Serv., Mtkg. Res. Rept. No. €0, February,l9
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newer stores have doutle-deck rreezeir cablinets that allow
greater display a:ea for frozen foods. The second deck 13
used especially for high 1mpulse items such as ba<ed gocods
and nationallity speciality foods.

Jewel Tea In Chicago has been testing a new ai: -
curtaln frozen food unit developed by Union Stockyards and
Transit Company.

Now In limited production, the three-tliered vertlcal
unit is claimed to be the first alr-curtaln cablinet
designed to maintain below-zei:o tempe:rature and will
be offerec to food retallers in limltes guantities
early next year [19¢2].173
As with the double-deckec¢ caktinets, high markup items mcve
faster off eye-level shelves and shoppers like the ease of
selecting fooc¢s at arm level. "'A [ive-week merchancising
test by a large chnaln, accountes” 1o coubtled turnover of
items cisplayed, compared with low-level chest tyre cavinets
at the same location,' 1t was said."19

Hussman Reflrigeration and Tyle:r Felrige-ation are
known to have limited procduction modeis o' a three-tlered
display case but no reports of actual testing have been made
up to this time,.

It 1s not expected that operators of supermarkets
will rush to buy the new cisplay case tut this type will be

put into new stores. It 1s not reallistic to hope the

18”Chicago Firm Unvelils 3-Tier Jet Freeze Unit,"
Supermarket News, December 4, 19€1.

191114,
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present equipment will be Junked in o:<e: to tarke adiantage
o' the dlsplay charvacteristics of't'ered by the new unit. In
the future, however, the triple-tiered air-curtaln unit will
be used extensively. Once 1t i1s put Intc the larger stores
there will become avallable a vast number ol older mocel
chest type dispiay cases which can easlly be used by amallier
stores. TFor the most part even the present, wide chest type
1s an improvement over the oide: coffin types used by some
smaller retallers, In any event, this new unit wii. vevolu-
tionize display technigues in the frozen 1ood incustry.

In this cnapter the discusslion was concerned with
the history and development of i'rozen 1oocd--1ts problems ans
1ts relative position in the food incducztry. [Fany protlem
areas were ciacussed and many Juestions asxed tut lelt
unanswered tecsuse., tor the most pa:rt, there are no pat
anawer-s. This report only ralses Qquestions, it does not
attempt to supply all the answers. It 1s hypothesized tnat
the cearth of rrozen trood salies lies 1In the interaction of
all the proklem areas and cannot te attritutecd to one
specific area. What is evident 1s "a people protlem'--toth
consumers and retailers are at fault. As was seen earlier,
the quality of frozen foods 1s excellent, price 1s comparable
to fresh and canned, storage capacity is good but could te
better and display cases will presently be on the market
which will aliow more effective merchandising.

It 1s believed that there exlists a latent demand

which must be uncovered 1f the Industry is ever to parallel






1

E g

1ts past growth rate. Latent cdemand can te increased only

ty constant and¢ imaglnative promotions, ecucating the people

to the advantages. quality, and costs of rrozen (oods. T

outline a strategy ror effectively promoting and merchan-

dising frozen foods remains the problem of thls paper.



CHAPTER III
NET PROZIT DETEFMINATTION

The present chapter 1s concerned with net pwofit
determination ot individual frozen rood items. A conven-
tional approach to cost allocatlion and net profit determin-

and then a case wiii be made

Q.

ation will first be described,
for a new method of determining operating costs when com-
bPuting net profit. The significance of determining net
Profit on individuai items will also be explo:-ed.

The conventional approach to the net proiit ceter-
nination protlem has been on a departmental tasis only and
rarely, if ever, on an indivicdual procduct basis. Su-h an
approach entailed using supposedly preclise alliocatlons of
Operatirjg expenses to the department, wnlch costs are at
best a statistical ruesstimate of actuai costs.

In a recent study, Progiessive Grocer "proved" the

ppoiitalsility of frozen foocds, as frozen foods, on a depart-
mental tbasis.l Data were amassed over an eight-week period

ok 1 , . :

%t onl y on frozen food sales and margins but also on depart-

m A X
ental Operating expenses and every effort was made to be
\
1 : . \ . -
"Sales and Expense Analysis Proves Profitablility o1

Fro
73ﬁ§n Foods," Progressive Grocer, XL, No. 1 (January. 19€l1),
I .




23

both fair and statistically accurate in making the analysls
of departmental expenses. Fxpenses were allocated elther
directly or pro-rated on the basis of commonly acceptecd
methods such as selling space occupied or units handled.

~

Gross margln on sales amounted to 272.3% while total overtead

-

came to 20.4% of sales--a nitty £.4% net proflit on frozen

food sales. For detalled ligu-es see Table 10,

TABLE 10

FROZEN FOOD EXPENSES ANALY:IS--WEEKLY BAZIC*

SALES $1419.32 100.0%
COST OF SALES $1053.87 Th, 2%
DOLLAR MAEGIN SETL 98 22.5%
% MARGIN 25, =%
EXPENSES :
Power (at 33¢ per 1in.ft. o dizpiay & 2€.0€ 1.2%

equip., 7.3¢ & €.2¢ per lin.ft.
for storage eq.)

Depreciation (ALl equip. display at 24,91 1.7%
145 per 1in.ft. instalied,storage
at $1172 & $735 inst. Checkout
equip. pro-rated on units handied
basis at 10%)

Salaries (Direct--incl. mgr., as
superv. commissions)
Salaries (Indirect--cneckouts pro- Lg,
rated at 33% of g:oc. sal. exp. &

On units handled 10%)

u.
.

't., 49.

(@)
=
W
I
3

@)
ON
(W]
al

S

Salary Maintenance (Direct) €.03 4%

Fixture Malntenance (at 25% of total 13.€3 1.0%

f'ixture maintenance)

Othe:- Utilities (Pro-rated on basis 10.33 7%

Of selling space occ. 7%)

Other Expenses (Pro-rated on basis or 8€.30 €.1%

_ Selling space occ. 7%)

SUpplies (On selling space occ. 7%) 2.132 2%

Servi ¢'e Departments--Admin. Exp. 20.00 1.4%
ToTaL 1 .47 6f sa1es)

TAL 239.43 20.4
OPERATING  prosTT : 7tis3 ’
NET PROFIT 5.1;%
*SOur-ce: ~

"Sales and Expense Analysis Proves Pr‘o[‘itabilic:{ Of

Froz . : 73
N Foodsgs," Progressive Grocer, XL, No.l(January, 1961).73.
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The final tigure certalnly points mo:-e tran
favorably to the p:rofit angle ol this much mailgned g:oup

of products. Note the key word, group. Progressive Grocer

has attempted to show that beneath the su:face of &all the
talk of unprofitability of frozen roods as a group, there
actually does exist a substantial profit margin., Assuming
for the moment the guesstimates used in allccating expenses

are close to reality, Progressive Grocer has veriflled 1ts

contentions. Such flgures should certalnly help one to
adjust his evaluation of this steadily growing iine.

But where does this leave the manager in the analysis
of his frozen food department? He does not have the time,
facilities, or wherewlithal to make a statistically accurate
study that will supply the answers to his many Juestions.

He wants to know which products he is making money on, L.ow
much space should be glven to Brand X, and how much 1t costs
nim to  stock certailn items. A departmental p:ofitability
dnalysji s aslong conventional iines will not supply the answers
to the avove gquestions without lengthy and unnecessary com-
butations or Juestionable accuracy.

This study proposes to answerr Juestions about in-
Clvidua ) products. The method provides a framework In which
the Manager can determine net prorit on individual items in
his frozen rood department. It is hoped the procedure wiil
PUt t001 s in the hands of the store manager to enable him
to make mMmore inteiligent decisions about the kind and amount

0 ; )
fdibpliiy space for each item carried. Information
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procurred wiili p-ove benerflicial not cniy to tre zto e pe -
sonnel but also to the tuying peopie of the crain. Arme~
with information on net proflit of individuali frozen tood
Items, Ttuye:s can make more Intellicent cholces between
brands and ltems in a commodity line.

