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INTRODUCTORY REMARKS 

Leo Mintz 
Grocers 1 Spotlight 

Good morning, gentlemen. According to my instructions we are to 

begin at 9:00 a .m., and we're already five minutes late. We have a 

very full two-day conference program; and it's important that the group 

leaders, and the panel discussion leaders begin their sessions on time, 

so that we can give our guest speakers and participants as much time 

as possible to make their presentations. 

Very briefly, in review, this is the eleventh conference held here 

at Ohio State, in cooperation with the Cooperative Extension Service 

and the College of Agriculture and Home Economics (Department of 

Agricultural Economics and Rural Sociology). The first one was held in 

1962 and the theme was, "Greater Profits Through Increased Knowledge. 11 

In following years the topics have included "Progress Through Greater 

Understanding; 11 "Expanding Your Horizons;" 11 The Target: The Consumer; 11 

"Progress Through People; 11 "People, Progress and Profits; 11 11Communica-

tions: The Food Industry Lifeline; 11 "Back to Basics;" "Pursuit of Profits; 11 

and "The Big Challenge: People." 

This year the big topic is "Food Retailing 1973: The Challenges." 

It might be interesting to know that in 1971, for the first time, the 
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conference awarded Scholar's Certificates to those people who have 

participated in five or more conferences. There were approximately 35-40 

people who had been attending the conference for five to ten years. 

One key thing before I introduce the speakers. The importance of 

a conference like this, is what you people do with the information and 

the facts, figures, and experiences that are shared here by our participants. 

If you take them home and do things with them, then it's been worth your 

while. If it's just a matter of attending two days and forgetting it, then 

it's been a waste of time. Each of you will find in your kit a pink evalu

ation sheet. It's very important that before leaving the conference, every

one here fills out this evaluation form and leaves it with Dr. Vandemark, 

Mr. Watkins, or someone else from the university. These evaluations are 

so important to the continuation and planning of a conference like this one. 

Our first participant on the program will be Dr. Kenneth Reisch, 

Associate Dean, College of Agriculture and Home Economics, The Ohio 

State University. Until last September he was a professor in horticulture. 

He says he's "almost" a Buckeye, but he'll tell you about that as he welcomes 

us to the conference . Dr. Reis ch. 



WELCOME 

Kenneth Reisch 
The Ohio State University 

Thank you, Leo. I am a "nutmegger" and in case any of you don't 

know where that state is, it's a little bit to the east, and I'm sure that 

in your business most of you know what nutmeg is. I've been in Ohio 

for 2 0 years so I'm almost a Buckeye. I think some of you are getting 

in that category, too, because, as you know, a buckeye is a hairless 

nut with little or no economic value! I'm going to reach that point one 

of these days! 

I'm very pleased to see you here today and I bid you a very good 

morning. I'm going to "pinch hit" for Dave Boyne who's Chairman of 

the Department of Agricultural Economics and Rural Sociology. He is 

rather intimately involved in a Graduate School Review, which happens 

to our departments about every 500 years, and, it just happened to hit 

at this time. Dave is very sorry he couldn't be with you this morning. 

I'm also pleased to welcome you to this Food Distribution Conference 

and to our beautiful Fawcett Center for Tomorrow, with plenty of parking 

space. If you're over on our main campus you can't even find a "no 

parking" zone anymore ! 
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I welcome you to The Ohio State University, which is a city of about 

45, 000 students, plus faculty and many supporting staff. Our College of 

Agriculture and Home Economics is one of 16 colleges on this campus. 

Interestingly, the enrollment at Ohio State has been declining somewhat. 

Our enrollment in the College of Agriculture, however, has increased 15 

percent in the last year, reaching an all-time high of almost 3, 000 this 

last fall. Home Economics which is a part of our college, has over 1, 000 

students, plus we have about 500 graduate students, making a grand 

total of over 4, 000 students in our area. We talk about size here, and 

sometimes I think this turns people off because it's a big institution. We 

do have a lot of students, a lot of people, but it's also a place that is 

concerned about the individual, and we're quite proud of that fact, 

particularly, in our college. 

In the College of Agriculture and Home Economics individualized 

attention is emphasized. We have Academic Assistance programs, 

agriculture dorms where students may stay together, and a very personal, 

one-to-one relationship counseling system in the College. The latter is 

hard to find, even in smaller institutions in this country. We're quite 

proud of it and our faculty's proud of it. We strive continually to live 

up to the motto we have that we're the 11friendliest'1 college on campus, 

and I think most people around here would agree with that. Our college, 
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along with the Ohio Agriculture Research and Development Center (Wooster), 

and the Ohio Cooperative Extension Service, serves many of the needs of 

Ohio's 11,000,000 citizens and 1,000 communities. With all these 

positive factors, including our increasing enrollment and a great demand 

for our products and services, we're facing some serious fiscal problems 

and I'm just going to share these with you for about 30 seconds. 

We are in a time of rapidly growing economy, a time when the im

portance of agriculture here and in foreign markets is paramount to our 

nation's wealth and strength, a time when our Extension Service is reach

ing more and more people every day, expanding to reach the needs of 

people in all walks of life. It is also a time when demand for college 

graduates in our field is greater than the supply, believe it or not. Our 

University is going through an entrenchment of $7, 000, 000 this year. The 

budgets of OARDC and the Cooperative Extension Service have been cut 

drastically at the Federal and State levels. We are confident, however, 

that our programs in teaching, research, and extension are relevant, have 

"real world" significance, and that people such as yourselves want these 

programs to grow and flourish. We 're also confident that the 11 good guys" 

will come out on top, eventually, but we would like any assistance you 

can provide. And, a word to your legislator certainly would be appreciated. 
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Food Distribution is part of the Ohio Cooperative Extension Service 

marketing program. It is concerned with an educational program directed 

toward increasing efficiencies in the food marketing system, and increasing 

efficiency in food distribution in particular. The food distribution program 

is concerned with food distribution both as an industry and as an individual 

enterprise . Efforts directed toward increased efficiency in the individual 

firm hopefully may result in a more profitable firm. And, I'm sure all of 

you are interested in that. Efforts also focus on a better quality food 

product and more value and satisfaction to the consumer through increased 

quality and/or lower costs. For example, Ohio's 1971 population was 

nearly 11,000,000 people, with $36 billion net cash personal income and 

almost $20 billion in retail sales, of which $4 .5 billion were total food 

store sales including $3. 75 billion supermarket sales; you are not only a 

big business but also an important business to everyone involved. You 

are the lifeline from the producer to the consumer. Nearly 1, 500 Ohio 

firms utilize farm products as raw materials in their processing of food 

and allied products. They employ 80, 000 people. Over 1, 500 firms in 

Ohio are engaged in wholesaling of food and related products and these 

firms employ more than 2 0, 000 people. And, the 13, 000 food stores in 

Ohio employ 78, 000 people. Again, it's a big business, a business 

critical to the economy. All of these business firms are links in the 

chain in getting food from the producer to the consumer. 
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The real job, and one where the American food distribution system 

has done so well, is to supply the American consumer with quality, 

nutritional food at a reasonable price. This you have done. But, you and 

I have both heard the clamor even the tumult, of those who say, "Yes, 

you've done a good job, but ... " And, then continue to say rightly or 

wrongly, "Food costs too much." "Distribution costs too much." "The 

middleman is gouging us." 11We are not assured of food safety." ''Give 

us more information." "We need labeling on nutrition content, cost per 

unit and so forth. 11 And they go on to say, "I don't trust you and what 

you say; your ads lack credibility." I'm sure you've heard lots of these 

things. 

We have the best food distribution system in the world, but it's 

under fire--under fire from politicians, who are aware that increasing 

food prices are one of the most obvious results of inflation--under fire 

from consumers who have needs both realistic and sometimes unrealistic, 

which they may or may not have voiced, but which they feel have not been 

fully met. Your presence here this morning may be indicative of the 

awareness that all is not well in food distribution. 

Even though some of you may have been less involved than others 

with consumer groups and the government, I am sure that there are few 

here who have not been intensely aware of the crunch of profits. In spite 
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of the flack that the food industry has received about high prices and the 

accusing finger that has been pointed at the middleman, we all know that 

this last year has been an exceedingly difficult one for many of you in the 

food distribution area. And that, for some, profit has ceased to exist. 

On the other hand, your presence may indicate that you are aware that your 

firm is doing a good job, maybe an outstanding job, in satisfying the 

customer, management, employees and the government. But, further im

provements may be possible. I would presume that many of you are in this 

category. You're already doing a good job, but you 're interested in doing 

an even better job. You are the leaders, not the followers. Otherwise, 

you wouldn't be here. 

The Cooperative Extension Service, while resources are limited, as I 

indicated, and may be more so in the future, is here to serve you and the 

people of Ohio. Their efforts with the food trade have been directed primarily 

to improving efficiency in food distribution, quality maintenance, and in 

providing the American consumer with adequate supplies of clean, wholesome 

food at reasonable prices. We look at food retailing as the final link in the 

chain from producer to the consumer and we are interested in maintaining 

a strong chain for the benefit of all. 

Again, we welcome you to this Eleventh Annual Food Distribution 

Conference. We are very pleased to have the personnel, the facilities, and 



9 

the support from the food trade needed to sponsor this conference. Also, 

I would like to second Leo's motion about that pink sheet in the registration 

packet. Please fill it out because the people in charge need 1t. This is 

the best conference of them all, but they need suggestions for the future, 

and anything you can do will be appreciated. We hope that your participa

tion will be enjoyable, as well as educational, and we hope that we will 

have the opportunity to continue working with you in the future. On behalf 

of The Ohio State University, the College of Agriculture and Home Economics, 

The Department of Agricultural Economics and Rural Sociology and the Ohio 

Cooperative Extension Service, I bid you welcome. Thank you. 



REMARKS 

Leo Mintz 

I'd like to touch very briefly on the program here for a few moments . 

After the session this morning, there will be a speaker at lunch and the 

workshop sessions will be held downstairs and in other parts of the 

building. At lunch you will receive further instructions regarding this. 

The rest of the program is very tight this morning. The speakers are 

going to use all of the allotted time. If you'll notice on the program, 

there will be a "rap" session, a hot line, immediately after lunch. All 

of the people on the morning program will be there to discuss and answer 

questions . So, we' 11 probably have no time for questions this morning. 

Our first speaker, Ken Partch, has been editor of "Chain Store Age" 

since 1970. Before that he was Director of Marketing for Grocery 

Manufacturers of America and previous to that was Editor of "Food Topics. 11 

Ken has been associated with the food industry for the past ten years, 

and is a very frequent speaker at all levels of the industry--manufacturers, 

brokers and retailers. I can't help but read this little thing which my 

editor gave to me and it's written by William Allan, Features Editor of the 

Pittsburgh Press. It says, "Rank in the Organization--Editor: Leaps 

tall buildings in a single bound, is more powerful than a locomotive, is 

faster than a speeding bullet, walks on water, dictates policy to God." 

Ken Partch. 
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FOOD RETAILING 1973: THE BIG ISSUES AS I SEE THEM 

Kenneth P. Partch 
Chain Store Age 

Thank you, Leo. My presentation has about as pretentious a title 

as I could get. 

The more one thinks he has an understanding of the food industry, 

its economics and its public relations (if any) , the more it all seems to 

slide through the fingers like gelatin. 

February, 1973, should be the month that was 1 by now, but it 

probably will prove to be the month that started it all in 1973. 

On February 1, Secretary Shultz announced that food prices in 1973 

would see no net rise. Less than a week later, Don Paarlberg, USDA 's 

director of agricultural economics, predicted that food prices would 

probably rise more than 5 percent in 1973. And what happened to the 

wholesale index for food prices in January and February would indicate 

that Paarlberg would appear to be somewhat closer to what would happen 

for the year. 

Undaunted by these ominous forebodings on the economic scene, 

Pathmark stores, Supermarkets General in New York on February 13, announced 

at a press conference that it had a Valentine gift for all its customers--and 
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any who wanted to switch--Pathmark would hold the line on some 1, 000 

private label items for the next 60 days. Pathmark would limit these items 

to those non-perishable and other staples that it could buy in advance in 

sufficient quantity to guarantee the price for the next 60 days. 

Not to be outdone by this public relations coup, Daitch Shopwell, 

another New York chain, the next day announced that it would hold the line 

on fresh meat prices--mind you--for the next 60 days. Now we have the 

ultimate in competition--competition in frozen prices. 

Now, I think these February events taken together indicate the 

complete span of the trouble with the retail food industry. 

If I were a literary sociologist-anthropologist--which thankfully I am 

not--I would describe these events as such: 

There is operating here an underlying fallacy between the accepted 

social myths of the groups involved with the apparent reality, and that 

when all these two opposing sets of beliefs begin to collide--one with 

the other--all hell is going to break loose. Because it is not nice to 

fool the consumer anymore than it is to fool Mother Nature. 

Oh, yes, before I forget--February was also the month wherein Charlie 

Bluhdorn of Gulf & Western, playing that most popular dinner and cocktail 

game of the food industry-- "What I Would Do If I Were Running A & P "-

actually made a tender offer of $20 a share for controlling interest in A & P. 
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Now, February is normally a dull month in New York, and we do look 

around a little for excitement if we can't get to the Bahamas--but this is 

ridiculous . 

I think that to understand the issues of the food retailing industry 

in 1973, you have to go back about ten years and see how we got to where 

we are. 

Let's start back from the beginning of the 19 70 's. 

The early 1970's are a milestone in food retailing in many ways, and 

one need not be an agricultural economist to be able to guess that what 

happened in the early 1970's is probably a portent of things to come in the 

next decade. Fortunately, it is becoming apparent now to everyone, if 

slowly, that the situation is somewhat more complex than the simple and 

simple-minded explanation that the middleman is gouging somebody. 

The early 19 70' s also will probably mark the last time that the food 

retailing industry can be used as the nation's political patsy for everything 

that goes wrong in the process of bringing food from the farm to the table. 

Of course, part of the reason that the retail food industry reaped so 

much of the blame for rising prices in 1966 and again in 1971 and 1972 is 

that--to a large extent--it asked for it. Here's what I mean. 
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Earlier, I mentioned the problem of when the myths about how we 

see ourselves against the actual reality become too far apart, something 

serious happens. This is true for government, the church, and academies, 

and even the business community. The prevailing myths in America that 

affect the ways we make our livings seem to be at least these three: One, 

the Agrarian Myth ... Dad and Mom work the family farm while the boy drives 

the tractor and the girl feeds the chickens and milks the cow. For some 

reason I do not understand, the supermarkets have perpetuated this myth, 

too. Most of America and the Department of Agriculture pretended to believe 

this myth until about half way into Phase I price controls--by about April, 

1972, the natural sympathy for the plight of the poor farmer on the part of 

urban consumers was beginning to show some cracks in the wall. The 

Administration did its best to perpetuate the myth with alarms about the 

unscrupulous, gouging middlemen, but the newspapers began to run editorials 

which cast some doubt about the headline stories on their front pages. 

This is a milestone, too, since this myth has survived a world war, 

the Korean War and the sudden surge in inflation in the middle sixties. 

Myths are necessary. I don't mean to disparage them. But when the 

myth and practical reality are no longer on speaking terms, something has 

to be done. This is true whether you are the mythmakers in the Department 

of Agriculture or the speech writers for Spiro Agnew and Secretaries Connally 

and Shultz. 



15 

We are now entering a period of what A. J. Leibling called "The Great 

Gouamba "--"Gouamba 11 is an African word for which we have no name. It 

is the inordinate longing and craving for meat. For days and sometimes 

weeks on safari in Africa, the early explorers would not get any meat at all; 

and whenever any other food is brought before a man, you will hear him say, 

looking at the food with disgust, "Gouamba, " which means literally, "I am 

sick of food; I have a craving for meat; I care for nothing else." Leibling 

was "reminded" of this story on the first week of the decontrol of meat prices 

in October, 1946 and the great meat shortage which followed. 

I believe we have entered another period of Gouamba. And soon, that 

is the sound you will hear as we enter upon a period of meatless this and 

meatless that--as we have been encouraged to do--Gouamba. 

If you doubt the truth of what I am saying, go back and read Leibling's 

article on the late 1940' s, which appeared in the Wayward Press. 

But back to myths--The agricultural myth--like all myths that have 

outlived their time--dies hard and slowly. We in the retail food industry 

have been as guilty as any in perpetuating it, since we have all trotted out 

that silliest of statistics--the percent of income spent on food--and we 

did this whenever it suited our purposes. This statistic was invented by 

the Department of Agriculture, for God knows what purpose--possibly as a 

yardstick of international comparison--but it can't even have too much value 

there. This silly statistic lumps together all income, mine, yours, Norton 
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Simon's and Huntington Hartford's, divides it by the total spent for food, 

and comes to the miraculous conclusion that as a percentage, all of 

America spends 15 or 16. 4 or 16. 8 percent of its income for food. How 

about that? And then in talks and news releases this ridiculous number 

becomes somehow the average percentage spent for food. If you don't 

think so, read last week's Newsweek magazine. It is the average spent, 

but not by the average income. According to a rather well-done piece in 

the New York Times last month, it was calculated that far from being 

the average spent for food by the average family, a consumer would have 

to earn $17 ,500 annually to reach the average of the magical 16 percent 

spent for food. The magic number of the percentage spent for food was, 

as I say, invented by the Department of Agriculture and, you will recall, 

it was used a lot by then Secretary Freeman ten years ago under Kennedy's 

Administration, whenever he was out in farm country drumming up votes 

and lauding the farmer, and when he was trying to revamp the Agriculture 

Act to get away from 90 percent parity on wheat and help raise the burden 

on government of surpluses. Of course, he failed in that. 

The surpluses don't exist anymore, but we still have a farm policy 

that acts as if they did. Notice the screams a couple of weeks ago when 

President Nixon suggested revamping the farm subsidy structure. You will 

also recall that he did not suggest this in the summer of 19 71 before the 

election and when Phase I was installed. 
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As I say, we in the retail food industry did not object when Secretary 

Freeman came out with his magic number--in fact we invented a game to 

go with it. The magic number was 19 at that time. Now it's 16 and food 

prices have never been higher since the Korean War. 

One of the reasons that the retail food industry found the "Only 19" 

myth so attractive is that everybody could take credit for the wonderful 

boon to the American people. The Grocery Manufacturers of America took 

credit for it, NAFC could take credit for it, and the whole industry through 

its Food Council of America could take turns slapping each other on the 

back for what great guys they were. Food was a bargain, they said. Gee, 

all we make is 1 percent net profit, and we bring you all these wonderful 

goodies as part of the bargain. And just to show you what super great 

guys we are, we also bring you Spell Cash, TV horse races and trading 

stamps--and we bring all of this absolutely free to you, the consumer-

whether you want it or not. Of course, that's all behind us, since the 

consumer boycotts and we rediscovered price competition. 

If I sound critical of the retail food ind us try, I am . Not bee a use it 

hasn't done a good job, but because it has attempted to sell altruism as 

its motivation, and has perpetuated myths which are no longer useful. 

They are no longer useful because they have gotten too far from reality. 

As a net result, the myth is worthless as a public relations tool, because 
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it will not get believability. And when you have lost believability, you are 

caught with holey, ragged and torn public relations programs. That's why 

this industry has been unable to mount a credible, worthwhile public relations 

program. We know it at CSA from our own consumer studies, and Dan 

Yankelovich will tell you the same thing at much higher cost. 

But back to myth-making. I've gone over the Agricultural Myth, and 

now I'd like to touch on the Business Community Myth and later on the 

Labor Myth. 

The business community myth is a curious mixture of Adam Smith, John 

Locke, Milton Friedman, Engineer Charlie Wilson, Calvin Coolidge, of 

Montgomery Ward (that believed in depressions) and of Sears, Roebuck 

(that did not) and Clarence Saunders who invented the supermarket. 

Each had or has his devils and his gods. Each helped or had something 

to do with the present myths of American business, including food retailing. 

Each was slaying, attacking his dragons, promoting his gods--which 

sometimes advocated doing absolutely nothing--and each has contributed 

in getting us to the stage where now the American business myth is threatened 

more than it ever has been, and is showing severe cracks in its armor. No 

other business community has had to deal with a militant consumer movement 

in a society that is supposedly dedicated to free enterprise. 
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The American businessman, with his background of John Locke, the 

personal freedom and responsibility revolutionary, and Adam Smith, the 

mercantile revolutionary, with Calvinism, which taught him that the good 

and just were also successful, launched into business with the unshakable 

knowledge that a good businessman had a right to a profit and a good 

businessman was a profitable businessman. The consumer--if he thought 

of him at all--would dutifully patronize the good businessman, benefit 

indirectly, and all was right with the world. 

So it was with the retailer. The corner grocer had little real com

petition in his small, local trading area. Once beyond walking distance 

another grocer took over. There was little to worry about in terms of 

losing your customers to another grocer if you were reasonably fair and 

reasonably efficient. But then came A & P and a new form of efficiency-

volume buying and buying muscle, organized merchandising policies that 

meant uniformity of quality, service and lower prices . And then came the 

anti-chain reaction--and what was the defense? More efficiency, lower 

prices in the heart of the depression and the fact that the chains also 

provided jobs and improved the economy. The local grocers had to offer 

a different kind of service than feeding the nation, and the chains grew. 

The chains felt proud. They were providing a more efficient form of 

food distribution, and were therefore worthy of respect by the community. 
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In order to survive / as you know, the independents had to form groups, the 

co-ops and voluntaries, to be able to buy and distribute food as efficiently 

as the chains. And they did. 

Then came the supermarket. And a somewhat similar pattern developed. 

The supermarkets were usually independents who were going the chains one 

better. In the depth of the depression, they discovered volume buying--from 

those suppliers who would sell to them--which meant you could retail at 

lower prices than the chains, if you also used low rent and increased the 

volume of sales per square foot, and volume per man hour. The implications 

were so great, with the need for larger stores for refrigeration and frozen 

foods and prepackaged meat, that the chains all as quickly as possible 

converted to the new phenomenon after the war. 

The slogan of the supermarket was--Why Pay More? The justification 

was, once again, lower prices and greater efficiency. Then supers began 

competing with other supers ... and there were now three or four supers for 

each customer to choose from. Ways had to be found to maintain volume-

since without volume, costs would get out of line. Enter stamps. Did 

stamps cost the consumers more money? Well, not if the store could keep 

its volume up at the expense of its neighbor. But, yes, certainly, when 

all the supers had stamps, and the cost of promotion is as universal as the 

cost of air conditioning. When the magic of trading stamps began to dim, 
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the promotional boys found another useful gimmick--games--and that had 

a period of success, but the inevitable could not be forestalled forever. 

Sooner or later, somebody would start competing on price again. The 

so-called discount stores, with food, started it--since they could use 

the entire food department as a draw, if not actually a loss leader. And 

simultaneously with the discounters, both open and closed door, came a 

gradual awakening that something was happening to food prices--slowly 

at first--a 2 percent increase, a 3 percent increase--easily acceptable. 

Welfare was covering more and more people, food stamps were covering 

more people and feeding them better. Surpluses were disappearing. Farmers, 

with the help of the government, were learning not to cut each others 

throat by over producing. Farm land was taken out of production. The 

government was actively supporting farm income, and it was rising. Then 

in 19 65 and 19 66, prices jumped five and six percent. Something was 

happening all right, and simultaneously the long obedient consumer was 

beginning to get the message, to find a voice, and find sympathetic 

legislators who could pass bills. 

Even before Ralph Nader, consumerism became a political commodity. 

With the combination of LBJ inflation, the new consumer, and the national 

election, where both parties were planning to exploit the situation, every

thing got together to launch the consumer boycotts and the food industry 
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has never and will never be the same again. The myth is blown. The 

supermarket and the consumer are no longer necessarily the same team. 

Remember the supermarket campaigns to fight unit pricing and open code 

dating. It couldn't be done, we said. It will cost millions, we said. 

And besides, the consumer doesn't want it. Ho, hum. And we haven't 

been able to get our public message, our public relations message together 

ever since. 

Look at the current discount and price wave? Discount from what? 

Even the word is meaningless, but at least it has caused a shift away 

from a continuance of adding on frills and inefficiency and competing on 

other things than price. Free enterprise, when it operates, works both 

ways. It means that if you are inefficient, and enough customers find 

it out, you are free to go out of business. And in a different sense, to 

some extent, this is happening. Inefficient supermarkets--those that 

can't hack it--are being closed, a little late in some cases, and there is 

a move to fewer, larger, more efficient stores . 

As an industry, supermarkets waited too long to correct their inherent 

problems--the worst being overstoring. Mike O'Connor will be talking 

about productivity, so I won't say too much about that, except to say that 

it is serious, and if the government critics did land a meaningful glove 

on this industry last year, it was in its criticism of productivity. From the 
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point of view of the consumer, if all food retailers operate in the same 

inefficient way, then the story of one percent net profit quite naturally 

falls on deaf ears. As far as the consumer is concerned, if you as a 

retailer are just meeting expenses, and those expenses throughout the whole 

distribution chain represent the lion's share of food cost--which they do-

then something is wrong, and the consumer has a right to be sore about it. 

Of course, the food retailer has known this, too, and has wondered 

what to do about it. There have been some advances, with the ability to 

move more product through the warehouse, and the ability to stock stores 

at night and thus increase weekly volume and productivity. 

But we still don't have a standard pallet; our warehouses, in general, 

are anything but automated, and our supermarkets are still meat cutting 

fabricating plants. We've been talking about an electronic checkout and 

a universal code for at least ten years. And many manufacturers of equip

ment would still like to approach this problem with a 1960 solution of 

improved electronics but not go the whole way with an automatically readable 

code and inventory control. And despite what a lot of smart money will 

tell you, there are marketing implications for the electronic checkout with 

a universal product code. For one, there is the development where individual 

stores can be used as prototypes for certain coupon drops and other special 

promotions. Imagine a supermarket chain with a universal product code, 
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the electronic checkout with completely retrievable product data, and 

some system of storewide, chainwide profitability and inventory control. 

Yet, a lot of supermarket operators still talk as if the electronic 

checkout is still five to ten years away. It's twenty years away, if you 

want it to be. But the technology is here, the code is here, and all that 

remains is universal acceptability. It will not come quickly, of course, 

but the high-volume stores, the chains with high volume per store need it 

desperately, even though the capital investment will be enormous. It is 

especially needed if we are going to have fewer, larger stores, for this 

implies that we can shop them with comparative ease. Shopping a high

volume store today can be sheer customer agony. If we are going to have 

even larger, higher volume stores, we are going to have to have the 

automatic checkout. 

And now let's get to my third myth--the myth of labor--the myth that 

labor is the powerless, the downtrodden, the last to be served. The myth 

used to be true, to greater or lesser extent, depending upon the industry. 

But labor's myth has become tarnished, and less and less related to the 

prevailing reality. The trade union less and less represents labor, but it 

speaks for it. It's power is in its organization and in legislation that was 

passed in a period when labor was indeed underpowered. But much of the 

inflationary spiral of the late 60's was caused by labor being trapped by 
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its own ability to get wage increases. In attempting to deal with a spiraling 

inflation, labor continued to ask for anticipatory wage increases to match 

anticipatory price increases. The trouble with that theory is that everybody 

is a consumer, and an increase in the pay check soon disappeared at the 

cash register--and not just for food. 

But labor was now trapped. It couldn't stop asking for increases and 

the increases couldn't keep up with the inflation ... quite the opposite--

the increases contributed to the inflation. Labor needed wage controls as 

much as anyone. But they couldn't accept them without price controls. So 

we got wage and price controls. Unfortunately / everyone soon found out 

that controls, on one end of the food supply line and not the other, wouldn't 

work. But controls at the farm won't work, we're told--and possibly they 

won't. But why / then, conclude that a non-solution to a difficult problem 

is a solution? Already, there are leaks from the Administration that the 

5 . 5 percent guideline is more a myth than a reality. 

This is getting close to what has been called, 11 solution by announce

ment. 11 You know, you say we won the war, as Senator Aiken suggested, 

and you go home. In many ways, we are dealing with the rising cost of 

food in the same way. The President and the Secretary of the Treasury have 

announced that food prices will stop rising--soon. 
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The Administration in Phase I said that the food prices were controlled. 

In Phase II, food prices were said to be even more controlled, but they 

weren't. In Phase III, we learn that the problem is that the newspapers and 

other media have invented the problem, and if thEiy would stop projecting 

January, February wholesale and retail indices, prices somehow would 

stop rising. This is one of our most ancient myths--if you kill the bearer 

of bad news, the news is not so bad. 

Moving along with our myths, how did the food retailing industry react 

to the problem of Phase I, Phase II and Phase III? Simple. In Phase I, 

with front page announcements, several chains lowered their prices at the 

request of Secretary Connally. In Phase II, some food retailers actually 

began to get sore, believing they were being singled out for a bad press. 

Simultaneously, ignoring the fact that food prices were going up and there 

was little anybody could do about it, several retailers found themselves 

in a price war. Are food prices going up, they asked in their ads. Not 

here, not at your friendly XYZ chain, here we clobber high prices, and so 

on. Why not? Hadn't we always sold cheap, and taken the credit? Why 

not now? 

Well, for one reason, if you take the credit for low prices, who will 

take the credit for high prices--the farmer? That's why this industry was 

such a sitting duck for the Administration's charges of gouging. Besides, 

the food retailing industry is so unorganized politically, representing so 
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many different shades of political opinion--if any--what could you do about 

it? You don't represent votes, you represent everybody. You 're not the NAM 

or GMA or the farm bloc. The so-called farm bloc represents a relatively 

small group of people--about five precent of the population, but they've got 

more senators and congressmen than most pressure groups, both Democrat 

and Republican. Ask a liberal Democrat like Senator Tunney from the agri

cultural state of California if he's in favor of restructuring the Agricultural 

Act. He '11 tell you very quickly that he is not. .. nor is Dole of Kansas, the 

former Republican party leader. 

Indeed, I had always thought that one of the great strengths of the retail 

food industry was that it was apolitical, and did not need special political 

consideration to do its job well. But when political consumerism and political 

jingelism needed a handy target--one that could not effectively fight back-

the retail food industry was a ready and willing subject. 

Now, of course, the retail food industry knows that it is part and parcel 

of the political, the social, the economic, the agricultural woof and warp 

of the nation. What happens in ecology will find its way into the supermarket, 

the same with consumerism, inflation, the problems of antiquated technology 

and all the others . 

So how do we find the retail food industry in 19 73? We find it in need 

of good spokesmen, articulate leaders who can do better than quote Adam 
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Smith, Milton Friedman, and Clarence Saunders, who can demonstrate 

more social awareness than the Community Chest and the Boy Scouts of 

America. We find its technology badly rundown and in need of new thinking, 

new approaches. Only a handful of chains are employing COSMOS or 

anything like it to any extent. The computer has been with us for some 

ten years. How many food retailers employ it to conduct merchandising 

configurations? Whatever became of the unit train or central meat cutting 

of retail consumer cuts? Of course, these are tied to union and labor myths. 

And almost every supermarket that you know of is looking for meat cutters. 

Nineteen seventy-three, then, is going to be one of the tough years. 

Food prices are not going to come down. Because even if more land is used 

for raising cattle and growing grain, the effects will not be felt this year. 

Demand, on the other hand, is rising. More and more agriculture is being 

sold and sought abroad. Japan is becoming a larger and larger market. So 

with Russia ... and probably soon with China. This will be good for agri

culture, and good for our balance of payments, but right now, in the adjust

ment period, in the period of slaying old myths and replacing them with the 

current reality, the consumer will pay more for food. Foreign markets can 

compete with cheaper dollars. And the supermarket industry must struggle 

with an outmoded technology while it rebuilds itself. People keep asking, 

what will become of A & P. A & P is a symptom. It represents past 
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revolutions in retailing. It may represent the worst of an outmoded technology 

in food retailing, but we might just as well ask, what will become of many 

food retailers, if they do not heed the signs of myths and myth-making that 

no longer serve nor fit the reality. For how long can we meet the problem 

of rising food prices with beef sales and patriotic gestures of "freezes" on 

prices of certain foods for a period of time? 

This is the trap, of course. It's an outdated approach to real problems. 

Even those retailers who were first with unit pricing and open code dating, 

did so, more out of a sense of exploiting a popular theme--a promotional 

gimmick. The same with ecology and phosphates and low phosphates. Here 

we are again tripping into never-never land. Finally, the Surgeon General's 

office had to kick that one in the teeth. 

Yet, there are individual supermarket operators that have an excellent 

rapport with their customers--whether they own one store, five or fifty. 

How is that? It must come from a management that is confident it can do 

what is expected of it without needing to fastbuck the customer, or kid 

the consumer by claiming to be an altruistic, non-profit organization. If 

you do a good job, the customer doesn't care how much money you make. 

Is anybody accusing Sears and Roebuck of gouging because they make six 

percent net profit? Nobody even cares. So the retail food industry poor

mouths to its customers about how they can't make money, and then they 
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see you on TV and in the newspapers and with flyers, and building new 

stores all over town, and they think who's kidding whom? 

George Jenkins in Florida never tells his customers that he's the 

cheapest in town. He doesn't say it, but it is clearly implied that if 

that's what you want, go shop at Food Fair, or Quick Check or Shells. 

You can find George Jenkins equivalents all over the country. 

Perhaps the Food Advisory Council with Don Perkins as chairman now 

can convince the Cost of Living Council and the Administration that super

markets really are not what's wrong with food prices--perhaps. 

And perhaps prices will stop rising long enough to start working on 

the real problems of this industry--because, by now, we must have a lot 

of believers that nobody has an engraved right to be in the supermarket 

business and that the wages of inefficiency are severe. 

Let's get to work on our transportation system--still to be automated-

our warehousing systems and our distribution and in-store systems--these 

are the big issues--and Mike O'Connor will be telling you more about this. 

I leave you with this message for which we have no name--Gouamba. 



INTRODUCTORY REMARKS 

Leo Mintz 
Grocers' Spotlight 

Ken's talk reminds me of something I read in the paper recently. 

Paul Richards, former big league player, manager, and general manager, 

was quoted as saying, 11The owners aren't bad; they're dumb. Marvin 

Miller thinks about tomorrow; they think about yesterday." And, I think 

the same thing could be applied to a lot of the things that are happening 

in the food industry. I think we 're too much concerned with what happened 

yesterday rather than thinking about what's going to happen tomorrow. 

Our next speaker is Michael J. O'Connor, Executive Director of 

Super Market Institute. Mike O'Connor went to the University of Iowa, 

spent ten years in the advertising business as a marketing director for one 

of the leading ad agencies in the country, and has spent the last ten years 

with S. M .I. I think one of the things that Mike likes best to think about 

is what S. M. I. is doing. His function there is that he's a researcher and 

an educator. Mike O'Connor will speak about "Productivity Challenged! 

Who Holds the Key? 11 
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PRODUCTIVITY CHALLENGED! WHO HOLDS THE KEY? 

Michael J. O'Connor 
Super Market Institute 

I must say that I thought Ken's speech was one of the most remarkable 

documents I've listened to, and toward the end I got a little nervous because 

I was going to open my remarks by saying that my speech was based on the 

great wisdom of Adam Smith, John Calvin and Milton Friedman. So, I took 

that part out. He also said he would not touch on the subject of productivity, 

and I thought 30 minutes later that he'd done as good a job of not touching 

a subject as I'd ever seen. Nonetheless, I've been given the assignment, 

we are both here and I will do my best to get through quickly. 

Ever since S .M.I. began, some 35 years ago, the Institute's been 

involved in and working on the subject of productivity. To the owner and 

the stockholder, of course, this means return on capital. To the worker, 

hopefully, it means a feeling that you 're doing what matters. rm afraid 

that sometimes I would agree with Ken, it feels as though possibly you're 

being put on a treadmill. But, in the positive sense, to the worker, it means 

certainly job security, hopefully a raise and possibly a promotion. To the 

managers, you and I, productivity is doing it for less, being competitive, 

and in the process, being successful. And, to the consumer, it's a matter 

of getting more for your dollar. And now, today, to our federal government, 
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it would seem to be the only hope of satisfying the demands of two ex

tremely politically powerful factions--that is, labor and consumers; 

hopefully, letting them have their cake and eat it, too. I think that 

S .M .I. 's slogan, written by Don Parsons many years ago, "So that there 

may be more for all, 11 is probably as good a definition of the term productivity 

as exists. In any event, "productivity" is an "in" word and it promises to 

become much more popular in the times just ahead . 

There's very serious talk about "productivity bargaining" in both labor 

and governmental circles and those intellectual unionists who provide the 

front line negotiators with their ideas and ammunition are already beginning 

to talk about productivity barriers on the part of management. The is sue 

makers and the unions are not alone. Jim Hayes, who is President of the 

American Management Association said, and I'm going to quote him exactly 

because I don't want to get in trouble with him, "Not five percent of American 

businesses effectively apply the management tools and techniques currently 

available to them. Not five percent of the companies are professionally 

managed." And he blames the authoritarian spirit, which pervades much of 

American management, as being responsible for inefficiency in management 

and poor productivity. So, as Ken told you, productivity is not only popular 

and pervasive, it is indeed a deeply serious matter, and it is likely to put 

those of you who are in management more in the public middle than you've 
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ever been before, if that• s possible. To better understand this strange 

mixture of opportunity, challenge, and problem, let's attempt to dissect 

the subject and take a look at some of the components. 

First, I would like to attempt a definition of the problem, and I 1m 

not going to define the term again--this is a definition of the problem. 

Food prices have indeed become a national issue, regardless of how you 

feel about them. There are four things that seem to be causing this: first, 

politically, ever since Pierre Rinfret built the Lyndon Johnson supermarket 

for the Republican Party, in hopes of knocking over that Administration, 

politically,food prices have become an accepted barometer of inflation, and 

just as Ken Partch took them out of context in his speech, most of the press 

does likewise. There is never a consideration as to how food prices relate 

to income or other costs of living. Second, as consumers want more and 

more things, greater pressure is put on the family food budget. It's one of 

the few things that is flexible, that will permit squeezing. Third, I think 

years of highly competitive retail advertising, nearly all of it based on 

price, has over time made American consumers extremely price sensitive. 

After all, if you tell the lady in double-spreads every week, "price, price, 

price," why should we be surprised that she is sensitive on the subject? 

And fourth, inefficiencies do exist. I would disagree with Ken. I think 

that we have a good system, I think it's an excellent system and I think to 
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imply that great savings are going to be made is foolish. It will only 

feed the galloping expectations. But there are inefficiencies, and there 

are great opportunities to improve. 

Now much time has been spent discussing our problems with the 

press , politicians, and others in government, and certainly we have 

problems in these areas, but I think today I would like to address ourselves 

to our own problems. What can we do to get our own house in order? I 

think this is our only real defense. In a country full of brilliant consultants 

and outstanding business schools and associations and organizations 

professionally dedicated to management, why should we have productivity 

problems ? I began thinking in this area as I sat at home with a long yellow 

pad and wondered why I'd accepted another speaking engagement! It seemed 

to me I got down to ten points and then was beginning to repeat myself 

rather badly, so I'd like to share my ten points with you. 

First, I began at home with ignorance. A great many inefficiencies 

are mothered by ignorance and you may want to jot these down because I'm 

going to use them as a yardstick as we go along. Second, is habit. Do 

you know why we do things the way we do them? Well, you know, we've 

always done them that way. And, third, the limited viewpoint. It interested 

me when Ken was talking about the problem of the automated checkstand 

and why on earth didn't we all go out and get one? It's a fascinating 
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problem as to why we don't go out and get one. Until 75 percent to 85 

percent of the merchandise carries a scanable code, you can't afford one, 

without raising the price of food. But that's a matter of limited viewpoint. 

It's a beautiful machine, and it's fun to watch it operate. But when you 

look at the total picture, it gets a little different. 

Poor communications is another factor. And, fifth is the natural human 

resistance to change. I don't know why we don't like it, but obviously we 

don't, and the older we get the less we like it. My sixth point is selfish 

interest. Seven is legal restrictions. (It's nice to be followed by a man 

from the Federal Trade Commission, and I hope not too closely, but we 

must consider this as one of the deterrents to productivity.) Failure of the 

system to encourage innovation is number eight. Ken touched on this; I 

should also like to touch on it. Number nine, failure to understand people, 

is the fundamental problem of management. And number ten is good, old

fashioned human fallibility. 

Now, let's just look briefly at some examples of the kind of problems 

which exist in this context, and then let's discuss what appears to be some 

of the best possibilities for improvement. One of my favorite examples, 

which covers the first four points of ignorance, habit, communication, and 

limited viewpoint is all wrapped up in a simple ear of sweet corn. We run 

buyers' schools for various parts of the business and we run one for produce 
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buyers every year. And, we travel as a rule, because produce tends to be 

grown over a wide area and takes a lot of space. We've used trains down 

through Mexico, motored throughout California, and this year, we happened 

to be in Florida. We were moving in buses from Gainesville, where the 

University of Florida is, all the way down to Homestead. The professors 

were located in the front of the bus and had a big chart board for illustrations. 

Everybody else had a lap board, and as we moved from growing field to grow

ing field, etc. we would trade professors between the two buses so they 

could lecture to the entire group. When we reached Pompano, which is one 

of the biggest winter fresh vegetable markets in existence, one of the market 

traders explained that fundamentally you make the price of corn based on the 

law of supply and demand. And, that was understandable. Then, he said 

that within the law of supply and demand, we tend to make the price of corn 

on how it looks. The two things that are most cosmetic in corn are the 

long "flag ears" and the silk. Based on the appearance of the corn a final 

judgment is made on whether this case brings 5 cents more than that case. 

When we got back to our traveling schoolrooms 1 the professor from 

the University of Florida at Gainesville said, "You know, it's a very 

interesting thing--the man at the Pompano market tells us that they make 

the price of corn on the two things that are most detrimental to that corn 

as it travels to market. You see, corn breathes just the same as people. 

It takes in oxygen and gives off carbon dioxide. However, unlike people, 
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when you cut its head off by taking the ear of corn off the plant, it doesn't 

stop breathing; it continues to respire. The broad, flat surfaces of the 

leaves and the sexual apparatus; that is, the corn silk, are the things that 

breathe the most. They take on the most oxygen; they give off the most 

carbon dioxide, which means they must burn something up. And, when 

they can no longer get their nutrition from the roots, they take it from the 

little kernels of corn, which ultimately is what makes those little dents 

in the tops of the kernels . However, you and I know these little dents 

mean that the corn is going to be tough and not nearly as sweet because 

the sugar has been used for food by the ear of corn. 

Now, isn't it interesting that in this case, with a limited viewpoint, 

a lack of knowledge, matter of habit, and poor communication that this 

segment of the market was judging and pricing corn based on the things 

that would be most likely to destroy the value of that ear of corn, as far 

as the ultimate consumer was concerned ? This is not unusual. Further

more, if you cut off the silk and cut off the wrapper leaves of the corn, 

and ship the corn to New York or Chicago, you would save a tremendous 

amount of transportation cost and a great problem of how to dispose of 

garbage in the major cities of the country. So, why haven't we done this? 

Well, we haven't done it for the reasons I've outlined and there are many 

other examples in this same area. 
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The midpoint on my productivity yardstick concerns the natural human 

resistance to change. In this instance my example involves a chain store 

chief executive and a coffee manufacturer. Jimmy Cooke is the chain store 

chief executive, and I'll leave the coffee manufacturer to your imagination. 

Jimmy Cooke has been extremely active in demanding better materials 

handling from manufacturers. He had been asking this coffee manufacturer 

to wrap his pallets and his trays of coffee cans in film to get away from 

cardboard. Jimmy estimates that his stores generate nearly 300 tons of 

cardboard a year. Just think of that! Think how much labor it takes to 

lift it, bale it, and get it hauled away. Jim had argued with the coffee 

manufacturer and the coffee manufacturer had argued back, "Can't be done.'' 

And gave Jim many, many good technical reasons why it couldn't. Then, 

while Jim and I were in Europe at an S. M .I. Europe Planning Council, we 

toured some of the new stores in Sweden and found the same manufacturer's 

coffee wrapped in film instead of cardboard, properly palleted and done 

exactly as Jimmy wanted. You can imagine what fun Jim Cooke had taking 

a picture and bringing it back to the Chairman of the Board of that coffee 

company! Needless to say, Jim doesn't know if the company is going to 

go through with it or not; they are currently conducting tests to see if 

it can be done in this country. 

Several years ago, Jimmy Cooke also stopped the bulge pack on 

lettuce. Lettuce formerly had been packed in wooden crates until the 
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crate looked round, and this looked beautiful in the market place. It 

looked as if the buyer were getting a great many more heads of lettuce 

than was really the case. Actually, it bruised every head of lettuce in 

that bulge pack. But, lack of viewpoint, lack of understanding of the 

whole picture, caused great waste and I see some of my friends in the 

retail business out there shaking their heads and saying, "Yeah, it sure 

dido II 

I think the most pressing issue in productivity in the food business 

today is a subject that the speaker who follows me must be very sensitive 

to. It's the subject of "backhaul. 11 This, I think, is a classic example 

of paint seven, which is the matter of legal restrictions in productivity. 

Many wholesalers• and retailers• trucks, burning precious fuels and adding 

to the traffic on the highways, are forced to return empty because the 

federal government has ruled that these trucks cannot pick up loads at 

supplier plants on their way back to their warehouses. This is a classic 

case of nonproductivity due to legal restrictions, and it is estimated to 

add $2 5 0 million a year to the ladies' food budgets in this country. 

At a recent S. M. I. meeting, where problems of transportation were 

under discussion, a large midwestern wholesaler described a particularly 

frustrating situation in this frame of reference. One of the most modern 

plants ever developed, with the most beautiful human engineering that has 

ever taken place, was built just across the road from the wholesaler's 
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warehouse. The plant produces dog food. To get his shipments of dog 

food from this plant, however, the wholesaler must take delivery from a 

warehouse 100 miles away. And, the freight car that brings the dog food 

to the wholesaler's warehouse must pass the front door of the factory in 

which it was produced, only by that time it has made a 2 00 mile round 

trip. Now, isn't that ridiculous! 

Another pressing issue is the way meat is processed and shipped. 

Ken touched on this, but let me be a little more specific. Most stores 

are still cutting up meat in the backroom as they did 30 years ago, with 

little or no production or quality control beyond that of the seasoned 

eye of the good or not-so-good meat manager. The bone and fat, which 

constitutes nearly 30 percent of the weight of a dressed side of beef 

delivered to the store, are carried hundreds and sometimes thousands of 

miles only to be thrown away or sold at prices less than the cost of 

trans porting it from the store. Why do we do this ? 

In some cases union contracts have perpetuated the old system to 

protect jobs. And, I'm sure, to satisfy their own natural resistance to 

change. The guilds of Northern Europe helped to populate this country 

with that sort of hardening of the mental arteries. In other cases, meat 

managers are guilty of resisting change. And, in other instances, economics 

is a factor. 
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Eighth on my list was failure to encourage innovation, and we have 

a very interesting, current problem on this one that is, I think, worthy of 

your consideration. Relevant to this point, let's talk about the universal 

product code, and the automated front end. As Ken knows, this is a subject 

dear to my heart, and I've worked long and hard behind the scenes on this. 

The food industry; that is, the manufacturer, the wholesaler and the retailer, 

has reached the outer fringes of what might be described as a "chicken-egg 11 

situation, as it relates to the establishment of a code and a symbol. (And, 

we hope to present the symbol for the committee's decision just two weeks 

from now.) The problem is this--the grocery manufacturer is beginning to 

question the distributor, and rightfully so. The manufacturer feels he has 

acted in good faith and has helped to establish a code, and he has sub

scribed to a new system. So, he now says to the retailer, "Show good 

faith by installing the equipment which can make effective use of this 

code, so that I can go on with my package designs which will cost me a 

great deal of money. 11 Equally understandably, the retailer is progressing 

with great caution since the equipment to read the code is not economically 

feasible at the moment. He needs to have 75-85 percent of his volume 

coded before that front end equipment makes economic reason, before he 

can conceivably get a return on his investment. The tests in Switzerland 

were extremely successful, but they took the equipment out of the stores 

because they could not afford to maintain it. As you know, Kroger is still 
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operating the only laser scanner test going at the moment in your state, and 

is doing so as a good citizen in the business world because they have a very 

strong feeling about the importance of this movement, not because it's 

economical. So, you have this chicken-egg situation. Currently, in our 

system, there is no payoff for moving on this. And, unless some of the 

willing pioneers and some of the statesmen in this business push this thing 

through, we can come to a grinding halt and, Ken could be right, it could 

be twenty years before we would get an automatic check stand. 

Ninth on my productivity yardstick goes to the understanding of people, 

which is of course implicit in almost everything else we've talked about up 

to now. Earlier, I quoted Jim Hayes, who is now the President of the A. M.A., 

but when Jim was less well known and less well paid as Dean of the School 

of Business at Duquesne, he did some work for us. And as far as I was 

concerned, one of the most important things he ever said in a meeting was, 

"Gentlemen, remember this. Everybody hates work, but nearly everybody 

loves accomplishment," which I think goes to the heart of modern management 

concepts and modern business. And, it is something that most of us fail 

to understand. During the last ten years as Executive Director of Super 

Market Institute and sort of the "school teacher" for the grocery business, 

it's been my privilege to meet, know, read, study and listen to the great 

and near great thinkers, writers and consultants in the area of business 
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management. And, I would say this, that after you listen to it all, hear 

all of the techniques, etc. or whether you're talking to Dr. Blake in Texas 

about his grid or whether you're re-reading Maslo, or whether you're 

studying MacGregor, two things come out very clearly. If you are to be 

successful in the management of people, and therefore productive, you 

must make objectives clear and you must have feedback. Frankly, if you 

can do those two things, you can throw all the rest of it out. However, 

there are a lot of other good things in those books and you really ought 

to read them because no successful business will ever do without them. 

Fundamentally, basically, to the management of people we must do these 

two things, and all too frequently we do not. 

Last on my list is the very obvious matter of human fallibility, and 

it's very easy and natural to say that we'll always make mistakes, and, 

of course, we will. However, as we become more automated, the need 

for precision becomes more obvious, and the young man that's going to 

wrap up this morning will undoubtedly have a great deal to say about 

this. Today, the single human error can be multiplied by the machine 

to the point where an entire business can be destroyed by one mistake. 

And, becoming precise becomes all the more difficult in a society which, 

today, places very little value on a disciplined reaction. 
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Now, let• s sum up. What is the solution and how do we begin? 

Well, it seems to me that as usual, we begin in that most odious of all 

places--at home. I would offer you my simple ten point yardstick to 

measure your own organizational strengths and weaknesses and to provide 

a measurable body of data. I would suggest that feedback be asked for, 

that you give this yardstick to your people and say, "Where are we 

wasting the most money, based on these ten points? 11 It might surprise 

you and please you to find that you would get some worthwhile suggestions . 

In any event, I think we must clarify the goal of productivity at every level 

of our organization and encourage each person from the part-timer to the 

president to think creatively and iconoclastically in this area. If such 

actions are indeed encouraged and rewarded, I'm sure that we will provide 

ourselves with the greatest possible protection against an angry public, 

an angry government, etc . 

Now, beyond the internal audit, there are a great many sources of 

information available to you today. Think of a university that has to keep 

its doors open when it has to cut $7 million off its budget--they have a 

lot of information. Look around you--this is a fine place to come and 

learn and they have collected a lot of data. Last night I visited a little 

building on the edge of this town and was absolutely fascinated to see 

$7 million worth of computers whirring away doing the work of some 50 

merchants scattered around this country and Canada . There are a great 
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many facilities available to you if you will use them. Obviously, as they 

used to say, we're not farming nearly as well as we already know how. 

At S.M.I. alone, we catalogue and cross-index some 18,000 items of 

information a year on food distribution alone. Just think of this and think 

of the amount of data that is available. And, as Bob Weinberg used to say, 

"Take your dumbest move of the last year, and if you're satisfied that your 

competitor will be as dumb as you are for the next year, you don't need to 

make any changes at all. But, if you think he might, by some stroke of 

luck, get smart, maybe you should begin now to analyze and plan." 