It may happen in particular instances that, regar«i-
less of tne merchandising strategy rollowed, certain 2rczen
food 1items will not have a net profit, but. In fact, a net
loss. The procedure delineated here will helip recduce thrie
losses The discretion aiiowed the store manager, as to
what merchandise he can cacry, wli: ilmit the amount of e-
duction of losses. Physlical facllilties or company policy
on private label can also limit potentlal reductions.

Distinctions between the p:ropozed method ol proiit
determination and the conventlonal method focus on the level
07 reference and potentizl uceilness o gathered InZornation.
The level ¢ refervence in the conventlonal method 1s at the
departmental level while In the new approach the levelr oF
referenc e pertains to individual items. In the p:oposed
metriod +tre manager 15 able to use the information guite
readilyy  {n desligning a program [0 maximuen cperational
efficieerlcy, while the conventional approach only prompts
the MaNager to say, "'That's nice," and to drop the whrole
matter

It mist be stressed that the store manager can 4o

the ¢ . .
““Mp utations for his particultar store provided the chain

i'w
° willﬁirlg to help ascertain certaln Initial information.
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The infoimation referied to heie willi be explained during
the course of the chapter and inciudes index numbeir's for
direct and indirect operating costs. and certaln percentage
flgures for a particular store. Close cooperation tetween
the chain and 1ts store managers 1s aszumned becauze, with-
out such cooperation, the accuiacy ot the app:ioach wiil be
grossly 1mpaired.

Net proflt computation is done in the traditional

way:
Cross Profit--weexly (Sollars) $xxx
Direct Cost $xxx
Indirect Cost XX
Total Cost XXX
Net Profit--weekly (douilars) Exxx

Departure from conventional methods appears when calculating
direct and indirect costs. An understanding of the prchlemn
of Proper allocation of operating costs i3 inconplete witn-
Out rec ognizing that every item In the rrozen food depairtment
should ot bear the same amount oI cverhead o: labor costs
of the department. A most readily admitted fact is that
different cases of goods have a different cost Tor iabor
and for- tpe space occupled In a supermarket. Frozen Juices
In a dump display, for example, require less labor than
cmwfulily stacked vegetables.

The cost of bringlng tre merchandise into the back-
oom flweeezer, price-marking it, placing it in the disglay
‘ase ang then checking i1t out 1s herein deslgnated as thre

d‘n
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The expense incurred as a po:rtion of the store's
rental cost, 1ts promotion and advertising, supplies,
depreciation and Insurance charges 1s designated as indire-t
costs.

For the sake of simplicity the procedure In this
paper 1s to talk 1n terms of stocking cne-case l1lots in dis-
play cases. 1In practice one must be careiful to adjust ror
actual operating conditions.

Included 1in the direct costs involved in handling a
case of merchandlise are additional labor costs for non-
production time. fringe beneflts, and taxes on wages.

"There 1is probably no exact methicd of allocatling non-

A
ne

production labor to each case . . . . In oxder to minimize
this problem, 1t 1s suggested total labor costs incuwved by
the frozen food depar-tment be allocated among the dirferent
products in proportion to the production time determnined by
time and motion studies. To determine, by time studles. tre
relative direct cost for different types of frozen p:oducts
1t is mandatory that chainwide cooperation be established
from store to head offlce and back agalin., (Step-by-step
Instructions on how a retaller can compute tre direct labor
€03t can te found in Appendix A.)

Indirect costs may bte allovates to an item on the
basis orp the numvber of cases carried 1n inventory or the

Hnear feet of display space the item occupies, each wlth
\

_ 2 The Dry Groceries Depaltment,'
+ 5 (May, 19€i), 3. (Feprint.)

Food Topics, XVI,

No
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corresponding advantages and disadvantages. Overhead
charged on an inventory btasis tends to emphasize the cost of
carrylng quantities of an item, while linear feet of display
cpace tends to emphasize the importance of facings. There
is usually a close correlation between the nuwnter of cases
carried 1n inventory and the linear feet devoted to the

item. Thus, there 1s lilkely to be ilttle cdirference in the
overhead charged against an 1ltem whethe: based on cases in
inventory or feet of display.

Trhe procedure followed in this repo:t allocates
overheaid on the amount of inventory carcried for an itemn,
adjusted by the cublc space that inventory occupies in the

3 carried in inventory was uced btecause o! ease

Store, Case

471

of under-standing by supermarket manage:s and ease of appll-
tatlon by buyers and other chain ofrieials.u Lest one for-
get, the key 10le of the manage:r cannot be understated. A
thorough understanding of costs pec item wiil allow sald
manager to be fuily aware of prot'itable opportunities arising
over tighter subervision of display space and facings. Such
an underﬁstanding tends to assure maximun operatlionai effi-
clency.

The Profit and Loss statement of the store provides

a ' X . )
ready  source for operating cost information and &also
_—
3

Ibid., 4.

2
the ove In certain cases some adjustments must be made on
Thead rigure. For circumstances and methods see

Ad
denda To Appendix B.
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recent Inventory figures. Since an accurate net profit
figuie cannot be computed without relatively current inven-
tory figures, the Proflt and Loss statement 13 an excellent
source for such information.

On the othe other hand, information on iinea:r {00tace
is of'ten available only at headquarters from a store's biue-
prints which may not reflect current arrangements. However,
the store manager could measure the llnear foctage under
current operations and thus make the basls more vaiid.

The primary reason for not using linea: footage {or
allocating ove:head chaiges 1s that space occupled by a case
0f mer-chancdise has height and depth as well as width, and
the one-dimension characte: of linea: footage may te mis-
leading . For example, one brand of fi1ozen peas may take
five 1 nches of linear case space tut be stacked eight paci-
ages deep and six packages back. A second btrand may tave
five 1 nches of linear case space, be stacred eight packages
deep bu t only three back. A reasonable allocation of overtiead
Would ¢ harge more to the first brand than to the second; even
though  both occupy the same linecr footage of display space,
YUt the rirst brand occupies twice the cubic display space.

Trie value of the case of merchandise has not been
tonside1-ed 1in allocating overhead. except as Interest charszes
are part of the store's expenses, [0r the reason that the
Cost of Merchandise is incurred only when the item is first

stockeq . As the 1tem sells down it is payling for the items

Used - ; .
In r"estocking. Hence, an investment in an item is made
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only once and oniy the interest charge on that investment i:
a continuing expense.5 The carrying chacrge for the initilal

investment 1s not a signitiicant factor 1n over-all criarges
against the 1tem. (Step-by-step instructions on how a
retailer can compute indirect costs can be found in Appendix
B.)

In computing direct charges one must be careful in
particular instances to adjust for sales atove o beliow the
one case flgure. Similarily, if the average Ilnvento:y
carrled for an item were more than one case, the weekly
Indirect charges would be propo:-tionately mo:e.

Using substantially the same technijues developed in
this paper, the United States Depaitment of Agriculture (USDA)
conducted a study in the dry g:rocerries departmnent ol three
chalns. The results of that study are summarized in the
following paragraphs.

"Unit direct and indirect costs vary between com-
Panies studied and between stores of the same cnailn. Higher
unit labor costs in a store are usually a reflectlon of
operating inefficiency. . . .”6 Indirect costs tend to be
lower in older stores because of reduced depreciatlion, l1ower
rental and smaller back:room space. Stores with frequent
deliveries also tend to have lower indivect costs. "Higher

Sales volume seems to be assoclated with higher unit ove:head
—_—

L:_
“"The Dry Groceries Department," loc. cit.

Ibid.
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costs . . . ,"7 because [{ixtures are geared to hlgh sales
potential.

The USDA study also indicates an ltem moving less
than one case per week makes no contribution to net profit
unless margins are adequate and inventories kept low. The
traditional approach to research on margins and profit con-
tribution of grocery items i1s with gross profits rather than
net. Although there 15 a relatlonship between the two, zome
1tems can have a satisfactory weekly gr0ss profit and stiil
return 1ittle or no net profit. =Some comparisons have been
made in Teblie 11 between giross and net profit for setected
items carried by an eastern superma-ket. Highe« volume sales
of canned peas did not mean a nighe:r net than moderately
selling Devil's food cake mix,

It is an opinion that similar vesults would ocou.s
in the frozen food department 1f an actual study were to
be undertaken. Since the methods developed here were not
tested (for reasons iterated previously), the 1esults of
the USDA study of diy gioceries we:re cited.