Productivity is a relative thing, and information is your only hope to 

improve productivity. So I would suggest to you that while it seems almost 

unfair to demand that you spend more time studying and learning, I know 

of no other way to get ahead of the problems that face you today. 

On the national scene, the new Cost of Living Council has provided 

the food industry with an unprecedented opportunity. Now, you have a 

chance to be heard, which you didn't have before; and, hopefully, an 

opportunity to participate in those decisions which will have such a 

profound effect on your lives. Certainly this isn't a millennium, certainly 

you should not expect everything to be q.11 right now that Mr. Perkins has 

taken his job, but it is a step in the right direction. It used to be that 

when the government people thought of retailing, they thought of department 
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store people, and no mention was made of the scrubby grocer. So, we 

do have important representation on two key committees and the men 

chosen are outstanding men, men you can be proud of, men you can count 

on, men who will deal with their jobs with intelligence and character and 

ability. We 're extremely lucky to have men like Perkins of Jewel, who 

accepted the chairmanship of the Food Industry Advisory Committee, serving 

with Morris Lewis, Bill Mitchell of Safeway who is a very stable and 

solid guy, and Bob Aders, the Chairman of Kroger, who has accepted a 

seat on probably the toughest of all assignments--the Food Industry Wage 

and Salary Committee. How would you like to get stuck in the middle of 

that? These men have taken on very difficult, time consuming and thankless 

tasks. They deserve and really must have your complete public and private 

support. When they come to you for figures and facts, we just simply 

have to have them. It's my feeling that our future involvement with govern

ment depends on how well we do this first assignment, where we have 

been given some dignity and some opportunity to be involved. And, it 

isn't all going to satisfy you either, and you're going to be upset about it, 

but at least it's a beginning, and I think a terribly, terribly important 

situation. These men have committed themselves, the rest is, of course, 

up to you. 

Now, let me sum up with an old sales meeting story. I'm sure that 

most of you have heard it, but I thought it was so appropriate I'm going to 
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tell it anyway. It is about the young salesman who, after sales training 

was put out in the field with the old, hard-driving sales manager, sort 

of a P & G type fellow, you know. And we've both worked for that company. 

So, the young man made 18 calls on his first day and the sales manager 

checked off the list and then proceeded to deliver a half hour lecture to him 

that he wondered what he was doing after 10:30 in the morning and why 

didn't he get busy. So, the next day the young man came back and he had 

made 2 8 calls, and the sales manager still wasn't satisfied and was still 

nasty as he could be. So, on the third day the young man made 56 calls, 

and the sales manager said, "Well, that's more like it. I hope you've 

finally learned how to do it. Now, let's get going and really get out there 

and work." And the final day the young man came in and he said, "I made 

79 calls today. 11 So, the sales manager called in his assistant and they 

went down and he checked off 79 and he said, "How come you didn't make 

80?" And the kid said, "Well, some damn fool asked me what I was selling." 

There's a pretty good moral in this story, and I think it 1 s a good moral for 

us as well, and that is that price alone is not necessarily productivity. 

The art of the merchant still applies. We are indeed selling value I which 

is a delicate three-way balance of price, product quality, and service. 

And, I think the maintenance of that balance is your art, not mine. Thank 

you. 
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Our next speaker is Richard B. Herzog, Deputy Assistant Director 

for General Litigation, Bureau of Consumer Protection, Federal Trade 

Commission. Mr. Herzog graduated from Williams College in 19 60 and 

from Harvard Law School in 1963. He was in private practice in Wash-

ington, D. C., from September, 1963 to July, 1972, at which time he 

joined the staff of the Federal Trade Commission in his present capacity. 

Mr. Herzog will first briefly describe for you the three basic powers of 

the FTC and will explain some of the broad goals which the Consumer 

Protection part of that agency is trying to achieve and when it decides 

to use these powers. Then, he will link this background to recent FTC 

actions involving the retail food industry. Mr. Herzog will focus on the 

FTC' s rule concerning the availability of advertised items in retail food 

stores and on the retail food price survey which the Commission recently 

proposed. 
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THE FTC, CONSUMER CONCERN AND THE 
FOOD RETAILER 

Richard B. Herzog 
Federal Trade Commission 

It is a pleasure to be in Ohio today and to be able to speak to 

this many members of an industry that plays such a key role in our 

economic, and, I think, our physical well-being, too. I think the phrase 

"essential link" was used by Dean Reisch this morning and I think that's 

fitting. 

In looking at the agenda of the conference, it is really striking to 

see the variety of difficult subjects with which all of you are concerned. 

I can promise little relief from the difficulties. But, I do hope to give 

you a good picture of the FTC' s cons um er concern and the food retailer. 

I might say that there are a lot of federal agencies in Washington and 

they deal with a lot of subjects such as power, communications, securities 

and transportation. And, it's the transportation agency (Interstate 

Commerce Commission) that would be concerned with backhaul and so I 

am happy to say, "Mr. O'Connor, it's not the Federal Trade Commission 

that would be concerned with that one. 1' 
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In considering my remarks, you should bear in mind that I am here 

as a member of the staff of the Federal Trade Commission. Although I 

speak with some knowledge about the views of the Commission's staff on 

subjects of interest to you, I cannot speak for the five members of the 

Commission itself. Ultimately, we on the staff propose, and the Commission 

then disposes in its wisdom. 

The basic structure of the Commission and its basic powers do not, 

for our purposes today, require a great deal of elaboration. The Commission 

is divided into two basic law enforcement operations. One of these, called 

the Bureau of Competition, enforces certain of the anti-trust laws of the 

United States. It also enforces the prohibition in the Federal Trade Com

mission Act itself, of unfair methods of competition. The other half of the 

agency is known as the Bureau of Consumer Protection and I am a part of 

that Bureau. I think it's important to keep in mind, that throughout the 

activities of the FTC there is this dual concern with the competitor and 

competition, and with the consumer. 

The primary concern of the Bureau of Consumer Protection is with 

enforcing one of the broadest statutes that you will find in all of federal 

law. Section 5 of our act prohibits unfair or deceptive acts or practices 

in commerce. Deception can include claims having the tendency or capacity 

to deceive, and can arise as much from what is not said as from what is 
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said. Although there are important areas of overlap, unfairness and de

ception are two distinct legal concepts. A great deal of recognition has 

been given, during the past year, to this point. A practice can be unfair 

even though it is not deceptive. Even if the practice is not deceptive it 

can be unfair because of the burden which it imposes on consumers or the 

extent to which it departs from relevant public policies, or the injury which 

it causes to consumers or competitors. 

We pursue the basic statutory objective of preventing unfair and 

deceptive practices by two basic methods. One of these is case by case 

adjudication. We charge one or a very few parties of having committed 

unfair or deceptive acts or practices in commerce. A trial is then held at 

the agency level on those charges. The Commission's decision may be 

appealed to a Federal Court. The end result, if we are successful, is an 

order to the respondent to perform or cease performing certain actions. The 

actions required, in some circumstances, may include corrective advertising, 

or even restitution, the return of money obtained through certain types of 

unfair or deceptive practices . 

A second way of pursuing our statutory goals is to develop a rule 

which defines, in advance, what are unfair or deceptive practices in a 

specific situation. It fills in the very broad terms of the statute. We 

believe that such a rule has the effect of law. It creates legal requirements 
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more specific than the general requirement not to behave unfairly or 

deceptively. Our power to issue rules, which is a power possessed by 

most state and federal agencies, was recently challenged and is now under 

consideration by the U. S. Court of Appeals for the District of Columbia. 

Whichever way that decision goes, however, Congress will no doubt be 

taking up the question of our power to issue rules. That power would be 

given to us expressly by several bills which were introduced in the last 

Congress and which have been reintroduced in the present Congress. 

Therefore, we are going ahead and developing rules where we believe they 

are needed and where they will be an effective device. 

In addition to case by case adjudication and rule making, the 

Commission is empowered by its statute to gather information relating to 

the practices of corporations engaged in commerce. The Commission is 

also empowered to make public information which it has gathered when it 

concludes that it's in the public interest to do so. 

When we look at the retail food industry we see that all three of 

these different powers--cases, rule-making, and information gathering 

and dissemination--have recently been exercised by the Commission 

with respect to the retailing of food. First, the Commission has developed 

a rule concerning the availability and accurate pricing of items advertised 

by retail food stores. Second, it has brought a case against a major chain 
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on the grounds that the chain, on a significant number of instances, did 

not have advertised items available or did not have them available at the 

advertised price. And third, the Commission has recently given public 

notice of its intention to gather information concerning retail food prices 

and to publish the results on a regular basis. 

Now, in case you are beginning to feel somewhat persecuted, let 

me put this regulatory effort into perspective. In the first place, you are 

not unique in claiming this share of regulatory attention. Comparable efforts 

and indeed greater efforts have been directed at other industries. Moreover, 

your industry is a vast one and lastly, as I will develop more fully in a 

little while, it appears to us, as regulators concerned with consumers, that 

there are some particular complexities involved in consumer decision-making 

in your industry. You should also be aware that what we are doing with 

respect to the retail food industry is completely in accord with two of the 

broad fundamental directions which, it's fair to say, our regulatory efforts 

will be taking in the foreseeable future. These are across-the-board goals, 

and concern the achievement of two conditions in the market place. 

The first of these conditions is that consumers be given the basic 

information they need in order to make sensible buying decisions. Not 

really a very startling goal. In the pursuit of such information, the 

Commission in recent years has required textiles to carry labeling stating 
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how they are to be cleaned and cared for, has required octane ratings to 

be posted on gasoline pumps, and has required numerous firms in several 

industries to provide factual substantiation for claims which they were 

making in advertising. 

The second of these basic market place conditions is that businesses 

have a reasonable basis for any claim which they make, and that they have 

that reasonable basis at the time they make the claim. It's not enough if 

the claim happily turns out to be true by something that is learned after the 

claim is made. The reasonable basis must be in the possession of the company 

at the time the claim is made . 

Now, it's in light of these broad regulatory goals that I would like to 

consider the Commission rule concerning the availability of advertised 

items. Thereafter, we can consider the proposed retail food price survey. 

The rule states that it is an unfair method of competition as well as an 

unfair or deceptive practice for retail food stores to advertise products, food 

products or other merchandise, when the stores in the area in which the 

advertisement is disseminated do not have the products readily available 

for consumers during the effective period of the advertisement. In place 

of ready availability, a clear and adequate notice may be given inside the 

store that the items are in stock and may be obtained upon request. It is 

a defense to a charge of unavailability under these provisions: If the 

retailer can show that the advertised products were ordered in time for 
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delivery and were delivered to the stores in quantities sufficient to meet 

reasonably anticipated demand. That is the requirement of the rule with 

respect to availability. There is a separate and further requirement con

cerning the pricing of advertised items. Such items must be made readily 

available at or below the advertised price. Their availability at or below 

the advertised price must be conspicuous. To all of this there is an 

exception. If all limitations or restrictions concerning price or availability 

are conspicuously disclosed in the advertisements themselves. It would 

not be enough, however, to say generally that, for example, not all items 

are available at all stores. You need more specificity to come within this 

exception. This rule, I think, is closely related to one of the broad goals 

to which I earlier referred. That goal is that no claim is to be made unless, 

when it is made, the company making it has a reasonable basis for doing so. 

Here the reasonable basis consists of ordering and receiving the advertised 

items in quantities sufficient to meet reasonably anticipated demand. 

This rule was preceded by a great deal of investigation and analysis. 

For example, the Commission's staff, over a period of about two years, 

conducted approximately 500 pricing surveys. Both nonpublic and public 

hearings were held at which numerous representatives of consumers and 

industry presented statements . Largely as a result of this input from industry 

and other members of the public the Commission took an unusual step when 
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it promulgated this rule. It indicated in a note attached to the rule what 

were some of the major factors which it would take into account in exercising 

its discretion as a prosecutor to bring a case or not bring a case under the 

rule. In this note the Commission states that it will take into account when 

it makes this decision the fact that items which were ordered in sufficient 

quantities to meet reasonably anticipated demand nevertheless were not 

delivered because of circumstances beyond the advertiser's control. Such 

circumstances will also be taken into account where the items were not 

marked at the advertised prices. The Commission further states in this note 

to the rule that the availability of rain checks would be taken into account 

but will not be considered, in and of itself, to be compliance with the rule. 

This view reflects the point that a food consumer wants the item on the day 

she is in the store and not at some time thereafter. Moreover, if the ad

vertisements have drawn the consumer to the store, it is unfair to competitors, 

who lost out on that shopping trip of the consumer, to excuse nonperformance 

because of a rain check. 

Now, without rehearsing all the history that went into this rule, I 

would like to take up with you one of the issues with which I'm sure you're 

very concerned. The issue may be characterized as the problem of so-called 

irreducible human error. We all know that supermarkets have thousands of 

items on display and that perhaps 100 of those items are advertised in a 

single advertisement. It was emphasized to the Commission, in the 
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development of this rule, that a very small percentage error could / therefore, 

result in a substantial number of violations, and each one of our violations, 

once we have an order in effect against the company which has been found to 

violate a statute or rule, can result in $5,000 a day penalties, so this is a 

serious concern. Various industry members contended that very small per

centage errors inevitably would occur despite the best efforts to avoid such 

errors. This inevitability was attributed to an undefined quantum of human 

error which could never be avoided. The Commission will meet this problem 

by taking it into account in deciding whether or not to bring an enforcement 

action. It is evident that the Commission would not want to spend its 

enforcement resources, which are fairly limited against the vastness of our 

retail economy, pursuing technical and minor violations of this or any other 

rule. If an apparent violation turns out to be the result of a genuine instance 

of unavoidable human error, it might make little sense to bring a case when 

no change in the respondent's procedure or behavior could have avoided the 

very violation being charged. I would caution you, however, to consider 

whether some of the problems which seem unavoidable could in fact be 

avoided with sufficient will and ingenuity or with overcoming a good 

percentage of the ten factors which Mike O'Connor listed for you this 

morning. 

Apart from these practical problems of compliance, you may fairly 

be interested in the present legal status of the rule. As I have indicated, 
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the power of the Commission to define by rule-making what is unfair or 

deceptive is currently being challenged in Federal Court. Therefore, 

the rule on advertised items may not, in and of itself, presently have the 

effect of law. It is, however, about as clear a statement as you can get, 

of what the staff, as well as the Commission, believe to be unfair and 

deceptive and thus in violation of the statute itself, in this aspect of the 

retail food industry. In my judgment, wise legal counsel would strongly 

urge compliance with the interpretation of the statutory terms "unfair and 

deceptive" which is expressed in the rule. In fact, we have already 

brought one case against a major food chain in which we charge unfairness 

and deception because a substantial number of advertised items were not 

available for sale at or below the advertised prices. We are now entering 

the hearing stage in that case and should be proceeding to trial in a matter 

of months. So much, then, for availability and pricing of advertised items. 

The issues of the availability and the proper pricing of advertised 

items do not exhaust the matter of current concern in your industry, from 

our view point. Even if the consumer knew that when she actually went to 

the store all the advertised items would be available and conspicuously 

marked with the advertised prices, she would still have to decide which 

store to go to. The Commission's effort to aid in that important decision 

is the proposed retail food price survey. It's to that subject that I will 

now turn. 
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Obviously, one of the familiar and rightful claims of our competitive 

system is that consumers are given a choice. This choice should be ex

ercised not only among products, but as well among the various stores that 

are selling the products. As we all know, price (although it's not the only 

thing that matters) is an extremely important aspect of food purchasing. 

It appears to us, as regulators, that there are some peculiarly difficult 

problems in making inter-store comparisons of food prices. For example, 

unlike most purchases, when we buy one or a very few items at a time, the 

average trip to the supermarket, as you know better than I, results in the 

purchase of numerous items. Some studies have it at an average figure 

of about 35 items. In order to compare prices, therefore, the consumer 

must obtain information on 35 items rather than on one. In general, the 

quantity of bits of information and the necessity of doing numerous 

calculations; for example, six for $1. 00 pricing, distinguish food purchases 

from other kinds of purchases with respect to the ease or difficulty of making 

inter-store comparisons of price. 

Advertising by supermarkets does not, and probably cannot, seriously 

reduce these difficulties. It's evident that each retailer tends to advertise 

items which differ from many, or even most, of the items advertised by his 

competitors. The weekly food store advertisements, therefore, do not 

greatly aid inter-store comparisons. Even if the advertisements were for 

the same items, the consumer could not determine, in advance of going to 

the store, what her total cost that week will be, or which store or stores 
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are relatively cheap for her particular market basket. I say that because 

very few consumers purchase only the items which are advertised. There 

is no practical way that the consumer can determine, in advance, whether 

the store is in fact relatively cheap or relatively expensive that week on 

the items which it has chosen not to advertise. The consumer clearly 

cannot have familiarity with the prices of 2, 0 00 to 10, 0 0 0 unadvertised 

items in the supermarket, and while the consumer may tend to purchase 

some of the same unadvertised items each week on each shopping trip, 

those prices are not at all constant from week to week. As we would 

expect, the consumer movement began, in recent years, to take on these 

difficulties. 

We are aware, for example, of more than a dozen surveys of retail 

food prices being run by private consumer organizations in various local 

areas. The state of Hawaii has been conducting a retail food price survey 

on a weekly basis for over three years. The difficulties became of in

creased concern with a movement in recent years to discount advertising 

on a very wide scale. 

As Ken Partch said this morning, "Discount from what?" Neither 

consumers nor regulatory agencies, on any level, have had a broad and 

systematic basis for quickly determining the truth of discount claims. 
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Casual inspection would certainly indicate that some such claims must 

be erroneous. I say this because there are cities in which more than one 

supermarket is claiming to be the lowest in town. Surely, not all the 

supermarkets making this particular claim can be right; indeed the sheer 

number of discount claims has given focus to our regulatory concern not 

only for the consumer but for the competitor. The opinion has been 

expressed, and it's a quite plausible opinion, that the true low price 

merchant is not now able to increase his sales because of widespread 

consumer cynicism about discount claims. Once again, consumer 

organizations began to seek ways around the problems posed by discount 

claims. 

In 1972, for example, the Commission received a well-documented 

petition from four Washington, D. C., consumer organizations. This 

petition urged the Commission to define the categories of stores which 

would be able to use the terms "discount" and "economy" and to prohibit 

the use of any other terms concerning price. The categories would have 

been based upon the relative profit margins of the store. That particular 

solution did not commend itself to the Commission's staff. But we 

recognized that there was a need for increasing the kind and the amount 

of food price information which was reaching consumers. The goal was to 

facilitate inter-store price comparisons. 
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Now before describing very briefly the survey as proposed, I would 

like to emphasize in light of the background which I have just covered 

with you, some of the factors which did not play a major role in leading 

to the proposal of a retail food price survey. Although rising food prices 

are, of course, a burning economic issue, the primary purposes for our 

retail food price survey do not include a broad scale lowering of food 

prices. The concerns relating to inter-store comparisons would be much the 

same, whether we were in a time of high or low food prices and whether 

food prices were rising or declining. While there might result some 

marginal lowering of prices if consumers begin shifting to stores which 

turn out to be low on the surveys, that result would not eliminate the 

continuing need for information adequate to make inter-store comparisons 

and to assess the truth of price claims. Similarly, the questions of 

whether the retail food industry is as competitive as it ought to be and whether 

its profits are in fact as low as some of its members claim, are current 

economic and business issues. Again, the survey is not intended to 

play a role in that debate. It is not a challenge to claim of low profit. 

The need for the information which the survey conveys will remain, re

gardless of profit levels. 

Our purposes are well summarized in a statement in which the 

Commission invited the public to submit views on the proposed survey. 



64 

The Commission said that the surveys will enable the Commission, and 

I'm quoting, "swiftly to institute appropriate enforcement proceedings 

against significant false advertisers and thus prevent injury to the 

truthful competitor and the consumer." The Commission also pointed 

out that publication of the survey results will aid compliance by en

couraging advertisers to make truthful price claims and by enhancing 

competition, since consumers will be better able to make rational choices 

among competing supermarkets. This statement was made when the 

proposed protocol for the survey was published in the Federal Register 

on January 15, 1973. Comments from the public were invited for the 

following 60 day period, which ends this Friday, March 16. What the 

Commission did in January was to publish a proposed protocol for the 

retail food price survey. At the same time the Commission sought 

comments on all aspects of that proposed protocol, and even detailed, 

in about a dozen questions, the areas on which it was particularly 

eager to receive comment. While I will outline the protocol for you, 

you should bear in mind that it is tentative and that it may be sub

stantially refined in light of further consideration. 

In a number of selected metropolitan areas, surveys would be 

run in a 11 chains which account for one percent or more of the total 

grocery purchases in that area or the top ten chains by volume, 
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whichever test yields the smaller number. We would consider a chain 

to be any business entity which exercises price control over three or 

more locations engaged in the retail sale of food in that metropolitan 

area. We will survey but one store in a chain if our initial surveys 

determine that the chain adheres to uniform pricing within the metropolitan 

area. If such uniform pricing does not obtain, we will survey up to three 

stores of the chain. In this latter type of situation, we would publish 

prices for each of the three stores surveyed along with each of their 

street addresses. It is our present plan not to include voluntary or 

cooperative groups in this survey. The main reason for this is our 

understanding that prices in such organizations are set largely on a store 

by store basis. That basis would make necessary the impossible task of 

surveying each store. Our understanding in this regard, as in all other 

aspects of the protocol, is open to revision. 

The survey would be run twice a month. One survey would be run 

during the first 15 days of the month, and one would be run during the 

remainder of each month. The exact date will not be disclosed until the 

price data has actually been collected. The survey would be made of 

about 100 items. About one-third of those items would remain constant 

and would consist largely of staples and the remaining items surveyed 

would be rotated on a random or a probability basis from a master list. 
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Both the master list and the selection method will remain confidential. Under 

this method, it will never be known in advance whether a particular item 

will appear in a particular survey. As our purpose is to aid inter-store 

comparisons, the same brands will be surveyed in each store in any given 

survey. Moreover, items of fresh meats and produce will be selected to 

achieve at least the degree of quality comparability which can be achieved 

through using federal and state grades and specifications. 

The survey results will be expressed in charts which will show each 

chain surveyed, the prices at each chain for each surveyed item, as well 

as separate columns showing the high, low and middle prices for each item. 

A consumer may look at the price of a given item in her favorite store and, 

by comparing it with the high, middle, and low prices for that survey, 

determine how good a buy her favorite store is giving her on that item. 

Missing items will be priced by assigning a price to them. The assigned 

price will approximate that store's average deviation from all other store's 

prices on all other items. A store will gain no advantage or disadvantage 

by having missing items. Items on sale will be noted by an "S." Meat 

or produce items which are not carrying federal or state grades will carry 

the letters such as "NCQ" to indicate "Not Comparable Quality." It's 

presently intended that the results of each survey will be distributed to 

the press and to other interested groups. We would hope that newspapers 
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would see their way clear to publishing all or most of the survey results 

on the two days of each month when they appear. 

As you can well imagine, there are numerous problems involved in 

developing a survey which is feasible for the surveyors, fair to the stores, 

and useful to the consumers. Many of the problems center around the 

selection of items to be surveyed and the computation, by means of 

weighting, of totals for product sub-groups and for all of the items surveyed. 

Another problem area is the treatment of house brands. Because of the 

apparent difficulty in determining quality comparability among house brands, 

it may be necessary to proceed by surveying in each store the highest volume 

house brand or perhaps the cheapest house brand. These are all issues on 

which the Commission has invited public comments. And, of course, they 

are receiving considerable attention from the staff. No matter how refined 

the survey becomes, in and of itself, it will never be a complete guide to 

the food shopper. 

We recognize that price is not the only thing that matters to the 

food shopper. It is our plan, therefore, to have each survey accompanied 

by a disclaimer, which will point out what the survey is and what it is not. 

We would mention, for example, that service, quality, selection, and 

convenience should all be considered in making shopping decisions. The 

quality may vary within federal and state grades, so that the quality of 

surveyed items may still vary to some degree among stores, and that any 
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bottom line totals should be used with extreme caution, because the 

consumer will no doubt be purchasing items not included in the survey 

or which are included on the survey in different quantities than those 

listed. 

The final point with respect to the survey, and the final point of 

my remarks this morning, is that the survey is an experiment. It is not 

our hope or intention to get into the survey business on a permanent basis. 

After the survey has been run for a period of time, it will be evaluated. 

That evaluation will look to the survey' s utility for Commission enforce

ment activities and its impact on the protection of consumers and the 

enhancement of competition. If the indications are that the survey is of 

importance, we would hope that surveys will begin to be run by local 

consumer groups, state or local governments, or even broadcast stations 

or newspapers interested in performing this particular service. 

Our present goal is to develop a sound and tested method of doing 

retail food price surveys. We want to operate as a technical resource 

and to make it possible for other organizations that would not have the 

capability to develop such a survey, but which would have the capability 

to execute such a survey to do so, in response to felt consumer needs 

in their communities. Whether as businessmen in the food industry you 

welcome the survey or disagree with it strongly, I'm sure you will agree 

that it is an innovative role for government. The results should be of 

considerable interest. We will be able to see what role an increase in 

information will play on consumer decisions and business strategies on 

your most important of markets. Thank you. 
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Our last speaker on this morning's panel is Dr. Albert D. Bates, 

Senior Research Associate for Management Horizons, Inc. Dr. Bates has 

an extensive teaching experience in executive development programs in 

the United States, Canada and Western Europe. He has been a faculty 

member in programs relating to market and sales analysis, long range 

planning, profit planning, management by objectives and numerous other 

managerial topics. He has conducted management by objectives programs 

for trade associations and individual firms in various lines of trade in-

eluding department stores, discount department stores, drug wholesaling 

and hardware wholesaling. 

In addition to his executive development work, Dr. Bates has 

developed training manuals on retail and wholesale distribution and 

delivered numerous presentations on distribution trends . 
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NEW DIMENSIONS IN FOOD RETAILING 

Dr. Al Bates 
Management Horizons , Inc . 

What we would like to do this morning, if possible, is that we'd 

like to look at the food industry in a little bit different light than the other 

speakers have done. What we'd like to do is ask ourselves, "Where is 

the food industry likely to be five years from now and ten years from now?" 

This is a little difficult ta sk--you know we don't like to do this a 11 the time, 

but we would like to use this particular handout material to look at some of 

the trends which we see developing in the food industry over the next 

decade. Some trends that we can statistically document, or that we've spent 

a lot of time documenting, and then after we do that we'd also like to show 

some slides of some trends that are taking place in Western Europe which 

you may not be aware of, which we think may also impact us over the next 

decade in a noticeable manner. So, we would like to spend a few minutes 

this morning talking about, "Where is the food industry going? Where 

do we see it moving?" If you would look at Exhibit 1, we would like to 

look at a couple of exhibits about the wp.y we look at the food industry. 

I think they're important exhibits. They tend to be conceptual, but don't 

let that worry you. I think that they are very important to understanding 

the material for the back part of this section. 
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The title of the first exhibit is "The Institutional Life Cycle in 

Retailing." That's just a convoluted way of saying that every business 

sooner or later dies; that every business has a life cycle just like every 

human has a life cycle, just like a product has a life cycle. A business 

begins, has an early stage of development, grows, matures and eventually 

dies. What we should do is ask ourselves the question, ''Is the super

market dying?" "Is the supermarket already dead?" "Does it have 

vitality beyond where it presently is?" "Where is the supermarket today?" 

When you look at this exhibit, you'll notice that we've broken the 

life cycle down into four sections. The first of these is what we call 

"Early Growth. " What we mean here is that some people like Clarence 

Saunders, Michael Cullen and the Steinberg brothers of Canada, got this 

clever idea that they'd like to operate something that sold groceries at a 

very low price, used self-service, took advantage of the fact that brand

ing was developing at this particular point in time, and took advantage 

of the fact that transportation networks were changing; in short, a new 

concept. The top line in the early growth section is the sales line. 

During this particular time period, initially, sales volume was relatively 

low, but these guys had a concept that made sense. So, sales began 

to move up rather dramatically. Profits during this time period were 

quite low, a practical matter. They we.re still trying to figure the concept 
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out. Many, many people made mistakes and failed, and others were 

putting all their money into expansion, so consequently they weren't as 

profitable as they'd like to be. But, toward the end of this time period, 

profits began to zoom up and that's the dotted line on the bottom of your 

chart. 

Now, once we've finished the early growth stage, we go into 

something called "Accelerated Development." What we really mean by 

this term is that a lot of people decide this is really a good idea. If these 

other guys can go into the supermarket business, why can't we? So, we 

see a lot of people going into the food business because it's a clever 

business to be in. And, we begin to see more and more competitors coming 

in. We begin to see firms such as Kroger deciding, "Well, if this Cullen 

kid can do it, we ought to be able to do it." We see more and more people 

saying, "The supermarket is the way we ought to go." The same type of 

life cycle is also true of the discount store and for all other types of stores. 

The third phase we hit is "Maturity. u At maturity we begin to get to 

a lot of the concepts, a lot of the problems that the other speakers talked 

about this morning. We begin to get specifically to the point of overstoring. 

At maturity, so many people have decided that the supermarket business or 

the discount store business, or what have you, is a clever idea--but, that 

there are too many of us. I think the classic example of this is the gasoline 

station business. As I was coming to the conference this morning from the 
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office, I passed the corner of Henderson and Kenny Roads where there are 

eight filling stations within 100 yards of that particular corner--three of 

which offer car wash facilities. The question becomes, ''How many filling 

stations do we need at that particular intersection?" The question also 

becomes, "How many supermarkets do we need in the economy?" Our 

estimates would indicate that at present there is something in the neighbor

hood of SO million square feet of excess supermarket space in the U. S. 

What we're really saying is that there's something in the neighborhood of 

five thousand lS, 000 square foot stores that are not economically viable. 

That if we had SO million square feet less space, we'd be better off. And 

you say, "Well, so what? What does this mean?" Let's look at that in 

a couple of seconds, but let's keep under consideration that at maturity, 

you begin to pay a pretty heavy price for overstoring. You begin to pay 

a pretty heavy price for being caught up in tradition and the inability to 

change that Mike was talking about this morning. 

Finally, we have the "Decline" section of the chart, in which our 

market share or our sales volume actually begins to decline; profitability 

falls off very, very dramatically at this particular stage of the development. 

Now you're probably concerned about, "Where is the supermarket?•• We 

would view the supermarket as well into the maturity stage of its development. 

We would view other types of retailing, the discount department store, 
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as an illustration, as just entering the maturity stage of its development. 

We view the fast food industry as just entering the maturity stage of its 

development. And we view a number of other trends there as well. 

Now, before we turn the page, let 1 s talk about one more concept with 

regard to the life cycle and that's the fact that the life cycle keeps getting 

shorter and shorter. If you look at the department store, which was begun 

back in the 1860 's, and you ask yourself, "How long did it take the depart

ment store to go from the lefthand side of the page all the way over to its 

maturity?" The answer is it took nearly 100 years. This was because the 

transportation systems weren't as well developed, the communications 

systems weren't as well developed, one guy got an idea and he could hold 

on to that idea for quite a while. However, if you look at the supermarket, 

it's our feeling that it took the supermarket only about 30 years to get from 

the "Early Growth" to the "Maturity" stage in its development. If you look 

at the discount department store, it's our feeling that it is taking about 15 

years to reach the maturity stage of its development. And, we think the 

current innovations are only going to take about 10 years. So, what we 're 

saying is that as we develop new innovations, as we decide that maybe we 

want to supplement the supermarket with something else, if we decide that, 

we're going to have to respond very quickly, because the time for taking a 

relaxed attitude and saying, ''Maybe we ought to consider it, maybe we · 
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ought to have a committee review it, " is no longer there. That's an 

important concept as we look at these other tables. 

All right, since I have a mandate to finish at 11:45 a.m., let's 

look at Exhibit No. 2. Exhibit No. 2 is what we call "The Growing 

Polarity of Retail Trade." This is one more concept that we need to be 

familiar with before we look at what's happening to the supermarket 

industry. Exhibit No. 2 argues that you can view retailing as consisting 

of three general types. Over on the lefthand side of the page is something 

we call "Specialist," or specialty-type stores. These are stores which 

don't have a lot of different types of products, but they're pretty intensive 

in one general area, and they charge high prices (that's the easiest way 

to tell a specialty store). Over on the righthand side is something called 

a "mass merchandiser." A mass merchandiser tends to have limited product 

assortments in those assortments he's in, tends to have low prices, tends 

to utilize self-service, tends to have less frills than other types of 

organizations, and is a pretty good competitor. In the middle is something 

called a "Conventional Outlet. 11 A conventional outlet might best be 

illustrated by the department store. What we're arguing here is that the 

department store is caught in the middle, because on the one hand he has 

specialty stores that he's trying to compete with, and the specialty stores 

have very full merchandise assortments in those product categories. 
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The specialty stores have a lot of consumer services. The specialty stores 

do many things that the department stores really cannot afford to do. So, 

it's continually competing with that guy, and not very successfully. And, 

he's continually competing on the righthand side. He's continually competing 

against the discount department store and other mass merchandisers on a 

price basis. So, here's the department store trying to maintain full assort

ments, and trying to compete on a price basis at the same time. 

Again, you say, "Well, so what? So what?" The question is, "Where 

is the supermarket in this particular chart? " At one point in time we would 

have argued that the supermarket is a mass merchandiser, over on the 

righthand side of the chart giving those "Mom and Pop" stores fits because 

they're a conventional outlet. Now, we're a little bit more convinced that 

maybe the supermarket has moved over into the conventional outlet category 

and is now being whipsawed by specialists on the one side, and the convenience 

store and the mass merchandiser on the other--the discount department store's 

food department, the family center concept, the "superstore" if you will, and 

we think the supermarket is caught in the middle. Let's look at some data 

which indicates the problems that might be faced if he's caught in the middle, 

because the guys in the middle don't win. They have low growth rate; they 

have low return on investment. 
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So, with that introduction in mind, let's look at Exhibit No. 3, which 

shows the changing structure of the food distribution network. I looked at 

1966 and 1980 and have broken the table up into two groups: traditional 

food retailers; that is, people who sell food primarily to be prepared at home 

for off-premise consumption, and food service outlets, those people who 

sell food already prepared for on-premises consumption. If you look at the 

righthand column and ask yourself, "How fast are these groups going to 

grow in the next decade; that is, between now and 1980?" We 're projecting 

that food retailers, which includes supermarkets, Mom and Pop stores, 

convenience stores, a variety of delicatessens, bakeries, etc. will grow 

about 5 percent a year. In there with Gross National Product more or less-

growing no faster than the economy, no slower than the economy. We're 

predicting, however, that food service outlets are going to continue to 

increase their share of the market, are going to continue to make inroads 

into the total food purchases of the consumer by growing at about 7 .1 percent 

a year. What we're saying is that the food network, as we well know, is 

no longer just us selling food at a supermarket, it's everybody who competes 

for the consumer's food dollar. Because most of us this afternoon are 

going to eat lunch away from home, we 're going to contribute to the 7 .1 

percent growth rate. You ask yourself, "How many times do you eat in 

motels?" "How many times do you eat on an airplane?" "How many times 



Exhibit 3 
The Changing Structure of the Food Distribution Network 

1966-1980 

Projected 
Sales {In Millions of Dollars) Compound Annual 

Growth Rate 
Type of Outlet 1966 1971 1980 (1971-1980) 

Food .-Retailers 
Grocery stores $ 67,850 $ 88,970 $139,050 5. 1 % 
Specialty stores 5 ,300 6,240 6,825 1.0 

Total 73 ,150 95 ,210 145,875 4.9 

F.ood Service Outlets 'l 
'-l 

Rie'S"ta..u rants 12,530 19,350 35,400 6.9 I 

fr'b'Aer food service organizations 15,927 24,515 45,775 7.2 
j)J 

Total 28 ,457 43,865 81 , 175 7T -
Total Food Sales $101,607 $139,075 $227,050 5.6% 

Source: Progressive Grocer, Institutions/Volume Feeding Management, and Management Horizons, Inc. 
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do you go to Kentucky Fried Chicken?" You're no different than a lot of 

other people in continuing to erode what I would consider the core food 

market. 

All right. Take a deep breath and turn to Exhibit No. 4. In Exhibit 

No. 4, we're trying to show our projections, and you can indicate that 

these are our projections because you 're not going to like them, but they're 

our projections of what's going to happen to the supermarket industry or the 

food retailing industry over the next decade. The first line on there is 

conventional supermarkets, and by conventional supermarkets I'm talking 

about people in the 15, 000 to 20, 000 square foot, or less, category. Some 

of you probably operate conventional supermarkets, some of you operate 

non-conventional supermarkets, for want of a better term. What we're 

saying is, conventional supermarkets, if you want to zip right over to the 

punchline on the righthand side, conventional supermarkets are going to 

increase at about one-half of one percent per year in terms of the number 

of units and, about 1 1/2 percent per year in terms of sales volume, if 

Management Horizons is correct. There's always that doubt. But, looking 

objectively at what we see going on in the industry, we're fairly convinced 

that the conventional supermarket is going to have very, very limited growth 

over the next decade. 



Exhibit 4 
The Changing Structure of Grocery Retailing 

1971 and 1980 

Projected 

Sales (In Millions of Dollars) 
Compound Annual Growth Rate 

Number of Uni ts ( 1971-1980) 

Tt~e of Outlet 1971 1980 1971 1980 Units Sales 

Conventional Supermarkets 35,300 37,500 $58,500 $ 66,500 .7% 1.4% 

Food Departments in -...:i 
CX> 

Discount Department I 

Sto~ 2,100 3,200 6,000 10,300 4.8 6.2 Ill 

Family Centers 1,500 6,000 7,900 44,300 16.7 21. 1 

Convenience Food Stores 15,075 30,000 3,100 8,900 7.9 12.4 

Other Grocery Stores l~O~~_Q_O_ ios,ppo 13-14_70 9,050 ( 3. 9) ( 4. 3) 

Total Grocery Store Sales 204,875 181,700 $88,970 $139,050 (1.3%) 5. 1% 

Source: Progressive Grocer, Discount Merchandiser, and Management Horizons, Inc. 
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Now, if conventional supermarkets are not going to grow, who, 

pray tell, is going to grow? The next line down tells the story--food 

departments in discount department stores. We're projecting those 

outlets will increase their food volume by about 6 percent a year over 

the next decade. So, we see a shift from conventional supermarkets 

to food departments in discount department stores . Certainly, this 

doesn't mean supermarket companies are going to lose volume, because 

quite often we operate those departments for them, right? But we're 

operating it so well that we 're taking money out of our own pocket over 

here. There's something about that limited assortment, low-price appeal 

that's making sense. 

Thirdly, we see family centers, and by family centers we 're 

talking about the superstore concept, if you will, the 5 0-60, 000 square 

foot outlet selling a large amount of general merchandise as well as food 

and growing at something in excess of 20 percent per year. If you look at the 

increases these types of outlets have made in the past couple of years, 

20 percent is really not that drastic an increase. It's a very, very large 

number, but we are beginning to see many companies going into this 

business. We 're also seeing a great many companies coming out of that 

business at the same time, but we think that the concept makes sense. 

It's at that early stage in the life cycle. A lot of people are going into 

it and deciding they don't like it. Kroger, I understand, closed all its 
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family centers. Fine. Other people are opening family centers. We 

think the concept makes sense, and we're going to discuss it a little 

bit later. Finally, we see convenience food stores, the 7-11, Stop and 

Go, etc. growing at about 12 . 5 percent a year, and all these people are 

attacking the food dollar which you conventionally got. 

Let's look at Exhibits 5, 6 and 7 more or less simultaneously, since 

we're a little bit short on time. Looking at Exhibit 5 we see the market 

profile of family centers, and we 're really repeating a lot of the data we 

have on the other page. We see the number of family centers, over the 

next decade, going from about 1, 5 00 to about 6, 000 and their aggregate 

volume going from about $7 .9 billion to about $44 billion. Another in

teresting way of looking at this is that these outlets presently represent 

about 9 percent of total grocery store sales. We think that by 1980 they're 

going to have about 32 percent. In essence, something short of one-third 

of the market will be going through these family center type outlets. Why 

do we think that? Well, we think that because if you look at Exhibit 6, 

the family center concept makes sense. 

The family center is a large outlet capable of generating very, very 

large volume economically. In our prototype on Exhibit 6, we show 

something around 60, 000 square feet. Secondly, the family center is 

dedicated to the general merchandise categories. And that's important, 
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Exhibit 5 
Market Profile of Family Centers 

1971 and 1980 

1971 

1 ,500 

$ 7.9 

$89.0 

8.9% 

Source: Management Horizons, Inc. 

Projected 
Compound Annual 

Growth Rate 
1980 {1971-1980) 

6 ,000 16.7% 
00 
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Food 

General Merchandise 
Housewares and toys 
Health and beauty aids, 

stationery, and greeting 
cards 

Ladies• apparel 
Men's apparel 
Cameras and film 
Hardware 
Jewe 1 ry 
Sporting goods 
Domestics 
Other 

Total 

Exhibit 6 
Operating Profile of a Typical Family Center 

1971 

Net Sales Square Feet of Selling Area 
Dollars Percent Number Percent 

$6,300,000 70% 30,000 50% 

2,700,000 30 30,000 50 
540,000 6 

450,000 5 -- --
270,000 3 
270,000 3 
270,000 3 
180,000 2 
180,000 2 
180,000 2 
90,000 1 

270,000 3 --
$9,000,000 100% 60,000 100% 

Source: Management Horizons, Inc. 
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because every time I talk to a supermarket operator, he's talking about 

selling more non-foods I know of no consumer in the world who has 

ever gone into any store and asked to buy some non-foods. Consumers 

don't want non-foods; consumers want housewares, toys, ladies' apparel, 

jewelry, sporting goods, etc. They don't want non-foods . In a family 

center concept, we think that the supermarket is capitalizing on this 

general merchandise category effectively. We're also convinced that the 

people who win in this particular game are going to be the people who go 

the joint venture route. Most of the family centers we have seen that 

have not been successful have been because supermarket operators could 

not operate general merchandise departments as effectively as they should. 

Silly merchandise doesn't turn over fast enough, does it? 

Essentially, we think the joint venture concept is going to make 

sense. We also think that these particular types of outlets are going to be 

successful or most successful, in two types of locations. The first of 

these is what we call an "intercept" location; that is, they're going to 

position themselves between where consumers live and where consumers 

normally shop, particularly regional shopping centers. What they're 

going to do is to intercept consumers on their way from living areas to 

regional shopping center areas. We've seen this work quite well with 

the Bradlees group on the East Coast. They're real giants at this intercept 
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type of strategy. We also think that family centers are going to be 

most successful in secondary markets; that is, they're going to go into 

smaller towns in which we cannot afford to have a full-blown discount 

department store and they're going to be very, very successful there 

by absorbing all the general merchandise business and most of the food 

business. 

Next, let's look at Exhibit 7. We 're going to spend a couple of 

minutes talking about Exhibit 7, because it is a blown-up version of what 

we call the "Strategic Profit Model." All the Strategic Profit Model really 

does is to ask the question, "How well are we really managed?" or I 

guess it asks, even more abstractly, "How good are the results that we 're 

getting?" Whether we're well-managed or poorly-managed doesn't matter-

how good are the results that we 're getting? If you'll read down the left

hand side with me, we show the family center operating on a gross margin 

of some where in the neighborhood of 21 . 5 percent. We could be wrong 

there; we could be right, but we're saying that the food department of the 

family center is going to operate on a very, very low gross margin to give 

it an underpricing capability in dealing with traditional supermarkets. In 

essence, they're going to run the food departments on a break-even basis. 

We also see them running the general merchandise department as the key 

profit center. They'll use the food department to pay the rent and cover 
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general expenses, and use the general merchandise department as the 

profit center. Taking off operating expenses, you end up with operating 

profits of about 3 . 5 percent or net profits after taxes of about 1 . 8 percent, 

compared to a somewhat lower figure, as I would understand it, in the 

supermarket industry. We 're also saying, if you will, in the lower part 

of the page, the 4. 7 (if you see that figure), we're going to turn over our 

total assets, that is we're going to have an asset turnover figure, sales 

divided by assets, of about 4. 7 times. That's lower than the supermarket 

industry presently gets, and you've got all that general merchandise over 

there, and we're going to come up with a profit on assets of about 8 .5 

percent. Over on the right-hand side, a return on net worth, net profits 

after taxes as a percent of net worth, somewhere in the neighborhood of 

17 percent. What do we get in the supermarket presently? Under 9 

percent, right? Two years ago it was 8. 8 percent, and I couldn't find 

last year's figure, so I don't know what it is, but we're somewhere 

doubling our profit ability, in the family center concept which is another 

reason why it makes sense. 

Let's look at the convenience food store in Exhibits 8, 9 and 10 

and then we'll talk about what's going on in Europe. Exhibit 8 shows 

the convenience food store is the same type of concept. We think that 

these outlets are going to go from about 15,000 to about 30,000 outlets 



Exhibit 8 
Market Profile of Convenience Food Stores 

1971 and 1980 

Projected 
Compound Annual 

Growth Rate 
Market Profile 1971 1980 _( 1971-1980) 

Nunber of convenience food stores 
in operation 15 ,075 30,000 7.9% 

00 
w 

Sales of convenience food stores I 
Pl 

(In billions of dollars) $ 3. l $ 8.9 12.4 

Grocery store sales 
$ 89.0 (In billions of dollars) $139. l 5. l 

Convenience food store sales as 
a percent of grocery store 
sales 3.5% 6.4% 6.9 

Source: Progressive Grocer, U.S. Department of Commerce, and Management Horizons, Inc. 



Exhibit 9 
The Structure of Convenience Food Store Retailing 

1968-1970 

Percent of Stores 

Type of Convenience Food Store 1968 1969 

Chain stores* 62.8% 59.3% 

Independent stores 25.3 27.8 

Franchised stores 11. 9 12. 9 -
Total 100.0% 100.0% 

Percent of Stores Usin.9._: 

Product Line Own Warehouse Only Wholesaler Onl~ 

Fresh meats - % 77 .8% 
Fresh produce 11. 3 83.0 
Frozen foods 15.8 77.2 
Health and beauty aids 12.3 80.7 
Hot take-out foods 3.8 96.2 
Wine - 97.4 
Photo supplies 15.7 78.4 
Bulk ice cream 4.2 95.8 
Pet supplies 13.5 84.6 
Toys - 94.6 
School supplies 14.3 80.3 

*Includes firms operating 10 or more stores. 

1970 

61. 7% 

21.9 

16.4 

100.0% 

Own Warehouse 
and Wholesaler 

22.2% 
5.7 
7.0 
7.0 

2.6 
5.9 

1.9 
5.4 
5.4 

Source: Convenience Store Journal, Progressive Grocer, and Management Horizons, Inc. 
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Total 

Exhibit 10 
Operating Results for a Typical Convenience Food Store 

1971 

Percent 
Percent of Items Gross 

of Sales Carried Margin 

62.0% 49.9% 24.9% 

13.6 3.7 12.4 

7.7 4.0 25.2 

6. 1 24.4 29.4 

3.7 1.9 27.3 

2.8 11.5 33.l 

1.9 1. 7 25.5 

l.3 2.3 32.5 

.9 .6 36.9 

100 .0% 100 .0% 25. 1 % 

Source: Progressive Grocer. 
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during the next decade. Their aggregate sales volume, they tend to be 

pretty small; they're going to go from about 3 .1 billion to about 8. 9 

billion. And they're only going to account for about 6. 5 percent of the 

sales, so it's kind of a small problem; but still, that's 6.5 percent that 

used to go to us, more or less. 

The only thing I'd like to point out here is that we tend to ridicule 

the convenience food store as being the type of outlet that makes money 

only because it's open when other people refuse to be open. I don't 

really think that• s true. Again, we get that view if we look at the consumer 

as being a monolithic entity, if we say all consumers are alike. All 

consumers are not alike . Some consumers are very concerned with price; 

others are very concerned with convenience. Other consumers have other 

types of viewpoints . And, the convenience food store has been very, 

very successful in appealing to a particular market segment--those people 

who are not really concerned about price, those who are more concerned 

about getting in and getting out quite quickly, those who are more 

concerned about buying a 6-pack of beer when the ball game starts rather 

than planning ahead and buying it at 5:00 o'clock in the afternoon. 

Let's now look at Exhibit 11 which shows the results of the con

venience food store industry, and we see the same type of situation here. 

In Exhibit 11, a return on net worth of about 21 percent, because we get 

a good profit margin, a good asset turnover figure. So, what we see is 
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mass merchandisers like the family centers are going to be getting 

adequate rates of return on investment, will be getting very high 

growth rates. People on the other end of the spectrum, the specialty 

stores and people in convenience outlets are going to be getting high 

growth, high return on investment, and in the supermarket industry I 

think we 're going to have to live with the fact that growth rates are not 

going to be as high as they used to be, and return on investment may 

be inadequate. I'm saying this as a long-run rather than a short-run 

phenomenon, and I'm saying that what we have to do is to be willing 

to innovate; we have to be willing to open family centers, convenience 

food stores, what have you; to go where the action is. Now, we view 

these figures as being pretty good figures, but they're somewhat 

tentative. 

There's another phenomenon I think we ought to be concerned with, 

however, and we don't have any data on it because there aren't any 

around yet. But there's a lot of them in Europe, so we'd like to show 

you some slides of this particular concept. What we'd like to do is 

talk about the hypermarket concept, which most of you have probably 

heard about and maybe some of you have seen. 
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This particular set of slides comes from what we call the Horizon 

Management Distribution Intelligence Service. It's just a clever way 

of saying we have a service which we offer to businessmen to keep them 

informed. If we could have the next slide, we'll look at a hypermarket. 

This particular organization is known as Carfour and it is probably the 

leading hypermarket organization in Europe. This particular store is 

250, 000 square feet; half of the space is devoted to food; half the space 

is devoted to general merchandise so we're talking about 125, 000 square 

feet of food store area; we 're talking about a store that they consider 

too small to be economically viable. However, they have an interesting 

concept. What struck me about this is that this is what supermarkets 

used to do when I was a kid. They'd have truck sales and all kinds of 

clever promotions such as bringing in trucks right in the front of the store 

for a sale. This slide shows them having an orange sale; oranges are 

four francs a kilo, and they have a gal dressed in a Spanish costume 

selling merchandise out in front. Well, why did I put this slide in-

nothing unusual about that? Well, this creates a lot of excitement, 

does it not? It generates the feeling that this particular store is in business, 

that this particular store is always going to have all the merchandise you 

want at all the prices you want. And, there's no reason to shop anywhere 

else; it's an exciting and dynamic type store. 
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I would suggest that as you enter the store, as you go up to get a shop

ping cart,you also begin to get the feeling that perhaps this store has it 

all, that perhaps this is the type of store that is in business, perhaps this 

store is in business for the long run. I would also indicate that this par

ticular store has an annual volume of $57 million of which $31 million is 

in foods. So, we have $31 million divided by 125, 000 square feet--whatever 

that works out to. I'll give you some other figures in a second. But with 

$5 7 million in total volume--food and general merchandise--the store is in 

business. 

The store also has 67 checkouts, so we get the feeling again that 

maybe there's something going on here that makes some sense. The 

important point to note {and I think this is extremely important for the family 

center concept) is that both food and general merchandise go through the 

same checkout with no problems whatsoever. So, the old argument about 

people not buying shirts where they buy milk isn't valid. 