In the approach to the problem of profitability an
attempt was made to dwell on operating costs of the depart-
ment. Since the individual retailer has little or no control
over capital expenditures for his store, the cost of display
¢abinets and walk-1n freezers was considered as sunk.

Admittedly this type of ejulipment costs more than grocery
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snelving but store ejulpment was viewed as a [ixed invest-
ment which the store manager used to create sales and.
ultimately, profits. Hence, primary concern was {01 ope:-
ating expenses,.

Another assumption made concerns the cost of
operating a warehouse for frczen food and transporting oot
merchandise to the store 1In refrigerated trucks. 1t is
expensive to deliver frozen focds, by virtue of the doukble-
fhlandling at the warehouse and becaise 0! duzl-temperabi-e
trucks. Alzo, freezers are more costly to buy and to operate
than general warehouse space. It was aszswumed that most of
the excess warehousing cost connected with !':0zZen me:chandise
s recovered by the chain in tte biiling cost to the store.
whiethe: the store 1s bilied at retail o:r cost plus. Tre
main point is that the study was limited to c¢ost comparisons
at store level.

At office level 1t 1s not necessary to assume away

the above categories of costs. 1If per chance frozen Tcods

are so0ld at a loss 1n total. the procedure developed here
Would reduce the losses at store level, even if it did not

dssure a proflt. Once store level losses have been minimized,
then orfrice personnel can seek to minimize warehouse and
transpor-tation losses.

This chapter has dealt with net profit determlination
at store level but there 1s no reason that the same procedure
C&nnot be applied to a group of stores in a branch or

d 2 ~ a <2 . 3 .
1V1°1On. Such a broadening would entail only substitutine
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a summation or indivicuar store data Into the approp:-iate
places.

More importantly, net p:rofit calculations provide an
antidote for the notion that sto:e proflts are trhe product
of gross margins times the turnover of units--without iega:-d
to handlling costs o1 overhead costs on inventory. On Jues-

tions of "deals" requiring the stores to carry excess stock,

the cost of inventory can be computed.

Fa)

At store 1evel, information on net profit for indivi-
dual items, recognizing labor and overhead, can be most
helpful 1n al:ocating dispiay space. The manager has no
control over cost or sellling price of his merchandise tecauce
g£r033 margins are determined bty consicderations he coes not
control. By using the method deveioped here, 5t0:e manuge: s
can modify the nse of cablnet space and the size of inventory
tarried fo: an item 1n o:der to hoid down costs chu wed to it
in relationshlp to 1ts sales. Items not earning thei: keep
May be dropped. depending on the autro-ity vested in the
manage .

An attempt was made to bulld a sound case for the
Use of g net profit pe: itenm concept in sto:re operation. Tt
Is believed trat such an approach prrovides mor~e meaningul
flgures than the conventional derpa:tmental app:roach--mo:e

Meaningryl figures for more intelligent decisions.



CHAPTER 1V
MAFKET ANALYSIS

In the last chapter a method was presented by which
the store manager could determine net profit rer item, one
essentlal criterion upon which good space allocation must
te based. Ret'ore launching into a detalled dliscussion of
space aliocation in the frozen food department, a briefl lock
will be taken at anothe: criterion, knowledge of the market.

Know-edge of net profit pe: item does not supply all
the answers to space allocation juestions because the g:rocer
may find that certaln {rrozen items he carries aie unprotit-
able and should be dr-opped {i0om the line. Howevei, the
grocer may bte forced to carry the items tor reasons o7
variety and asso.timment o, as to be suggested in this
chapter, fo: reasons ¢! definite product prelevences 1In the
tracing area. The manage: may {'ind, upon pwroper analysis, he
can create gfeatep volume by displayving products preferred
by the nationalities, races, or creeds in his nelghbor-
hood. This may entail cutting Into supposedly valuable
display space of other itens One conseguence of such
space realignment might be that profiitabiiity of both the
"preference" and the "other" 1tem might increase. Another
possibility 1s, the profit on both ltems might decline.

41



An addl tional ramif'lcaticn is that 10 the word 1s spread a
particular store 13 catering to the tastes and wants o
particular people, they will want to shop there, causing
over—all volume to increase even though the share may not
be thhe same for all product lines, inclucding f{rozen foods.

The consequences of catering to pavticular segments
of thhe population can well be vecognized., Trhe pu:pose of
this chapter is to show that the store manszger must know
the makeup of nis market, the immedlate neighboirtood. Thre
type o f information available and where it can be found
Willi e shown. As before, the view of the situation wiil
be ©'r-om the point of the store manage: primacily, and tren
will be extended to the cnain.

As a point of ciarification, a distinction wiii be

s de-

[

drawn  tetween the market and marketing. Tre macket
flned ag "a group of individuals wililng ©0 buy a p:oduct

S - . , Cowd .
Service and able to pay for 1t."" Iz keting —e’e:s to

5

and
the Me thods of retting the product to tre market. Jne
St 1a ~ . o . . o ..
SOW1 A pe abie to see from the deflnition that there is more
co : : . .

Ncern here with the mariet than with macketing.

For purposes of the vepoc:rt then, maiiiet analysls is

ch

€ Pirocedure of evaluating the desire of a g:oup of people

to
buy » 1ts abillty to buy and the effect that dlstribution
\

and p.. lEdwara A. Brand, A Study of Administrative Policies

M@tices in Food Distribution, 1953, 2 (Mimecgraphed),

Mar-kng Myron S. Heldlngsfield and Albert B. Blankenship,

C‘Om\etand Marketing Analysis (New York: Henry Holt and
Pany "I907), 5-10.
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method s have upon making the goods available to the

market ." 2

To an individual store manage:, the wmarket 15 nothing
more than the people in the surrounding nelghboincod fiom
which he might draw customers. As vlewed bty the chaln, the
ma:ke €t may consist of the people in a city, a county, a
state , or gceographical region in which the chain can sell
Its products. But in either case, the market is not a mere
piece of land surirouncded by an imacinary line; 1t is &
local i ty bursting with people ready to buy.

The first thing one needs to know is how many peopile
there =@re in the market. One needs to know how old these
Peopl e are, because on has, [or exanmple, a greater oppor-
tinlty to sell baby food to young coupies with small child-
én than to older couples with older children. Knowiedce
°of Their race and national origins 15 essential. Differ-
% Taaces and ethnic Zroups have different eating habits,
which Mmake it possible, for example, to sell more black-eyed
Peas in one area than in another. One needs to know where
these pegpie st a1t a3 near Ly

pie stand economically, how much income trey have
and how puen they spend for 1oods. "Households with greate:
1ncome3 tend to use more frozen f0od than middle or lcw
Income Ccategories," says a survey by the Chicago Toitune. S
\

Ibid.

3"Acr'o.~ss the Buyer's Desk," Quick Frezen Foods,
No. 3 (October, 19€0), 21i5.

XXIII’
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An economic evaluation teils one thie incidence o1 telievizion
ownership, dlshwashers. fireezers, and lawn mowe:s, and
helps set the status of the neighboihood.

The store manager has avallable to hlm & sreat
deal of published material on the above vital statistics.
Published materials start with the publications of the
United States Bureau ol the Census. A book counpiied by J.

) ) !
Walter Thompson Company, Population and It€s Distwibution,l

rearranges tne census data to cover speciilc merkets.
It arranges the census dats by 1£2 metropolitan
markets and 45€ smaller urbtan markets and provides
tasic material on eveir'y town in tneEUnited States
witth a population of 2,200 o0: more.-

A number of other departments of tne Federal Govern-
ment can aliso supply valuable intormation. Among these are
the Department orf Commerce, Agriculture, and Labor, speci-
fically the Bureau of Labor~ Statlisties. From the latter
department comes the figures on employment, and income ani
Price indices for various ma:kets. Also, state govevnments
and Chambters of Commerce publlish reports on conditions
Within their areas.