This is the produce department. It begins to show some of the ways 

they use material handling techniques that are quite interesting. You notice 

they have produce in fairly reasonable quantities here. They also give the 

feeling that this merchandise is fresh, that they're turning over their stock 

very, very rapidly, that there's no reason to go anywhere else. And, you 

have to remember that in France, the corner grocery is still well-established. 
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People are very, very high on freshness in France. They like to buy a lot 

of produce, like to buy a lot of meat, they don't like things to be old, 

believe me. And this concept is a turnover concept. They're turning the 

merchandise in their produce department about 9 0 times; they're getting 

fairly adequate returns. I believe that's garlic and something else, maybe 

mushrooms, but they do have merchandise in bulk. They also tend to sell 

merchandise in very large packages. We '11 see that when we look at the 

slides of the dry grocery department as well. They are continually in

creasing the average transaction size or the average line extension, because 

that is the way in which you increase your profits, or one of the ways, as 

I would understand it, because it has to go through the cash register; it 

has to be rung up, so why not ring up a very large quantity? It's just as 

easy to do a large quantity as it is a small quantity; something which, as I 

recall, the supermarket used to do very, very well. 

This is the meat department. Unfortunately, there's an out-of-stock 

condition in the middle of the slide, which upsets me, but avoiding that 

momentarily, notice the fact that the meat is hung behind the counter for 

everybody to see . There is the feeling that this particular outlet moves a 

lot of meat. Mike O'Connor also talked about the concept of preparing 

meats at the individual stores and how inefficient it is. This particular 

organization is very, very efficient. If you 're selling $5 million in meats 
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annually, you tend to be able to get some of the economies in there, not 

all of them, but you do tend to be able to overcome a lot of the problems 

we've conventionally had with on-premise meat cutting. Because we're 

cutting for a very, very large outlet, it's a bulk cutting process. 

These are eggs, eggs as far as you can see. And, again, I'd call 

your attention to the wire baskets. The organizations in Europe have done 

a great deal to tie themselves in with manufacturers very, very well. These 

come from the farm in these wire baskets; they come from the farm pre-priced; 

they come from the farm in those wire baskets and are untouched by human 

hands (as we used to say) as they go out to the sales floor. So, again, 

we're beginning to generate many of the economies, many of the cost savings 

that we need to be effective. 

A lot of people say, "So what? This is a so-so dairy department. 

I've seen dairy departments like that. 11 Well, this is the butter department 

in this particular store . There's more space devoted to butter in this 

organization than there is space devoted to the dairy department in most 

supermarkets. There is more space devoted to fish in these organizations 

than there is space devoted to meat in most supermarkets. It is a tonnage 

concept, a volume concept. 
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This slide shows some of the general merchandise categories, and 

the concept I want to emphasize very heavily is that of "why shop somewhere 

else?" The hypermarket is creating the image that, "We have every pan, 

every pot, that you conceivably ever could want." So, why would anybody 

want to go anywhere else? As a practical matter, however, would you guess 

how many SKU's are in that wall of pans ?1 There's something like 8 SKU's. 

So, we've created the atmosphere that there is a massive amount of mer

chandise, but at the same time we were able to do it with a relatively small 

number of SKU's. It helps us with inventory control, helps us with our 

turnover problem, helps us in all sorts of ways. These firms generate sales 

per square foot in general merchandise--sales per square foot, not francs-

sales per square foot of about $300 per square foot. In food they generate 

sales per square foot of just under $1, 000. 

This is some more of the soft goods department. This shows the way 

they've tried to take this physical handling approach even into soft goods. 

In this particular merchandise, as soon as you pull one out, the next one 

pops down. A clever little concept--helps them with their tonnage, helps 

them with their turnover. 

I'd like to talk a bit more about the wire basket concept, because I 

think this is very, very important. This is merchandise from the backroom 

that has just come in from suppliers. If you'll look at the next slide I think 

you'll see how they get merchandise off the truck. This gentleman is loading 

1stock Keeping Unit (SKU) 
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wine and he's ready to take it into the store. This is our same stock clerk 

stopping off to sample the wine, but he's going to take this particular 

conveyor onto the floor during work hours. No problem with safety there; 

they've been pretty careful. But, he brings this entire basket onto the floor, 

pre-price marked remember, and has no problems whatsoever. 

This type of materials handling concept enables the dry grocery 

department to run on a labor percentage of 2 percent, including front end. 

So, there's a two percent labor factor. Not a bad one either. It also enables 

this particular organization to sell all of what they call liquids; that is, wine, 

bottled water, and whiskey at a zero percent gross margin. It's against the 

law to sell below cost in France, so they sell at zero percent gross margin. 

Conceivably, I think that would have some interesting appeal, even to 

consumer advocates. 

I was very interested in Mike O'Connor's comments about packaging 

in Europe. I have yet to see this type of packaging in the U. S. It may 

not be available here, but it is available in Europe. They are continually 

pushing the large size concept. And you have to remember, that, in France, 

the typical person does not own their own home; they live in a very small 

apartment. So, they are pushing large sizes to people who really cannot 

store them very well but who are willing to sacrifice that in order to get a 

price differential. If you will notice, the merchandise is stacked three 
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tiers high. When the bottom one is empty, they merely take the fork lift 

truck in, pull the next level of merchandise down in that wire basket, and 

they're back in business. That's how you get sales per square foot of 

$1,000. That's how you operate the dry grocery department on a six percent 

gross margin . 

The idea I want you to get from this slide is that when this price 

special is finished, it will be no problem whatsoever to get this merchandise 

on the shelf because those wire baskets go right on the shelf. That's the 

way they stock shelf merchandise. And, if they have to move it to the 

backroom temporarily, it's not going to get crushed or damaged. Again, very, 

very significant materials handling savings. 

This is a slide in which it shows merchandise being moved by the 

case . On the left-hand side, those white cases are filled with wine in 

plastic bottles. They sell six plastic bottles of wine at 25 cents a bottle, 

so they've got most of the price down. 

This is an interesting slide because they sell TV's in more or less 

the same way. You go in; you find the TV you like; it's in a carton; and you 

put the carton in your little shopping basket and you wheel over to a checkout 

stand. What's more, it's not a very attractive looking display. In fact, it's 

downright ugly as far as I'd be concerned; but what does it convey to you? 

Does it convey high turnover? Does it convey low price? Does it convey 

a lot of things that are very, very important to get across to the consumer? 
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These are bicycles. Now a lot of people argue it's not very clever 

to stack the bicycles on top of the frozen food, and hang them from the 

roof. However, I think I would argue that again just a little bit of consumer 

excitement is generated here, is it not? A little bit out of the ordinary, a 

little bit different, a little bit special. 

These are consumers leaving the checkstand, and the thing I would 

have you notice is that nobody has a sack. Because they'll dump your 

purchases right back into the shopping cart if you want, or they'll sell you 

a sack. They're perfectly willing to sell you a sack if you want but we find 

that most people go in with very large boxes or they take an extremely large 

purse with them--something in which to carry the merchandise--or they just 

take the shopping cart out to the car and dump the merchandise onto the back 

seat. Or, they could go to this attractive area at the front of the store, at 

which point they may select, free of cost mind you, an empty box. This is 

something which poses a problem in the U. S. but it's no problem in a Carfour 

store because they let the consumer carry the boxes out for them. There is 

a shifting of function--make the consumer do a lot of things himself; but give 

him a low price . 

This is a slide which shows again the types of things we get into; 

it shows a consumer carrying home a couple of mattresses. It's self-service. 

It's carry it out to the car, load it yourself, do the whole thing and the 

customer is willing to do it. 



94 

The only other thing I would comment on, and this is an interesting 

vignette, is that little Carfour sign sticking up back there. That is a 

machine gun nest, believe it or not, and I'm not being facetious. This 

particular organization has had some problems with irate merchants trying 

to establish their own competitive technique and they had a store blown 

up once. Consequently, they're now under 24 hour a day guard with 

machine guns and you don't attempt to blow them up any more. It's an 

interesting approach. It tells you what the local merchants think. 

I'd like to make one more point. The Carfour organization routinely 

generates a return on net worth of something in the neighborhood of 30 to 

40 percent, depending on how good a year it was, so they are a highly 

profitable organization. They sell at low prices but bring 4 percent to the 

bottom line; they do a lot of interesting things. The other thing is that you 

probably read in the trade press where the OSHAWA Group in Canada has 

entered into a joint agreement with Mondief, a real estate investor, to bring 

the hypermarket concept to the Montreal area. If it is successful in the 

Montreal area, we may be seeing it in the U. S., so it's not something 

unique to Europe; it's something that we ought to be aware of. Thank you. 
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Chairman: Edgar P. Watkins , Ext ens ion Economist, Food Distribution, OS U 

Resource Persons: Messrs. Partch, O'Connor, Bates and Herzog 

MR. WATKINS: My name is Ed Watkins. I'm an associate of Vern 

Vandemark here at Ohio State. I see a number of friendly faces--old friends-

in the audience. And, I hope that before these next two days are over I can 

add some new friends to that list of people. 

Let's get to the business of the day. I think that we will help field 

the questions. For you fellows who have a weak voice and can't boom it 

out so that we can all hear it, and for everybody else in the room, there are 

microphones at each side of the auditorium. Little fellow, Tiny Heemstra; 

where are you, Tiny? There he is . And Vern Vandemark, are you two handling 

the questions on the sides? Get those questions ready to feed to these 

experts up here so that you can get a reaction or maybe an amplification 

of something you heard this morning. 

While you are getting a question or two together, or maybe just trading 

opinions with the guy sitting next to you, I'd like to throw out a question 

of my own, just to get things started. This morning I heard at least two 

speakers say that we have to become more efficient, and one way to do so 

was to move some of our work out of retail stores, out of backrooms, and 
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centralize some of our work areas, meat operations, or whatever it may 

be. But, as I look at the super stores I see more work going on in these 

stores than in conventional supermarkets. What goes? Who wants to 

tackle that one? I see deli operations in stores where the work's done in 

the store. I see in-store bakeries. I see not less work going on in the 

meat department, but more work. The trend seems to be moving in the 

opposite direction from the trend I heard about this morning. Now, what 

do you see here? 

ANSWER: I think it's very hard to generalize. There's a lot of 

analysis going on now as to where the break-even size is. And, I also 

think the amount of work done in the store varies by contracts, by pro

ductivity of individuals, etc. I was visiting with a friend of mine at the 

end of last week on this subject. His firm is doing centralized preparation 

on subprimals so that they can sell their fats as edible fats instead of 

rendering fats. They're pretty well satisfied with their current contracts, 

their current costs, their very large stores (and you've got to remember 

that they have a store average of better than $150, 000 a week), that they 

can function, and function efficiently, on that basis. 

In Chicago, for example, you do not work in the backroom because 

the union won't let you do it in the backroom. And, they force you to haul 

the garbage out of Sioux City, or wherever the meat comes from, and a lot 

of it comes from Chicago to Sioux City, because they do not want to lose 
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employment for their workers. There are a dozen big cities in the U. S. 

today where you cannot use box meats. It's denied. 

Service deli operations are becoming popular in many areas. And, 

if it's done right, done efficiently and very freshly, there are getting to be 

some very great improvements in volume, which makes for additional back

room work. On produce, very few people do any central pre-packaging beyond 

that done at source. 

Is anybody here from Liberal Markets? They aren't talking much about 

their meat operation, I guess, but you might be able to get a better answer 

on central meat handling there. It certainly gives you better sanitation and 

quality control. One drawback to this is keeping up the flow of product. I 

can't speak for Liberal; they probably solved it. They're pretty smart people. 

But, in Europe, unless you can do three deliveries a day, you can't keep 

the flow of product up. You have too many out-of-stock problems. So, I 

think we're in a transitional period where we've got a lot to learn. I would 

imagine that in some areas you would see lots of backroom work because of 

contracts. What is the situation here in this area? Can you or can you 

not take box beef? 

MR. WATKINS: Is Frank Heiser here? He's probably in as good a 

position as anybody else to respond to that. No, he's not here, but I don't 

think we have as critical a problem as Chicago though. In fact, I know we 

do not. 
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MR. 0 'CONNOR: The box beef is high now because it is pretty well 

sold out. The facilities to make box beef are still limited. So, the price 

is high. It's still a specialty item. 

MR. PARTCH: I would like to add something. The total labor cost in 

this country is rising steeply. The labor cost at Le Marche, which is one 

store in Paris with which I am familiar, is 6 percent as compared with our 

10 percent. Also, to augment that, the total labor cost itself is lower per 

unit hour. So, there are far more people working in that store than you will 

find in ours. We don't have any choice in the matter. If we want to increase 

productivity, we have to take whatever work is being duplicated in the total 

number of stores and centralize it as much as possible. 

MR. BATES: I might just make one comment on this . If you look in 

the deli area, the bakery area, you get a lot of people going "in-store" for 

image purposes, for freshness purposes, etc. They are taking the specialty 

store concept and using it as a subsegment of the store. It's difficult to 

rethink a network. But, I think what we really need is a very, very different 

network from the one we presently have. And, the easiest way to do things 

is to slightly change, slightly modify, or make some subtle adjustments in 

the existing networks. What we really need, if we're going to get the type 

of efficiencies we need, is to totally rethink the network, and say, "How 
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would we do it if we were going to do it from s era tch? " Unfortunately, it's 

a lot easier for a management consultant to say that than it is for someone 

who's out there on the firing line to say that. Because, you have labor 

problems, you have existing units, you have all the other problems which I 

can rule out as an assumption. But, I really think that if we're going to get 

the type of improvement that I would like to see, that we have to say, "How 

would I do it if I were going to start over from scratch and do it. 

MR. WATKINS: Thank you, Al. 0. K. Let's have some questions from 

the floor. Who's going to lead off and fire at any of these gentlemen? 

QUESTION: I would like to ask Mr. Herzog whether he really believes 

that getting prices on one hundred items in the supermarket is going to give 

him a valid reading of the price structure of different competitive stores? 

MR. HERZOG: 0 .K. Before I answer that question, let me just take 

an opportunity at the outset to clarify one matter that arose this morning. 

It's come to my attention that I misunderstood Mike O'Connor's reference 

to back haul this morning. It was, indeed, the subject of attention by the 

FTC, which apparently delivered an advisory opinion on that subject in the 

mid-1960's, and may be taking another look at it now. So, he was quite 

correct and I was quite incorrect on that issue. 

Now, let me get to your question. We are clearly concerned with the 

issue of whether a particular survey gives a fair picture of the entire pricing 
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mix: of a store. That question really is at the heart of the problems in 

developing such a survey. Our purpose is to develop a method of sampling 

based on probability or what have you, so that, within known limits of 

precision and reliability, you will get a picture of the entire pricing 

situation of the store . That is to say, if on a hundred items chosen in a 

particular week, one store turns out to be a dollar or two dollars more 

expensive than another store we would want to know, within a known 

confidence level; that is, if you were to pick another hundred items that 

week, that store would still be a dollar or whatever it is more expensive 

than another store. That is a central purpose of this survey. One of the 

great shortcomings of other surveys with which we are familiar is precisely 

that they don't give a fair picture, an overall price picture, of the store. 

We want to develop this in such a way that if the consumer steps off the 

surveyed item and goes into some other items, she's still not going to come 

out very differently on her price, relative to what her price would have 

been at another store had she gone there that week. So, this is really a 

major problem, and it's basically a statistical problem which we're develop

ing a nd working on. 

QUESTION: May I ask a question of Mr. Herzog? Since we are using 

the press as part of this price checking device; i.e., you said, "I would 

hope that the press would then publish that data," is it reasonable to ask 

that the merchant, hurt by error, has some means of recourse beyond the 
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usual obituary size omission of error, that appears at the bottom of page 

seventy-nine in the newspaper? Can we set up a system which will give 

the merchant some recourse if he is hurt by such a report? 

MR. HERZOG: I would think that that problem has presumably come 

up in your advertisements. Right now, I assume the problem of the type

setter who puts the wrong number down has already come up, and that there 

is some method for recourse. My answer to your question, generally, is 

of course there should be some way that someone who is hurt can get a 

correction and get it promptly. Whether one particular solution or another 

seems satisfactory, I can't say. 

COMMENT FROM PERSON POSING PREVIOUS QUESTION: You see, 

in our ad we can do it equitably because we 're in complete control. In 

other words, if we made a mistake this week we can say we made a mistake. 

But, in the free press, we have no control. And, if we are going to use 

this device (and I don't say it's bad or good in this discussion), should we 

consider setting up some means of equitable recourse? I imagine that 

almost everyone in this room has had the problem of slander in the press in 

one way or the other, and then having the press withdraw that error; but 

usually it's in small type in the back pages. Have you, or am I speaking 

out of line? 
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MR. HERZOG: Well, I'm not sure what else I can say. I agree that 

it's a problem. I agree that people shouldn't be wrongly hurt, and we'd be 

open to all suggestions. Let me add one other thing. It's not quite the 

problem you have related. Our instructions to surveyors would be that after 

they have gone through the store and determined the prices on the items being 

surveyed that week, that they would then check with the store manager im

mediately before they leave the store so he could go over the list and point 

out any errors that he sees, which is related to what you are saying. 

MR. WATKINS: Good. Now we have a question from up here and then 

we've got one back here. 

QUESTION: The Bureau of Labor Statistics puts out some food price 

information related to metropolitan areas. One of the problems in this is 

that it's always about two and one-half months behind the fact. What's your 

proposal to make this survey other than history? To make it valid, not just 

a historical record? How soon do you intend to get results out, so that you 

aren't reporting something that was true two or three months ago and has 

changed since? 

MR. HERZOG: First of all, the proposed survey is going to be taken 

twice a month. It may be that it will have to be done more frequently than 

that. Once it is run, we would hope to get the information publicized 
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within 24-48 hours. It's going to be a very fast, computerized operation. 

That is to say, the translation of the surveyor's numbers into the total charts 

and so on. We 're going to do it very quickly, because it wouldn't be of any 

aid otherwise. 

QUESTION: Mr. Herzog, who is going to pay for this? How much 

money will it cost? In reality is this coming back to the consumer? Is the 

consumer going to save in the long run? 

MR. HERZOG: The answer to the first part of your question is, that 

for this experimental period when we 're trying to determine whether the survey 

is worth doing, it's going to be regular Federal Trade Commission employees, 

both in Washington and in the regional offices, doing the work. We would 

not contemplate that we'd have to do any additional hiring to do this. In 

Hawaii, where the survey consists of about 80 items, we accompanied some 

of the surveyors during their rounds and it would take them about 45 minutes 

a store. So, we think the survey can be run within existing manpower limits. 

As far as whether the consumers are going to save in the long run, that's 

one of the questions we want to find an answer to, and we will be evaluating 

the survey to see if indeed consumers are using it, if purchase decisions 

or pricing decisions are reflected. It is an experiment. I'm really quite 

genuine in that characterization. 
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QUESTION: I have a question that was given to me by a customer 

last week, and I don't feel you 're headed in the right direction with the 

retailer immediately. She said to me, "How come you can sell me Tide 

with a fifty cents off label this week and not next week?'' And secondly, 

I think you 're discriminating against all of us here who are individual 

store owners by picking any chain to get these prices. 

MR. WATKINS: In other words, he's saying this is going to dis

criminate against the independent who may have the lowest prices in 

town, because you 're going to publicize the lowest priced chain and send 

all his customers to that chain. What's the answer? 

AUDIENCE COMMENT: Why don't you people get after Proctor and 

Gamble--a big company like that--for that fifty cents off label? Now, if 

they can do it today why in the hell can't they do it next week? Now, 

you come out and talk to my consumers and right away you guys are on us. 

How about that? 

MR. WATKINS: Let's let him answer one question before you throw 

a not her one at him, if you will . 

MR. HERZOG: Let me take the more dramatic one first which was 

the Tide thing. I'm still not sure I understand it. 

Oh, I know about the labels, but I thought the inconsistency of 

prices from week to week was one of the reasons for our survey, but since 

you seem to be using it as a reason against it, I don't think I understand 

you. 



105 

However, if prices on some items are so volatile that this will affect 

either how frequently we run the survey or whether we include those items 

at all, we will have to take this into consideration. Obviously, if the 

survey is going to be seriously misleading on a lot of important items it 

just has to be rethought. 

MR. PARTCH: May I say something here? We have done some similar 

studies at Chain Store Age to find out if we could do it. We only compared 

stores that were declaring the same kind of pricing philosophy. If they're 

not, I think you are wasting your time. If it's not across the board dis

counting, then I don't know what you'd be comparing. We also worried very 

much about whether you would have to flag an item that was on a special 

deal. If you don't, it throws the whole thing out. Fifty cents off on a box 

of Tide is going to wreck your whole comparison from store to store. 

MR. HERZOG: We are going to indicate when an item is on sale. We 

will indicate it's on sale so that the consumer knows that that may be a 

special for that time. But your second question regards discrimination 

against small stores that are not going to be surveyed. Again, I have no 

really good answer to that. It's perfectly clear that we cannot, just as a 

matter of manpower, survey all the stores in a metropolitan area. We set 

a cut-off which we thought would be useful but that's just the kind of thing 
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we have to rethink if necessary. If it's going to hurt some stores, we may 

have to revise the whole thing. Obviously, we cannot, within any kind of 

cost limits, survey all the stores in a city. 

MR. BATES: I'd like to know if the gentleman who runs the independent 

store could post the FTC results and his prices side by side in his store? 

Would he be violating some obscure law? 

MR. HERZOG: I wouldn't think so at all. Also, bear in mind he could 

turn this around to a real benefit. He says, "I could post it, but who would 

know about it? Only my customers. Those who went somewhere else to 

shop would not know I had the lowest prices." Doesn't that independent 

advertise in all the newspapers? Bear in mind that the survey does not in 

and of itself make a claim. It doesn't say that the stores surveyed are 

among the lowest priced stores, or the highest priced. It doesn't say either 

one. That's the question I wanted to ask. What does it imply? It does 

not imply anything. It just says here are the prices on these items. It 

does not say that the stores surveyed are the lowest priced, average priced, 

or highest priced stores. It simply gives you the price spread. 

MR. WATKINS: I've got one over here. I'd like to apologize, 

Mr. Herzog, but it seems as though we don't get a chance to fire at 

government representatives very often. So, consequently, you seem to 

be the honored guest I 
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QUESTION: This morning I believe you stated that you would take 

a chain or group of stores that contributed one percent of the total volume 

of the given area. Is that correct? Our figure was chains accounting for 

one percent or more of total grocery sales in that area or the top ten chains 

by volume, whichever is smaller. Then, may I ask you, will you include 

government commissaries in this survey? The government commissaries, 

where they're in an area and do more than one percent of the total volume 

of a given area, will their prices also be checked? 

I think Wright Patterson in Dayton is a good example of that situation 

in this area. Where you have a large commissary doing $2 75, 000 a week 

in direct competition with an independent, will you also survey their prices? 

MR. HERZOG: That's a good question. I can't answer that. 

QUESTION: On the 100 items you 're going to survey, are you going 

to use perishables? You talked about comparing choice beef with choice 

beef. But how would you compare trim, such as on a porterhouse steak, 

if you were going to use meat items? One store sells steak at $1. 79 a 

pound and the next store for $2 .19 a pound but it has the trim off. How 

would you handle a situation like this? This could be very unfair if it 

wasn't properly handled. 

MR. HERZOG: That's right, and obviously the problem of quality 

comparability on perishables and meat is a major one. Right now, our 



108 

thought is to attempt to do it in the written material which is going to 

accompany each chart. In this description we're going to point out that 

there are a lot of other things that matter besides price and that quality 

can vary even on the surveyed items. We 're going to point out that quality 

can vary within federal and state grades, and I assume that wouldn't be 

news to consumers. Clearly that is a common item of knowledge. 

QUESTION: Mr. Herzog, I think federal agencies have publicized 

considerably the way the American people are influenced and the question 

enters my mind whether the federal agencies should have this right to 

influence the people or the consumer this much. We 're in a free enterprise 

system and I think if these things were publicized within the industry that 

maybe free enterprise might straighten itself out. 

MR. HERZOG: Well, that is a sort of philosophical question of sorts. 

Just what is the proper role of government in a system such as ours? I 

can assure you that it is a question that did receive vigorous debate within 

the Commission staff. But the classic models of free enterprise obviously 

assume a pretty fair amount of consumer knowledge, and that's what makes 

choice sensible and workable. It makes choice an accurate guide to what 

consumers want, and therefore, an accurate guide to allocating our resources, 

whatever they are, to satisfy those needs. The thought here was that this 

survey, by increasing the amount of information and the kind of information 
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in a very important area of consumer purchasing and one which has its 

own peculiar complexities, would enhance choice; and therefore, enhance 

one of the real preconditions for free enterprise operating sensibly and the 

way we'd like it to. Your question was philosophic and I'm answering it 

somewhat philosophically. That's where we are on that question right now. 

I don't think it's going to hurt. You can't tell me that it would hurt the 

process of choice and therefore competition. 

QUESTION: Mr. Partch, after your speech this morning I had rather 

mixed emotions on what you were trying to say. For example, when you 

mentioned Pathmark and Shopwell and their self-imposed freeze on prices, 

were you agreeing with this form of advertising? 

MR. PARTCH: Well, I was mostly just calling it to your attention. 

I was not using it as a philosophy, since I don't quite understand its being 

used as a public relations move. I don't quite approve of it, because I 

don't approve of the long range goal. I don't think there is any. I think 

it's a short range goal. 

AUDIENCE COMMENT: That's exactly right. I think it's more ad

vertising publicity than it is anything for the consumer, really. 

On your one point where you were talking about middleman theory 

and the manufacturer gouge; once again, I didn't really know what type 
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of stand you were making on that but I thought maybe you would have some 

definite feelings. The other fellow mentioned off labels; probably the 

biggest thing that bothers us where we're at is that we've thrown out all 

off labels. We handle no off labels in our chain. In Toledo, Ohio, most 

major chains have thrown out off labels . As far as manufacturer's coupons, 

we're taking a stand on them right now. We feel that this somewhat dis

criminates against us because we try to handle them fairly and we redeem 

not what our purchases are, but what the customers actually turn in. When 

our competitor, on the other hand, is redeeming a hundred percent plus on 

coupons, we feel that we are subsidizing their coupon program. Do you 

have anything to say on manufacturer's coupons? 

MR. PARTCH: The only thing I have to say is that I have observed 

the same reaction among other retailers around the country. But, I'm told 

that it's still a very powerful promotional tool, and if you had an automatic 

checkout, this redemption would be eliminated. 

AUDIENCE COMMENT: Well, the point I was trying to make was, 

from the manufacturer's standpoint, our own feeling is that when we know 

major chains in our own town are redeeming 100 percent coupons--they're 

printing coupons and passing them out at the store, printed on one side 

and nothing on the back and redeeming them ... 



111 

MR. PARTCH: You mean they're counterfeiting? 

AUDIENCE COMMENT: Yes. 

MR. PARTCH: That's illegal. 

AUDIENCE COMMENT: But companies such as Proctor and Gamble 

and General Foods are redeeming them. 

MR. PARTCH: I disagree strongly. I can't believe it. 

AUDIENCE COMMENT: I thought we would disagree. 

MR. PARTCH: I'll be glad to have the evidence. Having once run a 

coupon committee at GMA, I can't believe it, because it's one of the biggest 

single problems of anybody who offers coupon promotions. They gain 

nothing by redeeming coupons when the product wasn't purchased. That's 

right; it's very expensive as a matter of fact. 

AUDIENCE COMMENT: Maybe afterward I could show you some 

examples. One last thing, in talking to manufacturers, what about when 

they're using different deal rates in different zones, and using different 

base prices? We're located in Toledo, with most of our competitors oper

ating out of the Detroit base price zone. The difference in the deals is 

substantial on many key items. Is that fair? 

MR. WATKINS: Perhaps Mr. Herzog can answer that. 

MR. HERZOG: Well, just from my personal knowledge, deals are 

permitted by the FTC to vary according to, I believe, the local competitive 
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situation and are priced. For example, meat is priced on a per pound 

basis but a housewife might buy two and three-fourths pounds or she 

may buy two cans when the cans are priced at five for 89 cents, etc. 

Simply, it appeared to us that there were a lot of calculations and a lot 

of difficulties that could arise with a housewife deciding which store 

was best for her. She may buy a pound of margarine and a quart of milk 

and see that the store is relatively expensive on margarine and relatively 

cheap on milk, but she may not realize just how much of a good buy that 

is for her until she realizes that she is going to buy four quarts of milk, 

so that whatever that saving is is really going to be multiplied many 

times for her. There were just a lot of reasons of that kind that made us 

think that inter-store comparisons are difficult for consumers to make and 

if we're going to start by increasing the information this would be the place 

to start. 

QUESTION: Mr. Herzog: one further question. Several questions 

actually. If you have a pencil and want to jot these down, let's take 

them one at a time. Will you publish the total amount of federal funds 

that have been budgeted for the development of this information service? 

Do you know how many dollars in federal funds have been budgeted for 

this survey? 
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MR. HERZOG: No, I can't tell you that. They're not enormous 

because I know that most of the work is being done in Washington and 

we just don't have enormous numbers of people working. 

AUDIENCE COMMENT: Well, all the work being done in Washing

ton is obviously being paid by federal funds. 

MR. HERZOG: Sure. 

AUDIENCE COMMENT: Will that figure be developed and published; 

and secondly, if the survey information service does not meet your 

projections and is discontinued, will that amount of money then be cut 

from the FTC budget? Or, will the FTC simply continue to look for a means 

of spending that money? 

MR. HERZOG: Well, I'm not sure that a project of this type, anymore 

than a particular case, would be the kind of item that would be a separate, 

bottom-line item on a budget. I really can't speak for the people who 

develop our budget. I don't know whether this is going to be treated by 

itself or whether it will be put into some broader category of consumer 

education or certain kinds of enforcement categories. I really can't tell 

you how it will appear in the budget. But, to answer your second question, 

as I indicated before, we are not hiring new people in order to do this. 

This is simply an additional thing that busy people are taking on and if 

this survey is discontinued I doubt that we '11 be firing people. I think with 

a $45 0 billion retail economy and a Federal Trade Commission of perhaps 
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400-500 professional employees total, there's plenty to do. 

AUDIENCE COMMENT: So, you're saying that the effort of develop-

ing this service will come from people that are now doing other tasks? 

MR. HERZOG: Right . 

AUDIENCE COMMENT: Such as? 

MR. HERZOG: Well, some of them in our bureau .... 

AUDIENCE COMMENT: You 're talking about a tremendous amount 

of work. You 're talking about computer time. You 're talking about a 

tremendous coordination facility. You're talking about mass media exposure; 

this is not cheap. Another question along the lines of the cost of generating 

information--are you working with organizations such as Mr. Partch's 

Chain Store Age people that have attempted and perhaps evaluated the 

feasibility of developing such surveys? 

MR. HERZOG: Well, we published the proposed protocol in the 

Federal Register on January 16, then we invited public comments, and then 

there was a sixty-day period which still has a few days to run. This is 

standard operating procedure for federal rule making. This is the typical 

federal way of seeking aid from the private sector. You publish a proposal 

and invite comments on it. It's done all the time. 

QUESTION: Have you developed a means of gauging the success or 

failure, or perhaps I should say the lack of success of such a program? 
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And, if it is successful, how long will it continue? 

MR. HERZOG: Well, if it is successful, it isn't clear that it's 

going to continue at our agency at all. As I indicated, we don't want 

to get into the business of doing this on a permanent basis. What we 

hope is that if we are able to develop a technically sound survey, and 

if it turns out to be useful, that it is then going to be in a form in which 

we can give a package to other groups that want to do this on a regular 

basis. So, I don't think it's a permanent feature of the FTC 1s operations, 

whether it turns out to be useful or successful or not. Now, as far as 

evaluating whether it's useful or successful, some of that is going to be 

statistical, which might be hard data in the way of looking at price 

spreads; for example, between the highest and lowest stores and seeing 

what happens. Some of the evaluation is going to be qualitative. How 

frequently do consumers use it? Are they enthusiastic? What do they 

think they get from it? 

MR. HEEMSTRA: I've got a question here for Michael O'Connor. 

Mike, in the past haven't stores used comparative pricing in their 

advertising--one store against the other? What was the success of that? 

I don't see too much of that anymore. 
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MR. 0 'CONNOR: Well, they do that and in some markets you can 

buy pricing comparisons from independent services, which have been going 

on for a long time. I think Los Angeles has a white sheet that you can buy. 

MR. HEEMSTRA: As a consumer, can you buy it? 

MR. O'CONNOR: No, but I assume that almost any firm can buy it 

that has the money, but it was fundamentally a trade item to compare your 

prices with your competitor's. And certainly, price ads have run in news

papers where price comparisons have been made between Chain A and 

Chain B. How successful they have been is a great question. Predatory 

advertising tends not to be very successful. 

MR. WATKINS: Now, unless you have something new to interject into 

this particular item of discussion, let's move on and see if we can shift 

to a different area. I don't want to take advantage of Mr. Herzog. I think 

all of us have to realize that policy decisions are made by the Commission 

itself . He's in no position to really say one way or the other what will 

happen or what should happen. The Commission itself will make these 

decisions. He can react to them, but keep in mind that his job has its 

boundaries also. 

AUDIENCE COMMENT: I'd like to ask Mr. Herzog a question con

cerning his statement this morning on running specials and then having 

insufficient quantities of items on special. Now, let's say you run a 



117 

sale for six days and late on the last day you need maybe another case or 

so. Is this considered insufficient? 

MR. HERZOG: If there was nothing unusual about your demand for 

that season and that item, that would be insufficient. The key words are 

"reasonably anticipated" demand. 

AUDIENCE COMMENT: Well, I'm assuming now that on the siXth 

day you ran out late in the day. You had a good supply up until then, but 

all you have to work from when you made the order out for this item is your 

customer count from previous sales, or when you ran this same thing on 

special before. So, how can you tell when you have sufficient and when 

you don't? 

MR. HERZOG: Let me just add one thing. I'm assuming that the 

effective date of the ad was six days. I don't know whether that was in 

your question or not. If the ad says expressly or by implication this is 

going to be here for six days--Monday through Saturday--well, then the 

question is, "What should you have anticipated as the demand?" 

MR. WATKINS: Say the normal demand had been two cases and you 

ordered six in anticipation of increased demand because of price reduction, 

how do you judge whether six cases is adequate in view of the normal 

consumption of two cases? 
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MR. HERZOG: Let me read the precise defense so that we just have 

that out on the table. It says that it shall constitute a defense to a charge 

of unavailability if the retailer maintains records sufficient to show that 

the advertised products were ordered in adequate time for delivery and 

delivered to the stores in quantities sufficient to meet reasonably anticipated 

demands. So, if your records indicated that ordinarily for this item at this 

time of year two cases, and on the sixth day it turned out that you needed 

three cases I should think that you would have a defense under this rule. 

MR. WATKINS: O .K. we're not talking in this instance as we were 

before about a proposal, we're talking about something that's here and 

now, right? 

MR. HERZOG: That's right. We've shifted a little bit now. This is 

a rule and this is the Commission's decision. 

AUDIENCE COMMENT: Well, actually the situation involved a special 

on tuna. We ordered fifty cases. Late on Saturday evening we ran out. 

We didn't even dream we'd sell the fifty cases. But, two or three customers 

came through and complained because we didn't buy enough supply. But, we 

bought fifty cases. How can you figure what they're going to buy? 

MR. HERZOG: Well, assuming that your dream had a reasonable basis, 

I think you 're in good shape. 
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Let me just return to one previous question and talk about it a 

little more. It concerns the commissaries. I may have to give you a 

somewhat technical answer in that the Commission's jurisdiction applies 

to persons or corporations operating in commerce for profit. I know there 

can be a wry smile as to whether the organizations to which you refer are 

or are not for profit, but I would think that there might be that kind of 

technical problem in our surveying now. 

QUESTION: Let's go back to the sale items. I estimate how many 

coupon items I'm going to sell by my previous sales and redemptions. 

We '11 say a particular item calls for six hundred sales. I know my volume 

has increased since then, so I order enough for seven hundred sales, but 

I run out at the end of the day. Is that enough backing to prove that I 

ordered enough of that item? Will I still be charged with not having enough? 

MR. HERZOG: I would think you would be in good shape. If you 1re 

saying that you, in effect, ordered sixteen percent more than what previous 

demand indicated, I think that is sufficient. Again, unless there was some 

extraordinary outside reason to expect that kind of run, I would think that 

you would be in pretty good shape. 

QUESTION: Mr. O'Connor, I'm vitally interested in the computerized 

checkout and the scanner. Did you imply that you anticipate manufacturers 
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holding back in coding products until they get a firm commitment from the 

retailer? 

MR. O'CONNOR: I chose my words pretty carefully on that. I said 

that we are on the outer edge of a chicken-egg kind of deal, whereby the 

manufacturers say, "Look, we have bought our numbers and now we want 

you guys to show us that we should redesign our labels. This is expensive. 

How about buying some of that equipment?" We, due to the FTC and other 

government regulations, do not get together and say this is the way it's 

going to be. These things have to be approached with great care. One of 

our greatest bills has been our legal bill to make sure that we did not get 

into any restraintive trade or collusion in this process. My concern now 

is more of an early warning concern and I think that we 're going to have 

to be very careful that these two sides don't become watchful, one of 

the other, and delay this thing. And, it could well happen. I hope to do 

what the Institute can to keep it from happening. We were the original 

designers and financers of the Ad Hoc Committee and the GMA and SMI 

put up the first $100,000 to begin the research. But, I think that I would 

be less than honest with you if I didn't think we were running into a 

danger area that we all should be sensitive to. 

COMMENT: I understand that the choosing of the symbol will 

designate the computer company that•s got a tremendous head start in 

this. Is that factual? 
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MR. O'CONNOR: No, not the computer company at all. I would 

assume that it will junk a lot of people's research, but it will not give 

an advantage beyond that of lead time to any one company or the other. 

Now, several companies are saying today, "We are ready to read any

thing that you decide on." The specifications as to what the committee 

felt was best have been known for a good long time. You know, you 

wanted a code that was on the direction; i.e., so the girl didn't have to 

position the item in any certain way to pull it across the slot so that 

it would read left to right or up and down or whatever. Well, the manu

facturers have known this for well over a year and a half. There's 

nothing patentable about a scanner. There's nothing patentable about 

the computer, and there's nothing patentable about the endless belt 

involved in this thing. And, really, those are the three elements--an 

endless belt, a computer, and a scanner. The only difference would 

be the configuration of the particular symbol used, and almost anybody's 

scanner could be adapted to read that symbol pretty quickly. I don't 

mean to ignore the other gentlemen on the panel. In fact, I would ask 

for their opinions . I do think this is new be ca use it appears to me, at 

least, that the government is again about to plunge into some unknowns, 

supposedly to help the consumer. It would appear to me that this could 

very well wind-up putting some independent businessmen out of business. 
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AUDIENCE COMMENT: To get back to Mr. Herzog and his survey / 

my original understanding of the government's intervention was that in a 

given area an operator was advertising that he was the lowest priced in 

town, whereas perhaps he wasn't. So, the government was going to check 

his pricing compared to other grocers in the area and if he was vastly 

wrong, this would be publicized. Now, let's assume that I have ten stores 

in a given area and I don't claim that anything originates in my ten stores. 

I give quality and service and this type of thing; is the FTC going to check 

my stores? Mind you, I haven't claimed that I am the lowest priced in 

town. Are you going to check my stores and tell my customers, who are 

satisfied with the quality of service or perhaps the unique service that I 

might offer, that they are shopping at the wrong place? And one last 

question, aren't you encouraging the midnight call, which I thought was 

the very thing the FTC for years upheld? (I am speaking of the Robinson

Patman Act.) Aren't you encouraging some midnight calls such as Grocer A 

calls Grocer B and says, "Hey, they are in town and we had better change 

the price of soup . " ? 

MR. HERZOG: The answer to your first question is short. The 

choice of the stores to be surveyed will not depend on whether that 

particular store is making a claim. We are going to choose the stores 

that account for one percent or more of the total grocery volume or the 
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top ten chains by volume. And that test, obviously, doesn't look to 

whether they are going to be making claims. What we are going to do 

with the data when we get it is a different question. Obviously, stores 

that are making claims will warrant the kind of potential enforcement that 

stores that aren't making claims don't. Now, your second question. Are 

we encouraging collusive price fixing is really your question, isn't it? 

I suppose first of all I am not really sure we would, unless the incentive 

we were creating was inevitable. I am not sure that we would not do 

something like this because people were going to engage in illegal be

havior because of it. But, secondly, I am not convinced that it will 

operate that way. First of all, the day on which the survey will be run 

will not be known. There will be one survey in the first fifteen days 

of the month and one in the second fifteen days of the month, and it will 

not be known what day that is. So, really, I am not sure. 

AUDIENCE COMMENT: You have to survey all of the stores on the 

same day, though, don't you? 

MR. HERZOG: Absolutely. 

AUDIENCE COMMENT: They will know it in five minutes or less. 

QUESTION: I have a question for Mr. Bates. Do you have a dollar 

per man hour figure in that giant store? And, I also have one for Mr. 

Herzog, as well. Is it a federal law that all items have to be marked with 
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sale prices? I think that you stated something regarding this in your 

conversation this morning. 

MR. BATES: Am I first? I think there are two points here. One 

is the cost per man hour. I apologize for not knowing, however, I have 

the data in the car. Now, if you just say output per man hour, that is 

considerably higher in Europe than the United States. The second point 

is one concerning their taking advantage of this cheaper labor. What 

we really want to know is can we transfer the concept to the United States? 

Labor costs in Europe are lower than labor costs in the United States. 

There's no denying that. Mr. O'Connor encouraged me to say they are 

much lower. I will say that. However, let me emphasize that the wage 

rates in Carfour, as I understand it, having talked with their managers, 

are considerably higher than the labor rates paid by competitors. So, 

even though we can say that they are getting the cheap labor, I don't 

think that has all the merit that it might have on first blush. So, if that 

answers your question, they are still getting higher output per man hour 

than we are, which is the real key. They are getting much higher output. 

MR. WATKINS: Mr. Herzog's question was, .. Is it a federal law 

that all items have to be marked sale prices?" 

MR. HERZOG: If it's on sale, must there be sale prices on the 

items? Well, that is one of the issues raised under the rule. Really, 
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that says it has to be conspicuously available at the advertised price. 

Theoretically, however, I think the answer is no. You could have a 

price on the shelf. Obviously, you have some problems if you have the 

whole pallet on the end of the aisle or something like that. It just may not 

be feasible to price each item. 

MR. WATKINS: 0 .K., let me feed a question to Al from up front. 

You said something this morning about overstoring. Is this a normal or 

abnormal condition? Let me give you a little prologue to the question. 

Recently, a retailer in a county seat town wanted to know if he could open 

a second new 2 5, 000 square foot store in the town, since another new 

25, 000 square foot supermarket was coming in. There were eight super

markets in the trading area. Now, remember we are talking about two 

fairly large stores. We ran it through and when we added the first store, 

the whole market looked sick and it continued to look sick. We put in 

the second store and ran it through and at the end of three years the 

market looks healthy. 

MR. BATES: By put it through, I assume you mean that we opened 

the store and saw what happened; you are not talking about a computer 

simulation or something; you are talking about the actual results. Well, 

to answer your question, I think overstoring by definition is a normal 

condition. You know that we are overstored and we have been for years. 
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We will probably be overstored for years to come as well. That has 

implications about what we do as managers. I think that the question 

about whether or not we were overstored in this particular situation 

might depend upon the size of those six other supermarkets. Let's say 

we have about six 5, 000 square foot supermarkets, all run by A & P. 

Let's say that we have six small supermarkets of older vintage. I would 

argue that two 25, 000 foot supermarkets might be completely different 

entities to the consumer. The market then becomes two 25, 000 foot 

supermarkets. 

MR. WATKINS: My point is that as we get into new generation 

stores, so to speak, we have this overstoring for a length of time but 

probably by that time we are into something else, another life cycle. 

MR. BATES: Let's assume that the worst of all possible worlds 

occurred and a hypermarket opened across the street, with 100,000 

square feet of food. The question is, are we overstored? Would we 

add the hypermarket square footage to the supermarket square footage 

to see if we are overstored? I would argue that we would not. There 

is only one hypermarket in town. For hypermarkets, we are understored; 

there is only one . I think that just adding up square footage sometimes 

gets us into trouble. The only reason for being a hypermarket is to 
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distinguish yourself from other types of competition; the same thing is 

true of family centers. Mike wants to criticize that answer. 

MR. O'CONNOR: You know, this business of letting the French 

think they discovered the discount house is all right, if a Frenchman 

is here; but why fool ourselves. I would ask you to go back to San 

Diego fifteen years ago when Unimart opened up with a 100, 000 square 

foot, with food. They were sufficiently rude to their customers to make 

them think they were in a commissary. And, they did beautifully. They 

carried one brand of cake mix, and it happened not to be the popular one 

on the West Coast. They carried one brand of cats up. They carried one 

size of jams and jellies. Fourteen hundred items, that is all they had. 

Beautiful low labor costs and they did a hell of a volume. Then, another 

one opened up, and then another one opened up, and then another one 

opened up. They finally had to sell off to Food Giant and Food Giant had 

to sell them off to someone else. And they finally had to put in three 

brands of cake mixes and they had to stop selling just one size package 

of hamburger. There's no single type of store that will sell in the market 

and the Europeans and their criticisms keep coming and saying how many 

feet of selling area is there? But, you have to realize that there are 

conditions related to feet of selling area--old store, a neighborhood that 

has changed materially, a place where you have lots of old people or 

lots of kids. You can't compare square foot to square foot and that's all 
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there is to it. You have to have a lot more to your model. I know that 

you will agree with that. 

QUESTION: I would like to ask a question of Al Bates. What was 

the population of the community around the store you told us about? My 

goodness, that store must have brought them in from 20 miles away. Tell 

us a little bit about the area in which this store is located? 

MR. BATES: You are not going to like the answer. The nearest house 

to this store is approximately five or six miles. All right, this does tell 

us something about driving patterns. These stores have to, by definition, 

draw from a very large area, if they are going to do that much volume through 

a unit. You know that one store across the street from another is devastating, 

and there are, in fact, places in Europe where that has occurred. It is 

just like the United States. And, that, by definition, is overstoring. I 

would say that the city of Columbus, as an illustration, might support two, 

yes, two of these stores. I think that one of the problems we have is that 

if the idea catches on, you know, there will be seven in Columbus. Then, 

we are right back where we started. Then, we have the same old problem 

that there is too much hypermarket space. But, in regard to your question, 

it is no real problem at all for them to draw from 25-30 miles. But, I 

think if you go back to the United States and look at Scheweggmans, you 

know that this is not that unique a concept. 
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QUESTION: I would like to ask Al Bates a question. How many 

hypermarkets have failed in Europe? 

MR. BATES: I really don't know, but I would say that the failure 

rate is probably very low, given the newness of the concept. I know of 

at least one that's very, very close. 

MR. O'CONNOR: I was in Europe last week for our SMI Planning 

Council for European operations and the hypermarkets are failing; they 

are having their problems. They have overbuilt in Germany with discount 

stores much like Marche. The only difference is that they tend to run 

everything through one set of checkstands and put their food around the 

back wall. General merchandise is through the middle, so you draw your 

traffic through the general merchandise. This is the only real difference 

and Scheweggman has done that for a long time. Management is causing 

most of their problems. There is a lack of control; they just pile the store 

full of merchandise and let it sell. You can't be a good merchant if you 

don't know how much you bought your merchandise for, what you are 

selling it for, and what's it cost you to sell it. 

QUESTION: What was the management structure of a store that 

size? 

MR. BATES: I can answer more from Carfour's standpoint, since 

we have done more work with them. You have to be aware, in the 
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beginning, of the fact that they follow a very autonomous approach to 

management. The store manager, unlike many stores in the United States, 

is king. I mean that he is absolute king. He can make decisions about 

what merchandise he carries, advertising for the store, all personnel 

decisions, etc. And, so, he is autonomous. Totally autonomous. Within 

the store he has a series of department managers--a food manager, a hard 

goods manager, a soft goods manager. They are, in turn, autonomous 

within their own departments. They can tell the manager 11 no" on some 

issues. Within the dry groceries, you will have a produce manager, a 

meat manager, and a regular grocery manager. They are also autonomous, 

so we are continuously getting these decisions down to the lowest level 

where, hopefully, you are pretty close to the action and you make the 

right decision. Or, if you take Mike's viewpoint, you know that you will 

get chaos. Therefore, success depends upon the quality of the manage

ment and the type of system that is employed. In some of the other 

companies, and I think that Carfour does the same thing, the manager is 

on deck from nine months to a year before the store opens. He is in

volved in the breaking of the ground, in the layout of the store, etc. 

In essence, he is virtually an entrepreneur. He makes a great many of 

the decisions and has a great deal of authority. He is extremely well 

paid--making 150, 000 francs a year. Right now, the franc is about 4 .15 

to the dollar or 4. 20 to the dollar. So, he is, by French standards, making 
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a high salary, a really top executive salary. He has a very different role 

to play than managers in U. S. markets. He is much more like a depart

ment store president than anything we know in our business. 

I would like to make one more comment on their managerial style. 

It is also a very open, very brutal approach to management. Results for 

each store are published and comparisons made. If you 're coming in last 

and your name is continually at the bottom of the list, they let every other 

store manager know how you are doing. It is a very competitive approach 

to management which may work in an entrepreneural environment but which 

may not work as the company gets bigger. I don't know. 

QUESTION: Mr. Bates, on your Exhibit 4, I may have missed this, 

but in the conventional supermarkets, you mentioned 15, 000 to 20, 000 

square feet, then food departments, discount department stores, and family 

centers of 50 ,000 square feet or more. Where does the 3 0, 000 square foot 

store fit into this picture? 

MR. BATES: To be technically correct, they are in the conventional 

category, as we have drawn it up. I think there is some doubt, as to where, 

for example, Pathmark fits in this or where some other large organizations 

fit into the category. I think the distinguishing feature I would make on 

conventional food stores is that they would tend to have a traditional 

approach to operations, regardless of size. That is, a traditional nonfood 

percent of sales, a traditional approach to general merchandise, a traditional 
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supermarket outlook, etc. Those firms that follow a concept in which 

general merchandise is given much more space would be the family centers. 

So, in answer to your question, conventional supermarkets of all sizes 

would tend to be in that top category, unless they are following the family 

center concept. Unfortunately, distinction here gets awfully fuzzy as to 

where you would put them, but all we are trying to say here is that over 

the next decade, we think that those stores that place a lot more emphasis 

on general merchandise, those stores that go into other merchandise 

categories are going to grow very dramatically. Those that do not, are 

not going to grow very dramatically. 

QUESTION: Mr. 0 1Connor, on those new registers that you are 

talking about, what are the costs and what are the savings in labor to 

the grocery company itself? 

MR. O'CONNOR: On the new registers? 

COMMENT: Right. 

MR. O'CONNOR: The cost range is very widespread. When you 

talk about an automated checkstand, you have a fairly broad range of 

products. You begin with a cash register and we will go beyond that in 

our term of automatic. You can buy a manual input unit, in which you 

put in the price and, through the computer, capture certain simple data. 

Maybe you 're just worrying about forecasting of volume and scheduling. 

Or, as Jewel has done with their unit, you key in maybe a hundred items 
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that you want to control, so that you know about promotion and that sort 

of thing and you can plan accordingly. You can also get into the unit 

in which you manually input the number of the item . Now, this is not 

much good for our business, but it is good for a toy store and that sort 

of thing. Then, you get into a hand-held scanner for a limited number of 

items. On such a unit, a girl has maybe five items only where she can 

pick up the scanner and hold it over the item to read the price. Then you 

get into what we believe is the ultimate, the fixed slot scanner, in which 

you have a laser beam coming up out of a slot which can read a design on 

the package, go to the computer, look up the price, come back to the 

checkstand, show the price on a cathode ray tube and print it on a tape. 

That is done with such speed, that you are never aware that it has been 

away to the computer. This is what Kroger has been testing north of 

Cincinnati. If you have never seen it, you really should go to see it. 

I think it is probably pretty close to the wave of the future. This is the 

exact same unit that Migros tested in Switzerland and decided not to use 

it because of the price. The firm selling the unit was trying to get $2 00, 000 

per unit, which would put you into a price range greater than the price of 

the store. 