After assimilating and understanding tne economlce
Patte r'ns in a market, be 1t rnelshiborhood o city, one needs

to know wrere peoprle are accustomed to finding difierent

—_—

uJohn W. Crawford, Advertising: Communications for
Mﬂﬂ@ggmggg (Boston: Allyn and Bacon, Inc., 19Ff0), 1353.
clting 7. Walter. Thompson Company, Population and Its Dis-
Eﬁﬁaﬂglgg (7th ed., 1951; New York: wcGraw=-Hill Book Co..
Inc.,1ge2).

[y
-

Ibid.
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kinds o7 goods. It must be decided how much o! one kind of
product people buy, in otner words, brand share. Felevant

to the report here, the manager should know what porticn of

.

tctal food sales 13 in the frozen 1ine In his market, zn
how does trils compa:re to the national, o state breadown.
Then he can compute the same proportion for his own stOoie
and compare it with his market, the state o national
figure,

Newspapers and magazines, and :adlo and television
étations, provide miuch speciflc market datva. The Consoli-

dated Consumer Analysis

brings you a nation-wide picture of shopping hatits
with 22- market comparisons in 127 cilferent procact
classifications and thousands of birands, a thiree vear
trend in product use and medlan product use.b

In newspapers participating In the Consumer Analysis each

provide data in greater depth fo:r 1ts own market area.
The Minneapolis Sta: and Tribune conducts an annual

home-interview survey of Minnesota and Hernepin County

have on hand and in use in thei: homes.

This 1Is not a brand "preference" suivey. Tt is an
INVENTORY of what's on hand and in use (0 what was
last purchased), not what's "generally" purchased
or- what 1s "preferred" by tre homenmaker. !

An additional selling point of the survey ls it de’lnes the

€1v14.

. 7Minneapolis Star and Tritune, Minnesota Homewaker
sHcvey No. 14.. 19€1.
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market in teirms of the medium, a newspaper, which is used
extensively for retail girocery acvertlising.

The major obstacle in relying upon published souices
is the tendency of maiket facts and figures to 2o out-of-
date rapidly. More and mo:e companies are relylng upcn
commercial research organizations. Individual store
manage«s can get information from there souirces only
through headquarters, if the chain subscribes to the service.

The rood-Drug Index of A. C. Nielsen Ccmpuny reports

te its subscribers every two months the {indings of actual
store gudits. Market Fesearch Co:poration or America
measures actual purchases by families azross the countiy.
J. Walter Thompson has o years maintained a Consuner
Purchase Panel whicn reports purcnases to the company each
rnonth.

The store manage: should know why people tuy what
they buy. Often trhel: buyling reasons are not individualis-
Cic at all btut deeply rooted in the culture patterns of the
country. He should be attuned to the cnanging patternz of
Mores and foikways of his nelghborhood. For example, the
incidence of worklng women In hls area might be quite high,
indicating to him an excellent opportunity to promote pre-
bared riozen foods.

Customs of a people change with great raplidity. but
the fastest changing kind of human tehavior is in the area
°f fashions or fads. An observant manager will note or be

awg N . . s - .
Ware of g fad for particular foods. Frozen and boxed ploza
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is an excellent example of a [ood rad.

It 1is impossible to hope trne stTo:"e manager will be
skilled in motivational psychology, let alone have the time
or facllilties to practice it. The chaln usually does not
malntain bureaus that go iInto research of tnis so0:rt. Tirade
publications, journals, newspapers, and weekly magazines
give insights into the lives of Americans and a store mana-
ger would do well to cultivate an interest in such publi-

cations. Supe:market News, Chaln Store Acre, Printer's Ink,

publications of Super Market Inctitute. Time, and Life are
examples of authorltative sources of this =ort. ILlibrarles
are excellent storehouses of applicatle information and less
expensive than subscribing to magazines or research sesvices.

A store manager does not hiave the time, money, or
facildities to do the detailed market research rejuired to
gathier ali the information. Some chalns do engage in ma-iet
research of their own by use of test stores. Tne store
managel might well be asked to participate In a study of
customer buying habits In his store. CSuch stuclies seex to
determine the‘origin of customers, {rejuency of storve visits,
mode of travel to the store, slize of purchase, items pur-
chased, and derartments patronized.

The chain 1tself can piay a very important part in
the whole area of market research by acting as a pipelline
or funnel of information to all its store managers. With-
out the benerits of chain sponsored market research the

store manager will be stifled in his attempts to gain
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accurrate data. He will then be obiiged to seek adejuate
information from public sources obtainable throuzsh litiraries.

In elther case, whether chain sponsored or undei-
taken on individual initiative, some type of mairket research
1s Imperative. As stated earlier In the chapte:, knowledge
of the market is one of the essential criterrion upon which

good space allocatlion must be based.



CHAPTER V
SPACE ALTOCATION

In the two preceding chapters, tvwo essential cri-
teria, upon which good space allocation should bte based,
were developed. It 1s th.e intent in this chapter to inte-
grate the criteria into a workable f{ormula to be used bty
the manager in allocating space to categoiries of items and
to 1tems within the categories.

"Many frozen foods men have fallen down on the job.
Frrozen food--space the most expensive merchandising space
in the store--1s not being fully utilizied."t The high
COst of refrigeration eguipment is only one element in
keepiqu frozen food space the most expensive spzce In the
store . Because, nntll recently. the industiy hoes lacked a
cablnet to display merchandise at eye-level, the space above
the cavpinet was wasted as far as selling space is concerned.
This Situation should be remedied shoitly.

A survey conducted bty New Yo:k University on rrozen
food dpearments 1-evealed that in half the stores surveyed,

betwﬁieen one-fif'th and two-fifths of the available space
—

Groo Impvailable Space Not Fully Used," Chaln Store Age,
“0% . Exec, Ed., XXXV, No. 8 (August, 1559), 11k,

ug
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was wasted.2 Lack of efficient housekeeping and merchan-
dising by store frozen food men generally contributed to
the gross waste of avallable space. The study further con-
Cluded there is not enough frozen food space in many stores.

Since, for the most part, the store manager can do
little about increasing his space for frozen foods he must
make every effort to use what he has efficiently. "Top-
flight management is the catalyst that can turn frozen foods
from a low return, also-ran cepartment into the dynamic
pProfi t producing section it has become for a growing nunber
Of the independent food store operators."3 Under the cir-
cumstances then, good space management is a must.

Any initial spaceé allocation should be based on
broduct performance, and then, chianges can be made to suit
speclal situations where the market demands warrsnt a charge.,
Produc ¢ performance can be judged from many angles depending
On One's vested interests or the point one is trying to make.
The angles are, gross profit, dollar sales, and unlt move-
ment .

The first of these angles considers only gross
Profi +, but as has been noted in Chapter III, a good gross

Profl + does not always mean a good net proflt. The net
\

2M1s There Enough Frozen Food Space?," Chain Store
Age, Groc. Exec. Ed., XXXV, No. 7 (July, 1959), 3353.

3” T " o)
Management Key to Performance Food Merchandising,
XXXV‘]:I, No. 6 (June, 1961), 35. ’







51
profit per item approach has been substituted in preference
to the traditional gross profit one. Net profit consider-
ations stress the overhead and labor costs attrituted to
the space.

Another measure of product performance 1s dollar
sales. This figure is slightly out of place in a discussion
of the profit contribution of an item. Certain items nay
have large dollar sales but contribute little or nothing to
net profit.

The same 1is true of the third measure of product
performance, unit movement. The number of units mcved may
be outstanding but in actuality are contributing little, it
anything, to net profit. However, the flgure is useful in
another sense, and that is, to judge the demands of a cer-
tain market for the item. Take for example, okra, which
normally is not a rapld mover. In a predoninantly colored
nelghborhood the demand for this product jumps significantly.
Market research by the manager would have indicated that the
coloreq people in his area preferred more okra for thelr
diets .