We have made a study which shows that criteria for the evaluation 

of an automated front end must begin with your cost of money. There are 

two kinds of money--there 1s the money you have, and there's the money 

you have to borrow. You then go through this whole involved analysis 
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to find out whether this move is worth the investment on that item as 

opposed to others. It gets into the queuing theory--you know, a machine 

that will work twice as fast is no good if you only have one person using 

it. So, that machine doesn't really work well until you have a line-up 

in front of it. It's of no great value to you to do it twice as fast, because 

the automated checkstand / as it operates now, only speeds up one-third 

of the transaction; it doesn't speed up the change making and it doesn't 

speed up the customer unloading of carts. And, until you have that changed, 

you aren't much better off. There is a lot of work and experimentation left 

to be done in this area. The cost factor is not a simple one. You can buy 

an electronic unit in which you have manual input and computerized 

operation for probably twice what cash registers would cost you, but they 

are pretty fast. You can probably get as fast a through-put as you can 

get any other way. 

QUESTION: Mr. Herzog, on these out of stock sale items, can you 

substitute comparable quality brands? 

MR. HERZOG: No. Our thought was that you would get into a situation 

where you would be standing there debating in the checkout line, whether 

something was of comparable grade and quality. Therefore, the rule is 

written so that doesn't come up. 
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QUESTION: Mr. Herzog, I am a manufacturer, so, in some ways, 

I am on the outside looking in. In Mr. O'Connor's remarks, he mentioned 

that the truly successful merchant today is selling value consisting of 

three elements--price, quality and service. I have been reading that the 

administration is quite concerned about the sharp loss of profits that 

currently exists in the retailing industry. I also read that one of the prime 

factors of this is the sharp discounting, low-cut price marketing in many 

areas of the country. Having said this, it would seem to be that the broad 

dissemination of only price information by market or region would contribute 

to the ills which we currently are experiencing. 

MR. HERZOG: Well, first of all, to the extent that a trilogy of 

factors control buying decisions, there are two factors besides the price 

that will still help consumers make marketing decisions. Presumably, 

those factors will continue to operate. I mean if the housewife is worried 

about quality, she will continue to be worried about quality, whether 

stores are advertising in the newspapers and giving price information or 

whether there is a survey giving price information or neither of these things. 

Secondly, we are going to point out in the survey itself that factors 

other than price are important and we are going to mention them: quality, 

convenience, and what have you. 
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Thirdly, it isn't clear that the inevitable result of more price in

formation is that everybody will lower prices. It just isn't; prices may 

approach each other, but they may approach each other going up as well 

as going down. This is one of the things that we are going to study. 

This is one of the things that makes the survey an experiment. It isn't 

clear a priori that it is going to result in a lowering of prices. The 

economist could deduce somewhat different results, I think, a priori 

without data. 

MR. WATKINS: 0 .K., could we wind up with one last question? 

Then, I want to ask the panelists if they have something they want to say 

to summarize this session, and we will move across the panel in this 

respect. 

QUESTION: I want to ask Mr. O'Connor what he thinks Congress 

will do about substitution of labor? Any Congressman that I have talked 

with says that the Agricultural Committees in either house have shown no 

indication that they want to restructure the subsidy program. 

MR. O'CONNOR: Interestingly enough, we try to maintain some 

relationships with the major elements in the farm community. The farmers 

are not terribly in favor of the subsidy program. The dirt farmers and the 

cattle farmers are very much against it. The cattle farmers have al ways 

been against it, and have been very prideful that they just wouldn't take it. 
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I talked with Bob Tracy, who is one of the biggest dirt farmers in the 

Wisconsin area, and he and his associates say that they feel this is a 

bad thing; we don't like to get caught by the government; we don't want 

to lean on them because then you are at their mercy. You know, you are 

like The Ohio State University. Suddenly, after they get all of that 

wonderful government money, they find out one year that they have been 

cut off. Then, they have a lot of hardware that they must support in the 

bargaining. So, I don't think that this is anti one way or another. 

MR. WATKINS: At the same time, there are relatively few commodities 

which receive support--corn, wheat, and peanuts--but relatively few 

livestock products, very few fruits or very few vegetables were directly 

affected. So, the number of commodities that receive this support are 

relatively few. It depends a little bit upon whom you are talking to, you 

see, how they may feel about this . 

MR. O'CONNOR: But a big grain farmer saying, "Look, this is a 

bad dea 1 and let's get away from it, " I think is very encouraging . 

MR. WATKINS: At the present level, I couldn't agree more. But, 

I am not sure that he would be saying the same thing if the wheat price 

dropped to a dollar and corn to fifty cents, you see. I think this shifts 

over time. 

Now, do the panelists have anything to add here? Mr. Herzog 

first, then on down the line. 
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MR . HERZOG: I don't think that I have anything to add, but I think 

that I just might leave you with a sort of question that you might think 

about. In your response to the survey, are you very skeptical of it 

because you think consumers should not have adequate price information 

to make price comparisons in your stores? Is it better that they not 

have that information, or are you saying that in an ideal world it would 

be good if they had it, but, consistent with our free enterprise system, 

or indeed an enhancement of it, that it simply can't be done feasibly or 

fairly? I think there is a big difference in which position you take, and 

I am not sure that you're sure which of those camps you fall in. I think 

that if what we are really saying is that consumers should not have price 

information to make comparisons, we are saying something pretty im

portant about our system. And, basically, it would be a matter of principle. 

The second question that I leave you with is whether the problems you see 

in the survey are going to leave the consumer worse off than she now is, 

with the information that she gets from various sources? And, also, 

whether it will leave competition and competitors worse off than they are? 

I think that we have to have some benchmarks in these criticisms, be

cause, obviously, one can construct a lot of theoretical criticisms, some 

of which are very practical and important. I think that we just have to 

get benchmarks against the present situation and find out how practical 

the survey is going to be. What are we really saying about consumers? 
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Should they not have the information at all or is it good to have the 

information; but in the real world we just can't give it fairly or feasibly? 

MR. O'CONNOR: I am a little concerned with that statement. It 

seems to me that there is one missing element--doesn't she have it already? 

MR. HERZOG: Yes, that is what I meant to say. We should look at 

what she has. That was my second point. 

MR. O'CONNOR: I see. I thought you said, "should she have it 

or shouldn't she have it?" And my question is, "doesn't she have it?" 

How many of you men out there have tried to raise your gross and find 

that your customer count goes down rather sharply? Maybe the customer 

doesn't know how much she spends for more than ten items, but she 

does know what her grocery bill is. And people who have tried to raise 

a gross and not offer value have felt it very, very sharply. 

MR. WATKINS: I have heard this comment many times. Mike, I 

think that I might add that as we work with consumer groups we find that 

very often they can quite accurately put their finger on who is low priced 

in a given market area. Once in a while, we will see an exception, but 

it is so once in a while, that it is the exception rather than the rule. 

MR. O'CONNOR: The thing that bothers me (and I have sent Ken 

a talk that I gave to a West Coast marketing club on this) is this: our 

body politic is supposedly better educated than ever before and yet there 

seems to be a very strong wave of opinion that she should have more 



140 

decisions made for her. How long do you keep making decisions for 

customers until you have weakened their power to make decisions for 

themselves? This is the thing that concerns me, but I don't propose 

that I have an answer. 

MR. HERZOG: Let me state our purpose, whether you agree that 

we are accomplishing it or not. Our purpose is not to take away the 

decision, but to enhance it, to make it possible to make a decision using 

the most available information. So, inherent in that is the basic idea 

that she does not have the necessary information to make the decision. 

Correct? 

MR. PARTCH: I think that I would like to point out that we have 

done studies like this and I am not sure whether the motivation was 

insanity or naivety. We found out very quickly what a morass it was 

and the worst mistake we made was including perishables. So, if I had 

it to do over again, I would not include perishables. This was a survey 

among eight chains in the Washington area, using two or three stores in 

each chain. If you "washed out 11 perishables, you would get approximately 

a two percent difference from the cheapest to the "most high priced." 

Now, what kind of significant difference can you show on the shelf, or in 

your advertising, with a two percent difference? I don't know. So, I 

seriously question both FTC's motivation in this survey and also the 
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results, assuming you can do it. 

MR. O'CONNOR: I think that I have taken my innings, I'll give 

my turn to our lawyer friend in case he wants a better rebuttal. I think 

that we have been hard on him today but he has been a good sport. So, 

I think we ought to give him a chance. 

MR. HERZOG: I really have no rebuttal, except to say that our 

motives (I don't know what Ken Partch meant by our motives.) are constructive. 

That is all I have to say. 

MR. BATES: It looks like a pretty interesting decade, doesn't it? 

The only point that I would like to make is the point I tried to make in 

my presentation and probably didn't do it. So, let me try it one more time. 

I would like to emphasize that all consumers are not alike, but it seems 

that we are continually getting into trouble because ~ feel that they are 

alike. We need to have multiple approaches to consumers just like we 

have multiple stocks in our portfolios, if we have any. I think if all 

consumers were price sensitive, we would not be having some sessions 

planned for this afternoon. Some consumers are very, very price sensi

tive while others are not very price sensitive at all. I am convinced that 

we need to consider a variety of different business types. We ought to 

be looking at the convenience food store business; we ought to be looking 

at the family store business; we ought to be looking at reprogramming the 
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supermarket business and not remain totally dedicated to one distri

bution network. I think that makes us vulnerable in the long run. 

MR. WATKINS: Gentlemen, thank you very much. 



INTRODUCTORY REMARKS 

Michael J. Knilans 
Big Bear Stores Company 

I know that the men here this morning have many stimulating ideas, 

but before we get to them, I would like to remind you of a couple of 

things. First, the pink evaluation sheet that you have in your folder 

should be filled out and turned in today before you leave. If you have to 

leave early, turn it in at the registration desk. Please turn it in because 

they do need them to evaluate this year's conference and to make plans 

for future conferences. A roster of the people attending this year is 

available at the registration desk, so you can stop and pick up one of 

those. 

I think that you will have to agree that yesterday we had a great 

line-up of speakers and I think that it was on a par with any national 

program that I have ever attended. When you get men of the caliber we 

had here yesterday, giving us what I would consider the philosophical 

approaches to our business, I think you learn a great deal. 

I think we have a very fine program this morning. We have an 

able panel of practitioners that are going to tell us about some of the 

best merchandising ideas that they have used. This subject is very 
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important to all of us; I know that I am always looking for new ideas in 

this area. However, I am not very creative, so I usually have to steal 

ideas as they come along, and then adapt them to fit my situation. 

The members of our panel are Bob Murman, President of Murman 

Super Valu in Rocky River, Ohio; C. Edward Stocksdale, President of 

Stocksdale 's Markets of Urbana, London and Marysville; and George 

Kishman, President of Kishman's IGA of Minerva and Carrollton. If time 

permits, and I believe it will, we will have a little time for questions 

at the conclusion of the three presentations. We will hold all of the 

questions until the end and then you can direct them to one or more of 

the members of the panel for some answers. 

Bob Murman has a very successful 26, 000 square foot store in 

Rocky River that grosses over $4 million per year. Certainly a very 

successful, independent retailer. He is active in civic affairs as a 

member of the Kiwanis, board member and a past president of the Rocky 

River Chamber of Commerce, and a member of St. Raphael's Church in 

Bay Village. He is married and has four children. Bob has a very 

interesting subject that many of us are not involved in, but certainly, 

I am sure that we are all interested in looking at it. He is going to 

talk to us about the emerging mass market for flowers, fresh flowers 

in supermarkets. 



CUSTOMER ORIENTED MERCHANDISING--THE BEST IDEAS 
WE'VE EVER USED 

Robert Murman 
Murman's Super Valu 

Thank you, Mike. Good morning, ladies and gentlemen. The topic 

given to us was customer oriented merchandise, so I went down the list 

of some of the items that we consider customer oriented merchandising. 

Like Mike, I am not a very creative person. These are all items or ideas 

that we stole from conferences and meetings which we have attended. We 

have put in a bakery, a deli, a wine department, and a service meat counter. 

In addition to the self service meat counter, we have 24 feet of service meat--

prime beef, fish and fresh sea food. We began using Master Charge and 

BankAmericard as something a little different. I might say, too, that we 

have them at less than one percent discount. This is something that we 

picked up from a member here who said he could get it at a one percent 

discount. We went back and talked to our banks, and we got a little less 

than one percent. As it turned out, the fellow who talked to us never did 

get the one percent. It's not a big thing by itself, but it is just part of the 

combination of things that we do. We are also into gourmet foods and health 

foods. 
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However, my subject is flowers. We really didn't get into flowers 

until 19 5 8 when we put a leased flower department in our store. Incidentally, 

we were one of the first stores in our area to have flowers and it flopped. 

We were not successful with it; we didn't have enough volume at the time, 

I think, to make it successful. So, after about two years , we got out of the 

flower business . Then, about four years ago, we got back into the flower 

business with a leased department in conjunction with a local florist. After 

about a year and a half or two years, this was not working out the way we 

wanted either. Now, we are in the flower business ourselves. We took over 

the flower department a year ago and are operating it ourselves. 

So, since we were in the flower business we studied the flower business. 

The subject of my talk here is "The Case of the Emerging Mass Market for 

Flowers." I would like to give some of the credit for this to Ed Smoots from 

Bachman, Incorporated. Although we are new in this business, we do hold 

certain judgments about its development. We anticipate substantial change 

occurring in the distribution and merchandising of floral products. Consider 

the future of the market place as the first step in evaluating the mass market 

for flowers, as a business opportunity. What about the consumer? What 

will she demand? How can she be sold? How? Where? And what items? 

What requirements will she place on the production and distribution capabilities 

of our industry to serve her wants and compete for her disposable dollars? 

Believe me, we do know that her funds are limited and the shopping decisions 

will continue to be made largely on the basis of value . 



147 

To get some preliminary insight into these questions, we will note 

four trends _that are likely to continue over an extended period of time. 

First, is the affluence of the American consumer. In this area we are 

guided primarily by planning assumptions of the U. S. Department of 

Commerce. Projections made using their source of data suggest that 

total disposable personal income will nearly double between 1970 and 

1980. On a per household basis, this would represent an increase from 

ten to seventeen thousand dollars. Unless there are major economic 

disturbances, consumers clearly will have more dollars to spend. 

Second, is the awareness of ecology. We believe that the growing 

appreciation of natural resources will continue. Sensitivity to and 

appreciation of horticulture is likely and consistent with this trend. 

In the younger generation we see the expression of greater interests in 

these products, along with some rejection of more materialistic values. 

Preserving and restoring ecology will require some substantial investment. 

A modest part of this will be made directly with decorative plants and other 

products of commercial horticulture . 

The third is changing life styles. While predictions about future 

lifestyles are hazardous, indeed, there is a likelihood that certain trends 

will continue or at least influence the changing market place. The "please 

omit" and barefoot weddings strike at the heart of the florist industry, but 
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perhaps it is reasonable to expect some further reaction to the pace and 

the demands of the modern individual, with some further expressions of 

grace and beauty resulting, to balance the technological changes and 

pressures of the changing society. Family size is declining somewhat 

and more and more construction is in the form of apartments and condominiums. 

Movements toward greater individual freedom, expression, and liberation 

reflect changing values and more appreciation for beauty and the aesthetic 

qualities of life. 

Nonfloral retailing is number four. In assessing marketing retailing 

for the decades ahead we must surely give weight to the participation of chains 

and other mass marketing retailers. There will be added retailing power 

behind the products of ornamental horticulture and floriculture. We will 

consider their role in greater detail later, but for a moment, though, let 

me express the conviction that this change in overall distribution 

can provide an important basis for increasing total market demand. These 

four trends or forces suggest a growth market. Other factors will apparently 

operate favorably, too. The floral industry continues to develop a more 

market oriented posture. Larger firms are showing specific interest in 

participation. In Minnesota the Jolly Green Giant has invested in garden 

store operations. Elsewhere, Colgate has a new venture underway to process 

and market preserved flowers. Vendall manufacturing has invested in a 
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flower merchandising business. More firms will enter in various roles. 

The Pillsbury Company purchased European Flower Markets from 

Bachman, Incorporated. They operate as a leased department within the 

whole store, providing the floral department with a broad variety of 

merchandise. The department is operated under the European Flower 

Market control, supervision and logo. The department is staffed with 

their sales people. A regional distribution center supports these retail 

outlets, serving as a supply center, holding house and delivery place. 

Sales of cash and carry are rung through the store's checkout lanes along 

with other merchandise. They do not provide floral arrangements or other 

traditional floral services. Consequently, prices are generally lower 

than that of retail florists. The European Flower Market presently operates 

in Minneapolis, St. Paul, Dallas, Houston, Milwaukee and Chicago. 

Murman's is planning on the basis that consumer expenditures for 

the goods and services of commercial floriculture will more than double 

between 1970 and 1980. In dollars, this is a growth of from about two 

billion to four billion. We believe that $1. 8 billion out of the $4 billion 

total will be sold through nonfloral outlets, because there are less services 

involved with lower average prices and at least one half of the units sold 

in 19 80 will move through nonfloral outlets. 
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Let's return again to the mass retail outlet. Why sell flowers in 

the supermarket? Consider the supermarket in 1980. It will be a much 

larger store; it will attempt to offer more and more one stop shopping. 

Look at what's already happening. Each of us is faced with rising costs 

and each of us is continually searching for ways to increase dollar revenue. 

One great advantage that this department has is the beauty of its product 

whenever the product is presented properly. It adds to the decor of the 

store. 

Let's examine for a moment two or three of the challenges ahead. 

Paramount in our opinion is a requirement for quality. This is easy to 

appreciate in consumer terms. There is no value in a dozen roses, even 

at one dollar, if they wilt the first day on the table. Value exists only 

with adequate life span of the product in the home. And, today's shopper 

is more value minded than price minded. Looking at this future realistically, 

we must expect the supermarket not to be the quick outlet for marginal 

products, but rather the force that will bring stronger enforcement for quality 

assurance to the industry. This is natural for our contribution will have to 

be to encourage and build everyday usage. 

Another challenge, and possibly the greatest challenge, comes from 

within. The ability of the grower, the wholesaler, and the retailer to 

analyze, evaluate, plan, prepare and implement the new mode of operations 
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within his established business and still maintain an ongoing business 

is not easy. The rewards are there, but add to an already busy business 

man the need to seek out good traffic location; negotiate an agreement; 

establish product availability with the growers, wholesalers, and suppliers 

which meet the high quality, reasonable price, and customer appeals demanded 

on the market place; purchase equipment; prepare efficient paperwork flow; 

train people; coordinate installations; open for business and still keep things 

running smoothly at the store, and you have a sizable chore; but the rewards 

are there. Whether the mass retailing forces can deliver against the promise 

is subject to question. Clearly, there are valid concerns--the need for 

higher quality merchandise, the need to provide sound customer value, 

adequate supply of variety, and excitement of product, effective and reliable 

transportation. 

The secret of a growth market lies in increasing per capita usage. 

With household size declining and population increasing moderately, the 

expenditures for horticulture must be increased from slightly over $30 per 

household to something over $50 per household by 1980 to support our 

estimate of a $4 billion market. This is a formidable marketing challenge. 

The consumer of the 80 's may not be very different than they are today. 
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We have commented on some of the trends that may have an 

influence, but most importantly we may have to alter and influence 

their purchasing decisions. This can be accomplished as we make our 

product more interesting, attractive, convenient, more durable, and more 

valuable. Most of all, we need to build confidence in quality. The rewards 

of substantial growth are there to attract us. Despite growing pains, 

differences and the unsolved problems, we believe a healthier and stronger 

flower department will result. Thank you. 



INTRODUCTORY REMARKS 

Michael J. Knilans 
Big Bear Stores Company 

Thank you, Bob. I think you can see that any individual merchant 

who spends that much time on research to find out what customers want, 

what customers are going to do, and what money they are going to have to 

do it with, has to be successful. 

Our next panelist is Ed Stocksdale, President of the Stocksdale 

Markets of Urbana, London, and Marysville. He has projected his volume 

at $10 million for 1973 in 23,000 square feet, a very fine average. He is 

the second generation of his family in food retailing, one of the third 

generation is his son, Chick. He also has three more sons that he hopes 

will follow him in the business. So, I told him that three stores are not 

going to be enough, because he is going to have to keep getting more 

expansion as his sons come along. They are going to be pushing him to 

make the company bigger to take care of all of this growth coming. 

Ed has a number of promotional ideas that he has used for your 

consideration. I know that he has some that are going to be of interest 

to me, too. 
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CUSTOMER ORIENTED MERCHANDISING--THE BEST IDEAS 
WE'VE EVER USED 

C . Edward Stocksdale 
Stocksdale Super Market 

Thank you, Mike. Ladies and gentlemen. They asked me how long 

I have been in the food retailing business; and sometimes I wonder if they 

mean when I was sorting rotten apples out of the bushel basket at two 

years old, or when I worked for one of our competitors at sixteen, or when 

I went to work for my father at eighteen, or maybe when I became a member 

of the corporation at thirty. Any one of these periods excite me; I had fun 

doing them all. 

I do have some promotions which I think are fun. Most of our 

promotions are based on young people. You have to promise not to go to 

sleep now when these lights go out. 

Vern asked me to talk about one of the newest supermarkets in Urbana. 

This store is about 23, 000 square feet. Here is another shot of the front. 

This is a professional picture, but it's a bad one to illustrate what I am 

trying to tell you. One of our merchandising gimmicks is the little facility 

just beyond the carts. It looks like an office, but it is not our store office; 

it is a savings and loan. I understand it is the first savings and loan to 

be applied for and opened in a food store in the state of Ohio. We are very 
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proud of it and it has been a good merchandising tool for us. They collect 

all kinds of bills--utility bills, and that sort of thing. They make small 

loans and withdrawals from accounts. It has just been a great thing for us, 

and the savings and loan as well. These next slides will just be a little 

tour through our new store to show you the merchandising ideas that we have 

had, and some of the things that we are using now. All of our stores have 

always had free coffee and donuts, cookies and that sort of thing as you 

walk in. The ladies like to have a cup of coffee while they are shopping. 

In this store we put in a snack bar so there went our free coffee, so we 

went to a five cent cup of coffee. And, this has been exciting, that little 

snack bar department does 2. 3 percent of store volume, and grosses 65 

percent so the price of coffee hasn't hurt us. 

The next slide please. This is a hot and cold deli operation. We 

don't know anything about it, and we have been at it for about a year now. 

We have found out how to do about 2 .1 percent of store volume, but we 

have not found how to make any money in the deli. Our gross profits are 

very low and it really is just a merchandising vehicle because it is getting 

the people into the store for us but that is about all. 

The next slide. This is our bakery, and it just happens to be a 

bake-off. We have bake-offs in all of our stores, and we feel they are 

a wonderful merchandising tool, because in our small town a bakery is 

something customers can't find anywhere else. I know that everybody has 
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one in the larger towns, but in small, rural towns like ours, a bakery in 

our stores is really phenomenal. It does a good business--we are running 

a 2. 8 percent distribution and about 48-5 0 percent gross in this particular 

one; our better ones are grossing about 60 percent. 

As you turn the corner, you walk into the produce department, as you 

see in this slide. I put this one in because I wanted you to see the 60 foot 

gondola on the far right-hand side that houses all of our merchandising specials, 

whether they be for profit or for ad items. It's just a solid gondola 60 feet 

long with a base and no shelves. We mass displayed these. We try to make 

a little money there, but we do have a lot of our advertised specials there, 

too. 

Next slide please. As you turn the corner out of the produce department, 

you walk right into the dairy department. It's approximately a 56 foot, five 

deck case. 

Next slide. Then, right into our meat department. Our old store in 

this location had a 3 6 foot single deck meat case. We now have 3 6 feet of 

high backs. I think this is a 40 foot on the back side and a 24 foot island 

case in the center of the floor. Real merchandising! That is a dual temp 

and during the holidays we put in turkeys, hams, and just load up 24 feet 

of deep well. In a small community like ours, it really is a great thing to 

be able to do so. I know that in a lot of the larger towns they are used to 

doing this ; we are not. 
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Next slide, please. In our frozen food department we have a 36 foot 

wall case on the back. On the right-hand side there is a 60 foot deep well 

island case and there is a 60 foot deep well island case on the other side 

of it as well. 

This is our commercial bakery on the left-hand side. That is a little 

less than half of it; I think one leg is 36 feet long and the other leg is 24 

feet long. It is an L-shaped commercial bakery. We are very happy with 

that, and we have been able to maintain 5 percent distribution in that 

department, along with the almost 3 percent in our bake-off, which we felt 

was really outstanding. We weren't really expecting to do that well in 

either one. 

Of course, the merchandising end is getting them up to the front end. 

We have seven OTC checkout lanes, with classified registers on them. We 

have been very pleased with those. 

The next slide is a merchandising idea. We had a circus sale featuring 

clowns right in the store. We do a lot of demonstrating and most of our 

promotions and merchandising ideas are aimed at the young people . We also 

had a circus in the parking lot, with free rides for the family and the whole bit. 

That particular one was in our London store. We had a merry-go-round, some 

slides, several wild animals such as lions and elephants, and this little 

buggy which took people for rides all day long in the parking lot. 
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Staying with the theme of merchandising and promotional ideas for 

young people, we probably have the largest Halloween party of any 

supermarket around. We have hundreds, simply hundreds of people come 

to our supermarkets for a Halloween parade and a judging contest for all 

kinds of funny costumes--original costumes, and all sorts of things. We 

have all of the local dignitaries--the mayor, the safety director, the chief 

of police, the fire chief. Then, after we do all of our judging, they hand 

out prizes and our store manager is on hand with a barrel of cider and he 

passes cider samples to all the people, we tie-in with a couple of bakeries 

and they supply us with some donuts. This particular one happened to be 

filmed in our old supermarket in Urbana, which was only a 10, 000 square 

foot store. That one must have been the saddest one dressed. But these 

all are good and we have tie-in specials in our markets. Of course, when 

we grab that many people and pull them onto our parking lot, we want to 

have some reason to have them there. We have some special sales inside 

and it has always been a good thing. The Halloween sale always brings 

about a 25 percent increase in volume for that particular week. We "bob If 

for apples, have pie eating contests, and give little gifts to each one who 

wins. The kids and the parents get excited about it. It is difficult to 

measure whether these promotions do us any good or not; but we have 

become the largest volume store in our area, and we think that we have built 

our business on this sort of thing, so we intend to keep on doing it. 
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This happens to be the same evening and they are getting ready for 

a pie eating contest. I think it was a pumpkin pie that night. And, with 

your hands behind your back, it is tough eating pumpkin pie. A little while 

ago, one of the gentlemen said that he was not too clever and couldn't make 

up these things. I'm not either; I hire people who are clever and they come 

up with these ideas. What's more, they have a lot of fun putting them on 

themselves. You want to see a real mess! In a blueberry pie eating contest, 

the pie goes in their face first. I can't imagine how the parents allow them 

to come. But, they do enjoy it. The parents come and cheer them along. 