All three of the measures of product performance

M
have b een combined into a space allocation formula. By
\

fro 4Ideas on‘the space allocation formula were drawn

Cabm an ﬁrticle, "What's Happening Iin U. S. Supermarket

Fieﬂ;EEts in the February, 1960 (XXX, No. 2) Frosted Food

EEET_- The main point of the article is that space alloca-

thre S hould be based on product performance, Jjudged by the

Subsi factors. As explained in the text, net profit has been
1 tuted for gross profit.
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doing so, the criteria set up in previous chapters have been
considered, and at the same time, the three most important
factors of product performance have been included.

The tformula for the 1nitial space allocation for

different categories of items 1s as follows:

Do + Po + Ug

S, = . Y
¢ 3
where:
S, = space to be allocated to a category (c)
¢ = category under conslderation, e.g., vegetables
D _ = average dollar sales of the category
¢ average total frozen f[ood dollar sales
P, = average net profit of the category
average net profit of the frozen food departiient
U, = average unit sales of the category
average total unit sales of the department
Y = total cubit feet of cabinet display space

Perhaps a hypothetical example will help explain
the 1nteractlion of the three elements of product perform-
ance. Assume for an instant the following data gleaned
from o study of the frozen food department for the catezory

Of vegetables over a period of weeks:

Average dollar sales of vegetables . . . . & 375.00
Awverage total dollar sales. . . . . . . §1000.00
Awverage net profit of vegetables. . . . . $ 13.20
Awverage net profit of the department , . . $ £0.00
R verage unit sales of vegetables. . . . . 9%
AV erage total unit sales . . . . . . . 30C0

T otal cubic feet of cabinet display space. . 1¢0 cu.



Then:

Do = i 375 = 375
1000

P, = %13.20 = .265
50.00

Uo = _ 936 = .312
3000

SC___Dc+PC+UC .Y

3
Se = 375 + -2§5 + .312 . 1€0 cu. ft.
Se = 317 - 160 cu. ft.

Se = 50.72 cu. ft.

In this hypothetical example the elements of product per-
formance have combined to dictate that .317 of the tctal
cubic feet be allocated to vegetables. This means that
50.72 cubic feet of display space should be the optimum
allocation based on past records. Similar computations can
also be made for the other categories such as juices or
prepared foods, but will not be done here.

The above formula determines only the initial
category allotment of space and thus it is necessary to com-
pute the space allocation for Individual 1tems and brands.
This entails only a substitution in the original formula of
item figures instead of category figures. The formula for

items 1s as follows:

n

3
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where:

Sy = space to be allocated to the item (1)
1 = 1tem under consideration, e.g., peas
D: = average dollar sales of the item

1 average dollar sales of the category
py = Average net profit of the item

average net profit of the category

U, = average unit sales of the item

i average unit sales of the category
S, = space allocated to the category

Each of the component parts of these formulas should
be an average computed over a reasonable length of time.

The average can be expressec¢ in any length of time but
preferably in weekly units.

Witness the fact that these formuias result in an
1deal sltuation which most often does not agree entirely
with reality. It is most Important to recognize adjustments
must sometimes be made because of special situations such
as item size, special promotions, seasonal i1tems, and many
other aspects related to good product display. The formulas
give a reasonable approximation as to what category and item
space should be, and at best, is an improvement over the
trial and error approach of many managers.

Space allocation is but one of the requisites to
efficlent use of available space. Many operators have
found they can substantially increase frozen food sales by
careful realignment of space and elimination of slow movers.

Qualilty Foods, Incorporated has a very positive approach to
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the elimination of slow moving i1tems. Every sixty days,
each frozen food manager submits a list of the ten slowest
moving l1tems in hils cablnets and when the lists of most
stores in the chain concur, those items are eliminated.5
Retallers affiliated with the Independent Grocers
Alliance (IGA) are bound by a similar agreement. If a
particular item is not ordered at least once durling a five-
week period the item 1is dropped.6
A conscientious application of the space allocation
formula coupled with an active program of eliminating slow

movers should lead to an increase in net profits of the

frozen food department.

5"500% Increase in Frozen Food Sales in Three Years
at Quality Foods, Inc.," Quick Frozen Foods, XXIII, No. 3

(October, 1960), 249,

6"Aver‘age $45 per Linear Foot Weekly Sales: Secret
is to Keep Cabinets Full, Minimize Out of Stocks," Quick
Frozen Foods, XXIII, No. 5 (December, 19€0), 104.




CHAPTER VI
TECHNIQUES FOR PROPER MERCHANDISING

The objective of this chapter is to suggest techni-
ques for proper merchandising that would assure maximum use
of the space allocation developed in the previous chapter.
In essence the chapter is a delineation of ways and means
of increasing profits in the frozen food department. The
techniques have been divided into four major areas: adver-
tising, display, elimination of out-of-stocks, and proper
handling.

In using any of the techniques to be developed. one
must recognize the existence of the law of varying propor-
tions. There 1s a 1imit to the profitable use of any
promotion, advertising, or display technigues which might
be used in the creation of new sales. Under traditional
profit analysls methods the limit was difficult to recognize,
but not so if per item profit allocation 1s followes. By
allocating costs on a per item basis the manager can see at
a glance whether or not the additional promotional expense
paild for 1tself. A per item breakdown of costs will tell
the manager whether or not the additional labor can be used
without lmpairing the profit picture. But 1t should still
be kept in mind that all promotional techniques reach a

56
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point where the cost is adding up faster than the profit

generated by the technique.

Advertising

Advertising incites desire for a product and is a
necessary aspect of the marketing program for a product.
Advertising in frozen foods has been limited, for the most
part, to manufacturers' advertisling to the ultimate consumer,
and the maJjority of such advertising has pald off handsomely

for many manufacturers and some retailers. "Names which

were hardly known in 1950 have become household brands today.'

Most of the manufacturer advertising has been cdone
with two ideas in mind, viz., (1) to impart information to
the consumer about frozen toods, and (2) to acquaint the
customer with a brand name. Manufacturers have come to
realize frozen foods are accepted and, hence, have geared
their advertising toward establishing brand identification.
"The Dupont survey shows that almost 33% of frozen food

e If the consumer

buying decisions are made in the store.'
is attracted to a frozen food cabinet she willl probably pick
the advertised brand. provided the manufacturer's image is
good and there 1s very little price differential.

Few chalns have managed to advertise as successtully

as the national manufacturers, simply because they do not

lyi111ams, loc. cit., 77.

2Matysiak, op. cit., 45.

1
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have national coverage. Only Sufeway and the A & P are
considered national chailns with much the same reputations
as a national manufacturer. Safeway, in particular, prides
itself in 1ts advertising. The first private label frozen
vegetable was introduced by Safeway in 1950 under the name,
Bel-Air, now well-known nationally.

Early in 19€1, Assoclated Grocers of Miaml found
themselves 1In a paradoxical situation when the introduction
of private label added more space for advertised items. Up
until the addition of private label, the prestige or adver-
tised items had been the maln forte of these merchants. In
adding private label in thirty-five of their four hundred
fifty frozen food i1tems, more cabinet and warehouse space
had to be created, but they created more than was actually
demancded by the sales. In order to put the excess space to
efficient use, they allocated advertised items more space
with the "surprising" results that total sales picked up.3

Cne can see in this instance that the image estab-
lished by a national advertiser was beneficial to the
stores. Chalns often gain a good deal of "free" advertising
when they display and promote national brands. Whereas, in
order to galn the same benefits from private label merchan-
dise, a chain would have to advertise vigorously and

vociferously; but the mere dollars and cents angle keeps

3"Frozen Food Paradox: Private Label Adds More
Space for Advertised Brands at Miami Co-op," Quick Frozen
Foods, XXIII, No. 7 (February, 19¢1), 81.
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some chains from an active advertising program.

Looking at the problem from the manager's point of
view, there are a few things he can do to advertise or to
incite desire for a product. He cannot, for the most part,
run big advertisements 1n a paper usually because of chailn
restrictions and more so because of his budget. There are
many effective means, other than advertisements, of calling
attention to the department and to specific products.
Posters, small signs and departmental signs are all excel-
lent means of attracting attention.

"If you can't spread out, go up!" Point-of-
purchase material above the frozen food cabinet can be just
as effective as more facings of an item. Some manufacturers
such as Birds Eye Division of General Foods and Sara lLee
will furnish, upon request, dummy cartons or three-dimensional
replicas of full meals to suggest diflerent meat and vegetable
combinations for meals, a suggestion most housewlves appre-
clate.

Another method used by some operators 1s to have a
hostess or demonstrator giving out samples in the department.
The promise of something free usually manages to draw a
number of people. The hostess can also explaln product use
to the customer. Complete customer understanding of how
to cook the product is necessary 1f repeat sales are to be

expected. If the customer knows what she 1s to do with the

bnpen Ways to Merchandise Frozen Foods," Chain Store
Age, Groc. Exec. Ed., XXXVI, No. 4 (April, 19€0), 1€2.
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product, her family will be satisfiled with it and she will
buy 1t again. The personal touch of a hostess might well
be the key to repeat sales.
Advertising can exlst on elther a large or small
scale. A manager must make use of the facilities at his
disposal by calling attention to not only private label

but also nationally branded merchandise.

Display
Display meshes well with advertising by calling

final attention to a product for which advertising has
built a desire. The chief purpose of both display and
advertising is to sell more goods and, thereby, create
greater profits.

There are two categories of display, namely, (1)
the regular display, that 1s, merchandise in a regular dis-
play space., and (2) special displays, consisting of merchan-
dise 1n cases other than the customary ones. The presenta-
tion will not make any differentiation in the technigues to
be applied to each category. What will be discussed is
equally applicable to both categories. To discuss the tech-
niques of display does not preclude talking about a specific
category.

It is not possible to set up a standard procedure
for the display of frozen foods because each individual
operation must be tallored to fit the needs of its environ-

ment. No nard and fast rules exist for determining where to
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display frozen foods. Some stores have noted much success
by placing the freezer cases next to related items; for
example, one group of stores placed the vegetable section
across from the produce department. In some markets, ice
cream cases are located as near as possible to checkout
counters to take advantage of the excellent impulse propen-
sities of ice cream.

Case placement raises a controversy because some
frozen food merchandising men recommend placing all freezing
cabinets near checkout counters. Such placement, they say,
will help the customer keep her products frozen, and hence,
maintaln the quality inherent in frozen foods. Another
reason for near checkout placement is to take advantage of
the heavy traffic pattern of the alsle leading to the
counters. One chain in California has solved the problem
of thawing by supplying large size insulated bags at the
c-abinet.5 The bags not only keep the products frozen but
also spread the name of the chain through effective adver-
tising on the outside of the bag. If all stores were to
supply means of keepling procucts Iirozen, cases could be
placed wherever shopping patterns would dictate. Impulse
i tems could be displayed near checkstands or other pesk
traffic locations, or items could be put near related de-
partments. Any number of good display technigques would be

followed 1if the operator did not have to worry about thawing.

=
“"500% Increase in Frozen Food Sales in Three Years
at Quality Foods, Inc.," loc. cit.
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Orce case location has been determined, ~uitable case
layout should be planned. There are many ways to lay out a
frozen food cabinet but one maxim should be kept in mind,
namely, 1tem position should be based on 1ts drawing piroper-
ties relative to the traffic patterns of the store. Fast
selling, basic 1tems such as Juices, vegetables, and meat
ples should be placed as far apart as possikle to encourage
shopping of the entire cakbinet. Layout must be designed to
pull shoppers through the entire department.

Items of similar shape should be separated by
packages of a contrasting color so as to distingulsh one
item from another. Quality Foods, Inc., has used colored
fluorescent lighting above one section of the case to obtain
contrast.

Some stores have tested angled product stocking to
break up the monotony of the frozen food case. Packages
are placed on an angle so the customer can see the product
more readlly and can pick it up more easily.6 Frozen food
men say customer convenience is the biggest plus to using
the method. On the other hand, besides being exceptionally
messy in appearance, angling is found to be workable on only
forty per cent of the items which return only twenty per

cent of the sales in frozen foods.7 Therefore, use of

6"Chains Test Angled Selling." Chain Store Age, Groc.
Exec. Ed., XXXVII, No. 10 (October, 19¢1), 170, 172.

"Ib14.
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angling might best be restricted to contrast for a few rows

only, much the same as the color contrast idea.

Another effective method of display is to bring

togethexr related items in either the regular cabinet or

spot cabinet somewhere in the store. Quality Foods reports

that "placing frozen wafiles and frozen frults in the ice

cream sSection increased sales of those items as much as

15%." Some operators have mixed frozen cranterry relish

with the frozen poultry and obtained not only cross-merchan-

dising Yut color contrast as well.
The old falthful for frozen food display 1s the dump

display wusually reserved for "special," fast moving ltems.

In the long cases of the modern supermarket, dumps are ef-

fective only in proportion to the neatness of the rest of

the cabinet.

Spot cases, dump or non-dump, should be moved every

Week to tgke advantage of impulse creations. If one of the
New immowable dual-temperature cases 1is used 1t is necessary
to Change the merchandise weekly, otherwise the customer
will Think that unwanted merchandise is belng pushed off on
her, Many operators are using masking tape to male special
brice Packs to promote in spot cases, where they are partic-

ular
"y € f'fective.
From the retailer's point of view, there are ten

Obvio
l—lsly good reasons for using special displays:

8t Quag § ‘3"500% Increase in Frozen Food Sales in Three Years
1 ty Foods, Inc.," loc. cit., 250.
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they sell more mercnandlse

they create a low price Impression
they help to balance inventories
they help to strengthen advertising
they add excitement to a store

they break shopping monotony

they create impulse sales

they highlight new products
they help reduce stockouts on weekly ad features9

they offer shoppers suggestions on what to serve

R e I P D

OW OO FWN -

[

The previous discusslion has revolved around ways of

getting the customer to the cabinet but not too much has

been said about keeping here there. One of the surest

method s of irritating customers is to have sloppy pricing.
Good, 1legible face pricing allows the customer to make
ready price comparisons with similar items. Some operators
advoc a te side pricing because of the ease with which 1t can
be done, but face pricing remains more popular with the
Custome r-s,

In this section many ways of displaying frozen foods
have been discussed--some obvious and some not so obvious.
The Store manager would do well to be more imaginative in
using d 1 splay space. The preceding illustrations served
°nly to sSuggest what can be done to further better space

ma
nagemeht and to help increase sales and profits with a

mMnimum Of costs.

Elim
“‘j=51§LILan of Out-of-Stocks

The out-of-stock situation 1s probably the biggest

areg
1n Which store managers have been gullty of neglect.

"How to Build More Profits into
Progrezzive Grocer, XXX1IX.

our o 9Geor'ge E. Kline,
No. 1 "B =cia1 Display Program "

( <J znuary, 19¢0), 49,
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Some more aggressive managers, such as Mr. MacFarland, owner

of an I.G.A. store, feel that:

1f a housewife sees a frozen food case half-empty
11 think everything has been picked over, and

she wi

she dAoes not get a good choice. If the cabinet is
full she has first choice and will be more likely to
buy_ iO .

If what Mr,MacFarland says is true then the manager had

better make a critical appraisal of his case stocking

methods .
In the past ten years two studies have been done on

the prob 1 em of out-of-stocks and both show that out-of-stocks
Sserious 1y affect frozen food sales and, hence, profitability.

In the f1 rst study done by Progressive Grocer in 1953,

Spectac ul ar sales increases occurred when the cablnets were

kept fully stocked.!! Frozen food sales of a group of

stores were studied for a normal two-week period when no

Special €emphasls was given to frozen foods, and during this

bPeriod 1, 336 units were sold. 1In the following two-week

Interva’l , frozen food cases were restocked daily, resulting

In unit Sales of 2,021, a healthy £1.2% increase. Even if

t
he pepcentage increase is reduced by one-half, the results

indic
ndicateq &reater profit potentialities than most stores

ar
€ now re alizing.

\\

l M A
s to K O”Average $45 per Linear Foot Weekly Sa]gs: Secret
S e (Cgbinets Full, Minimize Qut of Stocks," loc. cit.,

105,

Trout, *r ..~ Sobert W. and Joseph J.
Prosres <  “~=tomers Buy 22% More When Shelves are Well Stocked,
—3d v e (rocer, XXXII, No. € (June, 1953), 4O.

4 7
- Mueller, George E. Kline,
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Frozen foods, with certain exceptions such as peas,
beans and frozen Jjuices, are bought largely on im-
pulse and no merchandising technique can begin to
compars with a continuously stocked well-arranged

case. 1

The second study, done by Quick Frozen Foods, proved

substantially the same thing as the first study done by

Progress i1 ve Grocer. The approach was slightly different in

that the Quick Frozen Foods study was concerned with keeping

13

a record of stocking procedures for a group of gstores.

"Store D . . . having the best record 1n out-of-stock does
$40,000 a week and enjoys €.52% of its volume or $53.58 per
linear f oot out of 1its 36 feet of cabinets."“l Store D,
though 1 t had the best out-of-stock record, had a poor
apporti orniment of frozen foods but did better than stores
With proper space allocation and a bad out-of-stock record.
This just seems to point up the fact a strategy for merchan-
dising must include a number of aspects rather than

émphasi ze only one. Integration of advertising, display

and goodqd s tocking procedures into a well-defined merchan-

dising S trategy will benefit any store manager.

In any case, the studies done by Progressive Grocer

and 3
Qul\ck Frozen Foods indicate a need for a closer look at

the
Out“of‘-stock situation of frozen foods. A customer

\
121044, 48,

1
tifie Ca 3"R‘educing; Out-of-Stocks Takes Priority Over Scien-
llbinet Layout," Quick Frozen Foods, XXIII, No. 9

(Apr'il
> Sé€1), 91.

12
Ibid.
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cannot buy what the store does not have.

Proper Handling
The 1mportance of proper handling and its effect on

profits and sales can readlly be seen. TImproper handling

of frozen foods results in lowered sales and profits induced
by defro s ted and torn packages, and poorly marked packages.
Inefficient use of labor causes ilncreased costs which eat

up any pr-ofits generated by the strategy for merchandising

of frozen foods. Costs are increased by excessive opera-

tion of refrigeration machines resulting from improper
Stockings of frozen foo? cablnets.

The store manager can cdo three things to help
assure correct handling of frozen foods, namely, assign
responsibility, instruct carefully, and check work
regularly .

Just as in the other departments of a supermarket,

the firs+ r-equirement of a good frozen food department is

to make One person responsible for 1t. In many stores, the

frozen Tfoog department does not require a man's full time;
nevertheless, one person must be assigned the responsibilicty
of °réering, stocking, and rotating and the care of the
freezer €q uipment. The individual must also have the auth-
ority to A irect those who may be assigned to help him.

The store manager should take the time to be sure
the pepSOh assigned the responsibility of the frozen food
departmerlt knows his job thoroughly. Clear, concise Instruc-

= & necesslty if the man is to do a good Job. Many
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problems can be alleviated if a manager checks periodically

to see that the job 1is being done properly and effectively.
The manager can facilitate the handling of frozen

foods by instructing his employees according to the following

checklis t:
WHEN RECEIVING

Be ready for the load

Segregate 1tems that can go directly into display
cabinet

S tack cases closely together

Unload the order quickly and get it back under

refrigeration

IN THE STORAGE FREEZER

Segregate merchandise as 1t is put away

Keep labels visible or mark visible ends of cases

Push carts into walk-in type freezer to load or
unload

T.0ad the cart so merchandise put on last will be
taken off flrst

Keep the freezer clean and free of ice

OCN DISPLAY .

Check the display cablnet at least twice a day

Handle full or half cases only

Take a written list of needs as you check the
cabinet

Police the display cabinet while checking the stock

Wa teh for damaged items and remove them

Keep price signs clean and up to date

Keep display cabinets clean and free of ice

Keep 0° F. in freezers and cabinets (check often)

WHEN PRIcING

Use a good marking set and keep 1t clean
X*ice the whole case at once on the front-face
surface
Prjce the packages quickly
Y-ice in the backroom if possible

WH
EN s grrine up mHE DISPLAY .

LI&Se dump displays when feasible
.Piﬁiep displays of at least half a row



Don't stock merchandise too tightly in cabinets
Don't backtrack . . . service as you go
Don't block the cablinet with carts or empty cases

Combine rotation with stocking
Get the case up to the display when stocking

Use both hands when stocking
Keep the displays below the fill line of the cabinet

Use dividers when feasiblel®

Summarx

"The above checklist 1s only a summary of the essen-
tial elements included in any handling procedure. Lest one
forget, proper handling must be integrated with proper dis-
pPlay and promotion techniques to help round out an effective
Strategy for merchandising frozen foods. The objective of
the chap ter was to suggest technigues for proper merchan-
dising <that would assure efficient use of available space.
The 111 us trations mentioned should not be taken &s the be-all
and end—-al1]1, A store manager should take a long hard look
at his Dr:esent tactics to see where he can improve the most,

and then take steps to bulld up the whole program.

\

1 51' 1" . . -
Frozen Food, Extension Service of University of

Massac by
nd,, lé‘getts and United States Department of Agriculture,
-1 14.




CHAPTER VII
SUMMARY AND CONCLUSIONS

The purpose of this paper was to formulate a better
merchandising strategy for frozen roods, bty developing in
the manager a consciousness of operating costs and market
characteristics. The probtlem was occasioned by personal
obtservations and comments made by certain managers of a
large grocery chain. It is kelieved that many manasgers lack
sufficlent insight into what the frozen food department
could do tor them by way of contrituting to gross profit
occasioned by sales of frozen foods and the relative drawing
vower of the department itselfl. This lack of knowledge
caused a situation of neglect btelieved to be unhealthy.

In order to remedy the situation, a strategy was
proposed that would overcome the manager's lack of insight
into the potentialities of frozen foods. Past and present
problems of the frozen food industry, leading to the situ-
ation of relative neglect, were clarified. Formulation of a
method whereby the manager could easily compute operating
costs and hence, net profit, was placed first on a list of

importance to the strategy. In addition to net profit
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considerations (though important, but not all-important) a
description of market characteristics and situations was
made available as part of the strategzy. Profit contribu-
tion plus demand of a market for a product were combined
into a formula for space allocation that gave weight to
over-all product performance. Space was concluded to be
wasted by a number of store managers and this was consid-
ered to be definitely an unhealthy aspect in the department's
competitive struggie for profits. Erficlient use ot avaliable
space, through use of display and promotion technigues,
was touched upon as a necessary element in an over-all
attack upon thrie problem of strategy.

It was hypothesized at the beginning of the paper
that knowledge of the effect of operating costs on net
profit ans an unawareness of market characteristics will
benefit the store manager in formulating a strategy for
merchandising frozen foods, All the evidence presented
indicates that knowledge of the effect does benelit a store
manager and 1s, in fact, an integral part or component of
any merchandising strategy. Without a thorough-going knowl-
edge of the direct and indirect costs allocated to an item,
the manager wiili never know what he can afford to spend on
promoting that item. Without an awareness of the tastes of
the market, the store manager will never be able to draw
that extra little bit of business that means the difference

btetween an adejuate manager and a good manager.
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For a number of reasons the method of allocating
costs 13 not as accurate as 1t might be under non-existent
ideal circumstances. The method was not tested because of
a scarclty of time, money, and lack of an adejuate test sub-
Ject. The method of allocating costs is a departure from
the trial and error approach used by many managers, but it
is not as accurate as a sophisticated statistical procedure
computed by a machine.

The proposed strategy itself is not the be-all and
end-all of the merchandising world, and is not guaranteed
to cure all the 1lls associated with frozen food merchan-
dising. It is one man's approach to the problem and, 1t
1s believed, a little more workable and accurate than that

presently used by store managervs.



APPENDIX A

HOW TO COMPUTE DIRECT OPERATING COST3

OCN A CASE OF FROZEN FOOD

The appendix will present, in detall, the procedure
by which a retailer can compute direct operating costs on a
case of frozen food. The approach is divided into two
parts: (1) computation of direct costs on a typical or
average case of frozen foods; (2) adjustment of that cost
figure to suit a specific product.

Individual retailers and firms can use their own
accounting data for direct cost allocations per typical
case of frozen foods.

Acdjustment of direct costs can be done handiiy by
the use of index numbers which can be obtained by work
sampling methods and time studies. (It 1is in this area, as
referred to in the text, that utmost cooperation between
headquarters and store operator be attained.) The direct
cost index should be based on time study data covering the
handling of frozen food from receiving off the truck to
cabinet stocking. Items clustering around the median time
should be taken as 100 and all others scaled proportionately.

Thus, dumped strawberries may have an Index of 100 while

73
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stacked vegetables will have an index of 135 due to the
extra time spent for stacking.
COMPUTATION: (Numbers are keyed to compilation sheet at
end of appendix.)
1. Determine average weekly direct costs for the grocery
department.

This Information can usually be obtained from the
regular P & L statement of the store. Care should ke taken
to include grocery department payroll and taxes, and co:zts
of fringe benefits associated with the payroll sun and front-
end labor costs. Whether or not store management and admin-
istration costs should be included depends on the policy of
the chain.

2. Estimate the weekly direct costs for frozen merchandise.

This may bte estimated at 5% of total grocery depart-

1 or data may be amassed by the chain

ment labor costs (#1),
to give a more accurate percentage.
3. Estimate the number of cases of frozen food moving
through the store in a week.
This can be done by tallying involces (simplest
method) or by machine runs of cases dellvered to the store.

Over a period of weeks receipts closely approximate sales,

upon which labor is based.

I"The Dry Groceries Department," loc. cit., 2: 1t is
cited: "This [weekly direct costs for warehouse merchandise]
may be estimated at 85% of the total department labor costs
if frozen foods are counted as groceries and 90% if grocery
personnel do not handle frozen goods."
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4, Calculate the direct cost for handling a case oI frozen
food in the store.
Divide the average weekly direct costs for frozen
food (#2) by the number of frozen cases moving through the
store in a week (#3). The result is the direct cost borne

by a typlcal case of frozen merchandise.

ADJUSTMENT:

5. Estimate the direct costs for a particular frozen item.
Obtain the standard time index, based on time studies

conducted by the chain, for the particular kind of product

group and pack. The direct cost 1s then derived by multi-

plying the index of standard time by the typical case costs

for the store (#4).
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COMPILATION SHEET FOR AVERAGE DIRECT COSTS

Average weekly costs for the grocery department.

Weekly direct costs for frozen merchandise.

°% x (#1)

Number of cases of frozen food moving through the

store in a week.

Direct cost for handling a case of frozen food in the

Store.

B
u)'f\)

Direct costs for a particular item,

direct cost index x (#4)



APPENDIX B

HOW TO COMPUTE INDIRECT OFERATING COSTS

ON A CASE OF FROZEN FOOD

This appendix will present, in some detail, the pro-
cedure by which a retaller can compute indirect operating
costs on a case of frozen food. As with direct costs the
approach can be divided into two parts: (1) computatlion of
indirect costs on a typical or average case of frozen foods;
(2) adjustment of that cost figure bty use of index nunmbers
to sult a specific product.

Indirect cost iIncdices should be based on the size of
the case in which the merchandise is packed and expressed as
the cubage of the case. Average size cases should be taken
as 100 and all others scaled proportionately. For example,
a case of six ounce julce packed twenty-four might have a
case index of 75 while a case of large pizza packed twelve
may have a case index of 175.

COMPUTATION: (Numbers are keyed to compilation sheet at end
of appendix.)
1. Obtaln the average weekly grocery inventory in dollars.

This 1s usually avallable from the P & L statement

of the store or from the periodic inventory record.

Tl



73
2. Calculate the average weekly inventory of frozen food
ltems 1in dollars.

Thls can be done by a tally of invoices over a
period of weeks.

3. Calculate the number of cases of frozen foods carried
in inventory.

This figure can be obtained by actual count of
inventory over a period of weeks.

4, Obtain general store expenses allocated to the grocery
department on a weekly basis.

This should include all non-labor costs and appro-
priate allocations for rent and depreciation on fixtures,
costs of advertising, stamps, etc., most of which can te
obtained from the store P & L statement.

5. Compute percentage of frozen food inventory to weekly
grocery inventory.

This figure is computed by dividing the average
weekly inventory of frozen food items in dollars (#2) by
the average weekly grocery inventory in dollars (#1).

6. Estimate grocery department indirect costs allocated
to frozen food.

This figure 1s computed by multiplying the figure
obtained in (#5) by the general store expenses allocated
to the grocery department (#4). (See addenda to Appendix B.)
7. Compute the overhead charge for a case of frozen food.

Divide indirect costs allocated to frozen food (#€)

by the number of cases cylculated in (#3). This gives the
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overhead that should be charged to a case of merchandise

carried in the inventory each week.

ADJUSTMENT:
8. Calculate the overhead or indirect costs for a particular
frozen 1item.
Multiply the charge for an average case of frozen

merchandise (#7) by the indirect cost index for that item.
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n

COMFILATION SHEET FOF AVERAGE INDIRECT COSTS
Average weekly grocery inventory in dollars.
Average weekly inventory of 1'rozen f00d ltems in dollars.
Number of cases of frozen foods carried in inventory.

Indirect expenses allocated to the grocery department

on a weekly basis.

Percentage of frozen food 1lnventory to weekly grocery
inventory.

2

#1
Grocery department indlrect cosgts allocated to frozen
food.

(#2)  x (#M4)
Overhead charge for a case of frozen foogd.
6
5%3%

Overnead for a particular frozen item.

tndirect cost index x (#7)



ADDENDA TO APPENDIX B

Although an attempt was made to allocate overhead
(indirect costs) on the basis of cases carried in inventory,
it 1is recognized that there are some shortcomings in the
approach. This 1s especially true when speaking of frozen
foods. Under Indirect costs there are two most important
expenses: electricity needed to run refrigerated equipment,
and depreclation.

Progressive Grocer, 1In a recent study, determined

power expense necessary to maintaln desired temperature in
the frozen food cabinets and walk-in coolers by arranging
to have special meters installed to measure the kilowatt
hours of electricity used.1 The final figure amounted to
1.8% of frozen food sales or approximately .09% of total
store sales. (See Table 10.) Admittediy 1t is a high
expense and must not be overlooked.

Depreciation of freezer equirment must also te
reckoned with In ascertaining reasonable indirect cost

allocations. Progressive Grocer figures show that 1.7% of

frozen food sales is a reasonable allocation of the depre-

ciation charge which includes a pro-rated share of checkout

1"sales and Expense Analysis Proves Profitability
of Frozen Foods," loc. cit., 73.

81
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depreciation charged to frozen food on the basls of units
handled through the checkouts. In the same study fixture
maintenance amounted to 1.0% of sales.

The above indirect expenses account for 4.t% of the
total operating expenses expressed as a percentage of frozen
food sales. This is a substantial amount in relation to
the volume apparent in most frozen food departments.

Viewing such expense figures it is seen that allo-
cation of iIndirect expense on the basis of cases carried in
inventory might not present a wholly acceptable or accurate
figure. Therefore 1t is suggested that the retaller may
have to adjust the overhead charge for frozen food up to a
more realistic level, if necessary.

The following 1s a recommended adjustment procedure.
Assume for an instant that indirect operating expenses
expressed as a per cent of frozen food sales closely approxi-

mate the Progressive Grocer finding of 13.1%. (Zee Table 10.)

Assume also that frozen food sales as a percentage of store
sales closely approximate 5%, (or compute an accurate figure
for an individual store).2 Indirect expenses of 13.1%
(relation of indirect expenses to frozen food sales) multi-
plied by 5% (relation of frozen food sales to store sales)
will give indirect expense as a percentage of total store

sales which, in this case, is .€E5:£%.

2Williams, loc. cit., 78.



Next compute the overhead charge forr [1rozen 10045
(per the original method) as a percentage of store sales.
If this figure is less than the index computed in the
above paragraph (.€55%), then adjustment must be made at
least to the level of the index. The retailer can then
proceed to adjust this figure for a particular item as in
the original metnod.

It is belleved that the approach of increasing the

share of indirect expenses is realistic even trhough it does

depart from the orliginal premise.
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