That's one of our store managers on the left in his cowboy hat; he likes to 

dress up and play the part. 

This happens to be an Aunt Jemima pancake breakfast in our London 

store. We generally have a pancake breakfast that lasts all day. We start 

about six in the morning and use tables and chairs right out on the parking 

lot. We do a little advertising, and we might have the automobile dealers 

come over and bring their new automobiles so that we can create more traffic 

and get more people interested. We are fortunate that we have large parking 

lots and are able to do this sort of thing outside. People come in; they line 

up and there are lines all day. They have free pancakes, a little sausage, 

and maybe some orange juice if we find somebody who will supply some orange 

juice. And, the coffee company will generally give us some coffee. We 

then bring the local cheerleaders in and they act as hostesses. They think 
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it is fun to come out on Saturday morning and help serve pancakes and take 

extra sausages around to the people. It is a real mess in the parking lot, 

but it brings traffic in. We have traffic come from everywhere, even other 

smaller towns around our community. Folks from the other communities will 

come into Urbana or London that week and do their shopping. We enjoy 

this because some of them come back. 

We also have a watermelon eating contest, which is almost as bad as 

the pumpkin pie. We actually sell pieces of watermelon in the parking lot 

during the day for a quarter a slice. We have these kids line up and whoever 

can eat the most in the least time, or some kind of contest, receives a prize. 

Again, we bring all the local dignitaries out to do the judging. It is easy 

to get them out, especially if it is an election year. 

The one thing that Vern did want me to talk about was the promotion 

that we had in the Urbana store this fall, which was about the time the 

automobile dealers brought out their new cars. We decided to have a marathon 

for disc jockeys. We have a local radio station and two of the disc jockeys 

volunteered to see how long they could stay awake and stay with every 

program. Our stores are open 24 hours so they went on the air 24 hours a 

day, breaking into programs for interviews with customers, kidding with the 

personnel who happened to be around, etc. It was truly a marathon. The 

radio station grabbed hold of it, liked the idea and got another local merchant 
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in Urbana (a furniture store) to go along with it. So, they set up a disc 

jockey in a downtown furniture store and our supermarket, both in a little 

livingroom arrangement. He had a couch and a lounge chair. One of the 

local clothing stores donated tuxedos, so that they would change tuxedos 

every hour and advertise for his clothing store. A few more merchants 

wanted in on it and we ended up with forty local merchants being involved. 

Each one of them had a display or some merchandise on our parking lot or 

in our store somewhere. It was all volunteer. Everyone gave a door prize. 

And we ended up with mobile homes parked on our parking lots, a full 

sized swimming pool, tractors, trailers, farm equipment, lawn mowers, 

etc. A TV store even had a closed circuit TV installed so that everyone in 

the parking lot could watch themselves on TV. Channel 7 in Dayton got all 

excited and came over to film it. They even showed it on television twice. 

We just had a circus here. It was really a wild thing on our parking lot. 

People were coming from all over trying to figure out what all the commotion 

was. It was on the radio night and day. It was really exciting and we 

ended up giving away door prizes worth over $4, 000 because each merchant 

kicked in a little bit here and there. The grand prize was to see who could 

guess how long these two disc jockeys could operate. And, whoever guessed 

the correct time, or closest to it, would receive an upright home freezer from 

the furniture store and the supermarket filled it with groceries. This whole 

project ran for a week. The promotional cost for our store was $150 and it 

was just about the wisest $150 we ever spent. Thank you. 



Thank you, Ed. 

INTRODUCTORY REMARKS 

Michael J. Knilans 
Big Bear Stores Company 

Our next speaker is George Kishman, president of Kishman's IGA 

Markets of Minerva and Carrollton. He is a graduate of Ohio State University, 

so he is coming back home as a hero. He graduated in 1950, in foods and 

nutrition; he has been president of the East Central Ohio Food Dealers 

Association, president of the Minerva Rotary Club, member of the Minerva 

Board of Education, active in the Community Fund, the YMCA Board, former 

member of the Minerva Village Council; and he is married and has three sons. 
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CUSTOMER ORIENTED MERCHANDISING--THE BEST IDEAS 
WE 'VE EVER USED 

George Kishman 
Kishman's IGA Market 

Thank you, Mike. You forgot to include that I owe a lot of money, 

too. Anyway, good morning. I feel like a piker after listening to these 

fellows. I have two stores and they are both located in smaller towns 

of less than 5, 000 population. I am rather envious of these fellows, 

because I happen to be a first generation grocer, getting started when I 

was thirty-one, and that was about 19 years ago. So, we started out very 

small , quite small, and we had to do a lot of merchandising to grow a 

little bit, so we didn't have much choice. Like Ed, I feel that most 

promotions are really image builders. Now, we can put on a big sale in 

Minerva or Carrollton and business doesn't go up over 5 or 10 percent. 

The people are just not there. In fact, around Carrollton, there are maybe 

only 20, 000 people in the whole county, so we don't have a big draw. 

Ed has kind of taken a little wind out of my speech because he has pulled 

some of the same things that we do such as the pancake breakfast. Although, 

we just run ours in the morning from 9:00 a.m. to 11:30 a.m. We put about 

800 people through the line in about 2 1/2 hours, which isn't too bad. And, 

of course, people get a great big kick out of all of these things, as you 

wall know. 
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We have one little hot dog trick that we like to pull, and it is 

very effective. We have used it many times. In fact, we have one scheduled 

in April to coincide with the Cancer drive. We get the Red Cross, the PTA, 

the Cancer Foundation or anyone else that is out beating the bushes for 

money to get involved. We tell them that if they provide the woman power, 

we'll provide the hot dogs, the buns, and the soft drinks. Then, we set 

up a little stand in the store and they sell the sandwiches for 10 cents. 

We usually run this for two days and at the end of the two day period, they 

have usually taken in $150 to $250. So, they are very well pleased with 

the money, of course. The customers are very happy and, in fact, sometimes 

they leave with a big box of hot dogs for the kids in the family. Thus, they 

take advantage of it. There's one old fellow that teases us about the hot 

dog deal; he said that we get a dollar's worth of advertising and goodwill 

out of a 10 cent hot dog. I think that maybe he is right. 

In one town, we have a homecoming every year and in the other town 

we have a county fair. Well, each year when this happens, you know there 

is a big carnival involved. Everyone seems to spend their money at the 

carnival. So, we came up with the idea of renting a space at the Exhibit 

Hall and passed out pencils. That didn't actually bring us much business, 

but we got our foot in the door. The next year we passed out a 4 x 7 inch 

card with some institutional advertising on one side. The card was also 

worth 15 cents off on a pcund of hot dogs. In addition, if they signed one 
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part of the card and took it back to the store, and dropped it into a barrel, 

it was good for a chance on a $50 drawing. It has been very effective in 

getting people into the store but I don't know whether it is the 15 cents 

off on the hot dogs or the $50 drawing that brings them in. We have been 

very happy with it. 

We tried a "strike-it-rich" drawing once, too. That was a number of 

years ago when a chain was opening a new store and this was a kind of 

take-off from another program. We handed out little tickets in the store 

and people had to come to the big drawing on Thursday night. That parking 

lot would be packed with people. It was very effective. We gave away 

$100, but if the winner wasn't there it would build up to $300. When it 

got to $300, we would draw until we got a winner, because we wanted to 

hold their attention. 

A few years ago we bought an old, restored Model-T, and it has 

been very effective as an attention getter. We keep it shined up and 

bring it out only about four times a year. We either park it in front of the 

store and decorate it or drive it around town. Everyone takes a look at 

it, but the old timers and the kids are especially impressed with it. 

Usually about the first week in October we get in our pancake 

breakfast. Then, a few weeks later we get involved with the supply depot 

of Table Rite Beef Round-up and we try to go all out on this. We dress up 
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and decorate the store. Usually at the front entrance we put up old barn 

boards and we have a mock barn door, inside the front door. One year 

we had a big collection of Indian arrow heads displayed; one year we put 

in a big display of saddles which were supported on logs across the meat 

case. People get a big kick out of these things. 

Last summer, of course, everyone was faced with the WEO deal and 

we discussed just what we should do to counteract it. After much dis

cussion, we came up with the WOW program. And, we were fortunate not 

to be in the area of the first group of stores that went to WEO, so about a 

month ahead, we came out with a big six inch letter WOW deal and then 

when they finally broke with their WEO program, it didn't have much effect 

on us. 

We put in a customer lounge. In fact, the boys insisted on it in the 

newer store, but I wasn't too much in favor of it. But, it's a great thing 

and I think that I'll have to thank Russ and the boys for insisting that we 

do that. I don't think that there's a time when there isn't somebody sitting 

in the lounge area. It's rather small; it's only 160 square feet. We have 

five tables in it and we have an honor system of 5 cent coffee and 5 cent 

doughnuts, along with a coke machine. 

I guess that I, too, have to admit that most of these ideas really 

were copied. You know that there isn't really too many new ideas, but I 
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think that we can all change them a little bit to fit our situation, make 

them a little better maybe than they come out from someone else. After 

seeing Ed's store, I don't know. Of course, we don't have to take a back 

seat. We are approaching $5 million in the two stores and in 19 years 

from scratch, so that is not the worst thing in the world. 

In closing, I would like to relate a little story to you. We were talking 

about animals, etc. I have visited quite a number of colleges in my day 

and have seen a lot of animals around the schools. You know, dogs, horses 

and sheep; but never any donkeys. So, I asked my friend Smitty, just why 

there aren't any donkeys around the college. He didn't know but Dr. 

Vandemark overheard the conversation, and he said that's easy. The reason 

that donkeys don't go to school is that nobody likes a smart ass. With that, 

I think I' 11 close . Thank you . 



DISCUSSION & 
INTRODUCTORY REMARKS 

Micha el J. Knilans 
Big Bear Stores Company 

Thank you, George. I think that we got several other ideas out 

of your presentation. 

We have just a few minutes for a couple of questions or maybe we 

could stretch that if necessary, but who would like to direct a question 

to one of the panel members? 

QUESTION: How much space did you allocate for flowers? 

BOB MURMAN: Which time? We have about 600 square feet devoted to 

flowers. The overall store size is 26, 000 square feet. The selling area 

is about 17, 000 square feet. We had about 600 square feet when this was 

a leased department. We have cut back some and we moved greeting cards 

and gift wrap into the department. We have about 30 feet of greeting cards 

and gift wrap, so it is not all flowers any more. But, the gross in that 

department since we have been running it ourselves is about 32 percent and 

as a leased department we were working on a 10 percent of sales. I would 

say that we are still coming out about 10 percent after wages. It is not any 

more margin than we had with the leased department, but we are getting a 

lot more sales by operating it ourselves than we had as a leased department. 
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The problem that we had with the florist is that he just didn't think like 

a supermarket operator; he didn't want to pile the flowers out there and 

price them at a right price. He was used to a 300 or 400 percent price 

mark-up and we mark them up 35-5 0 percent generally. If we can realize 

around 32 percent after spoilage we are happy. 

QUESTION: Do you include flowers in your produce department or do you 

have a separate manager? 

BOB MURMAN: We have a girl manager, but she does not spend her full 

time at it. However, it is completely separate from the produce department. 

We ring it on a separate key and we keep a separate inventory and a P and L 

sheet on it. 

QUESTION: What is the approximate price range on your flowers? 

BOB MURMAN: Our thought was that the florist just was not pricing right. 

We try to put as many cut flowers in as we can at the 9 9 cent range, with 

maybe some at $1.59 or $1.69. However, the florist is used to working 

with a much higher mark-up, and we believe that if flowers are priced right 

the consumer will buy a lot more flowers. 

QUESTION: Were you able to provide any flowers for hospitals, etc.? 

BOB MURMAN: No, we haven't done this. The hospital that is closest to 

us has a flower shop in the lobby. 



MICHAEL J. KNILANS 
(continued) 

All right. Let's just move right along. I want to thank Bob, Ed, 

and George for their presentations this morning, and we will just move 

right along, because we have a lot more to cover yet this morning. 

Ray Brown, Vice President of Foodland-Clover Farm is our next 

speaker. Ray has been in the food business for 25 years in a variety of 

capacities--as a supermarket manager, voluntary group general manager, 

food broker, and for the past 16 years in charge of retail supermarket 

development for Foodland-Clover Farm. He developed, and is presently 

responsible for, the International Training Program for Foodland-Clover 

Farm. Ray attended Wittenberg University and Akron University; he served 

with the Air Force in the Mediterranean area for three years during World 

War II, as a member of the flight crew on a B-25. He is married and has 

two children. I know that his subject is one of vital importance to all of 

us. He is going to speak on "Your Employees--the Key to Tomorrow's 

Opportunity. " 
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YOUR EMPLOYEES--KEY TO TOMORROW'S OPPORTUNITIES 

Ray L. Brown 
Foodland-Clover Farm, Inc. 

Thank you, Mike. Anyone who exercises with Hannah, can't be all 

bad. I guess that is a house joke. If you haven't seen Hannah, and I 

never had until yesterday morning, boy, she will set you free. It's a 

little exercise program, and I guess that Mike has been able to secure the 

services of this gorgeous young lady from somewhere. The program really 

awakened me and if that was the purpose, Mike, it served it quite well. 

I wanted to run right down to a Big Bear Store and get whatever it was that 

the girl was pitching yesterday. 

O. K., Tiny, could you help me center this projector? Then, there's 

a lock there to keep us from going down into the audience. Thank you. 

(Tiny asked me to do that for him so that he could straighten his shorts.) 

You know, that Tiny is quite a guy. I have known him for a number 

of years and it has been a delightful experience. He is pretty bright, but 

he was not always so bright. When he was a kid, he was pretty stupid. 

In fact, he was so stupid that his mother and dad sent him a broad to study. 

It didn't do any good, though, because the broad was stupid, too. And, 

then, when I think of Tiny, I think of Leo Mintz back there . You know that 
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when Leo first made a trip to New York he had an interesting experience. 

Not being too well-versed with the big city, he was standing at one of the 

big intersections and noticed two nuns there having difficulty crossing the 

street, and Leo, being a gentleman, said to the ladies, "May I help you 

across the street, ladies?" and they said, "Oh, thank you very much. " 

So, he maneuvered them deftly across the street and they got to the other 

side and they said, "Thank you very much." He said, "That is nothing; 

any friend of Zorro is a friend of mine." These are the jokes, so live it 

up! 

In listening to the promotional ideas, I am always reminded of the 

great experiences I had when I was supermarketing, so to speak. Those 

were some of the most fun days that I have ever had. I am sure that my 

family suffered from those 18 hour days, every Thursday, Friday and 

Saturday, but they were important, and this is one way that I developed 

experience . 

Just as an aside that has nothing to do with my subject this morning, 

I was the poor soul who took the chance and stuck out his neck and brought 

in the first freight car of New Zealand beef to the state of Ohio, up in Akron. 

And, I was sharp enough at the time to feel that it had great promotional 

possibilities. I really didn't know how it would go over, it could have 

been a bomb. I contacted the Akron Beacon Journal and sold that tough crew 
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down there that this was news and I contacted the radio and TV stations 

and at five o'clock the morning of the sale, the ad having broken the 

previous day, we had women lined up for about a half mile from the store, 

starting at five o'clock in the morning. When the store opened at nine, 

there was a fantastic rush and I want you to know that by eleven that day 

we had sold one freight car of New Zealand beef. It came in frozen, and 

it was miserable. It was heavy, stocky, grass-fed stuff; but when you 

boiled it, it was all right. There is one picture that I will always remember 

on the front page of the Akron Beacon Journal. It shows a woman walking out 

with chuck roasts that were thick, really thick. Her arms were full of them. 

She didn't even take time to have them packaged. I guess that she was afraid 

that someone was going to stop her. And that was on the front page. It was 

a beautiful sight. I'll tell you what it did for us, though. We had frozen 

trimmings for one year, which enabled us to have the cheapest ground beef 

anywhere for miles around. It was quite an experience. The only reason 

that I mentioned it to you is that uniqueness is important in supermarket 

promotions . If you can have something unique, if you can have something 

that has merchandising possibilities, and if you can have a gimmick (call 

it what you want), you can put your store on the map. It is amazing how 

the image will be developed that you have something going on all the time, 

and we did. Leo, my benefactor, who brought me to Cleveland after all of 

my great experiences in Akron, knows that some of those promotions were 
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great and some were bombs. But, one thing for sure, we tried something 

every week, and that was my motto. Something going on all the time. 

When I came to the Foodland-Clover Farm organization some 16 years 

ago, we went through various stages of growth. About 1967, it became 

apparent that our company desperately needed a complete training program 

that would be developed by us at headquarters. As the headquarters organi

zation servicing some 30 wholesale food distributors and doing business in 

32 states of the United States and now five provinces of Canada, we had 

a few problems. Now, from the standpoint of training, we did feel, though, 

that basic training would be received just about the same wherever we went. 

We weren't concerned with the economics or the difference in marketing 

techniques in any area. We knew that basically we were dealing with people. 

When you deal with people, you deal with a similar subject. 

The aspect of training then became very important to us. In addition 

to the numerous hats that these people wear, we fitted in a terrific training 

program, and I believe that the one we have today is without peer. I don't 

say that anyone couldn't duplicate it, because with enough bucks and 

enough know-how and enough people behind it, I'm sure that they could 

come up with a similar one using audio-visuals and the implementations 

that we have. It took, though, the cooperation of our entire organization to 

do it, because to fund the first three seminars the first time around took 
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some $80, 000. With all due respect to Ohio State, we chose Hillsdale 

College in Hillsdale, Michigan, because of their great experience with 

SMI. I don't have any of the audio-visuals with me, but I have developed 

a number of transparencies for this seminar which I will use as focal points 

to give you a little insight into what I believe is one of the most important 

subjects that we need to discuss. 

In my opinion, probably the single, most-neglected facet of super

market operation, whether it be chain, voluntary, or co-op, is the subject 

of people techniques. It is the most neglected. We can talk about promotions; 

we can talk about suppliers and facilities; we can talk about the finest 

vehicles in the world; but unless they are manned by people who really know 

what it is that they are really trying to accomplish, it will be to no avail. 

From the standpoint of training aids, I believe that the overhead view 

transparency machine is one of the best that people can use, because as a 

matter of technique it helps you to take the focal point from me to the screen 

and back and forth. So, if you ever have an opportunity to use one of these, 

it can be most helpful to you. And, incidentally, as a further insight, these 

transparencies need art work first. Then, they can be sent by a 3M office 

to their office in Chicago, where, if you make them in color, as I did, they 

will come back to you, just as you see here. It is most helpful to us and 

serves as a great tool in training. I like them very much. 
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People need and want to be informed, and we are reminded of what 

Thomas Watson, Chairman of IBM, said. "No one is so far down in the 

chain of command that he cannot be kept aware of what is going on." Now, 

I wonder how many of you hold frequent store meetings, regular store 

meetings. May I see a show of hands. 0. K. Do you notify your people 

as to exactly when these store meetings will be held? This is a rhetorical 

question; I'm not looking for an answer. Do you tell them this so that there 

will be no fear factor? This is one of the most important steps that you 

can take. When you are going to call a meeting, please don't do it at 

8 o'clock in the morning and say to your staff over the PA system, or 

whatever, "we are going to meet at 9 o'clock. '1 This is not proper, of 

course, since the store would probably be open then. But, let's say that 

you told them at 8 o'clock in the morning, "we are going to have a store 

meeting tonight immediately after we are closed." What happens? Fear 

factor. Immediate fear factor, because all they are thinking of is this is 

strange, because this has never happened before. What's going to happen; 

is he going to fire me? These are individual thoughts. So, you have to 

overcome the fear factor. The only way to have a store meeting is to 

schedule it far enough in advance so that everyone is properly alerted, they 

can make their plans accordingly. If you are on a union situation, where 

you have to pay them for such meetings, then do so. It could very well 
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be the best investment that you made. When you have your store meeting, 

set it at the same time each month, if you are going to have one say, every 

30 days. You would probably want to meet with your key department heads 

more frequently. And, again, this applies to chain stores, voluntaries and 

co-ops. It even applies to those who may be in a wholesale food distribution 

organization. It would apply to those at the college level. I don't care where 

it is; meetings are important; meetings are an end; but they must be an

nounced in advance. On that basis, then, when you do announce your meet

ing and you say that it is going to be conducted at a certain time and a 

certain date, you destroy the fear factor. Also, a further aid is to announce 

what the subject will be. Now, if you want input, or as John referred to 

last night that great word which I love so much--feedback--give them an 

opportunity to participate. You could very well assign topics, but you 

should be careful how you do that because some people have a very traumatic 

experience when you assign them a topic. 

Do you know that the second greatest fear in the world is standing 

on your feet before a crowd and making a presentation. So, please be careful; 

don't give a topic to someone who might very well be up all night and have 

the shakes, maybe, or do whatever is necessary to bolster themselves. 

Then, they come in and make a terrible flop, are totally embarrassed, and 

maybe will resign from your organization. I have seen it happen. So, at 

least alert the people as to what the main subject is going to be, ask them 

if they wish to take part or to prepare some help. If you do this, you are 
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going to have a delightful session. Whenever you have a meeting please, 

though, be very sure that you don't place yourself in a position of looking 

down at your audience. It is important to this type of presentation to have 

yourself on the same level. It also helps to be in a room, if possible, where 

there is a round table, where no one is at the head of the table where they 

are looking right down at everyone and saying "O. K. , what are your thoughts? 

That's fine, but this is the way that it is going to be." Let's have a real 

session where there is feedback; give everyone an opportunity. 

J. Donald Phillips, former president and now chancellor of Hillsdale 

College, developed a technique called the Phillips 66. The auditorium in 

his management conference center has seats with a capability of revolving 

360 degrees. Tremendous. Why? Because, in a group like this, we could 

form into a group of six. Then we go through the procedure of having the 

group democratically select someone to represent them, not as a leader, 

but as say, a coordinator for the six. The coordinator would choose a 

reporter and I could give the group a subject with a couple of minutes to think 

about it and then you would have a discussion for maybe ten minutes. Then, 

we would get feedback from each group. And, each group, then, would 

have a key thought which they would convey to us. We put these key 

thoughts on the blackboard. Then, you see what we have done, everyone 

has participated in the group, each group has had their key point put on 
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the blackboard, no one feels left out. Then, by the raising of hands, we 

select the single, most important point of all of the points given to us by 

each group. But, you see, your meetings can be structured in such a way 

that you don't run the meetings; your people run the meetings . And I have 

done this personally, at the supermarket level, many times for the very 

sake of pointing out to people that it can be done. Skeptics will say, "Oh, 

they will never participate." But, when you come in as a stranger, so to 

speak, to people at the supermarket level, with an organization of maybe 

thirty people, and you hold a session with them, break them down into 

groups of five or so and get them to participate, it is amazing how they 

walk away from that meeting, feeling that for the first time someone heard 

their thoughts. This is the way that you start to build an organization. 

Meetings are important. And, I will tell you one thing about meetings; 

they do inform people. People need and want to be informed. 

Now, from the standpoint of needing and wanting, etc. let's look 

at something else. People need and seek. Need and seek, what? Well, 

they need and seek a lot of things. A lot of things they need, they don't 

always get; but let's find out what they want. We will have to do it this 

way, however. Rewarding associations. Now, what does that mean? 

Rewarding associations. Well, I will tell you; I'll just expose the whole 

thing in case you want to make notes because I certainly don't want to 

have anyone not have the opportunity to copy these down. The sense of 
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belonging. Rewarding associations. How many of you have a table of 

organization prominently displayed at some point in your store? How 

many of you have a table of organization? A few. People want to know 

where they stand in the table of organization of your store? And, you 

say that is hogwash, Ray Brown, they don 1t want to know where they 

stand. But, I say that they do because here again we go back to rewarding 

associations. The table of organization is very important in any organi

zation regardless of its size. You and this kid right here want to know to 

whom do you answer? To whom do you report? Who reports to us? And, 

do they know that they report to us. Key points and good organizational 

structure--most important, most significant. Everyone wants to know 

where they stand in life. And, incidentally, this isn't too bad if you 

have a group of kids at home to let them know where they stand once in 

awhile, too. Thus, the authority line is very clearly established. 

O. K ., now point number two, security and opportunity. There must 

be an environment of approval. An environment of approval. Security. 

People must have that key factor of recognition, but unless they know that 

their work is a pproved--in some way, shape, or form--they are going to 

draw conclusions without the facts. You don't give approval for regular, 

routine activity. I am against that; I am against the sandwich treatment, 

I am against the milk sop treatment where you take them by the hand and 
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say, "Gee, Charlie, that was a great job." If you do this, you are 

going to destroy the real key points which this individual may accomplish 

when he or she does something superior. So, let us not congratulate o: 

give them the big bit fof something that is just expected of them in their 

regular activity. They have got to know, though, what their regular 

activity is. So, let's have that factor of security and opportunity, 

basically through the environment of approval. 

The third point is one of good working conditions . There are three 

things involved here. There's the social conditions, the emotional con

ditions and the mental conditions. You know, you can have the finest 

office in the world, but if the conditions in which you work aren't right, 

that office can become the same as a dungeon. It could be superior as 

far as equipment, lighting, desks, carpeting, chairs, and so forth; many 

of us have such offices. But, if the guy down the hall, the top guy or 

someone else is constantly harrassing you, if you are constantly working 

in an environment of frustration, that environment that you have, that 

front, isn't going to be worth a hoot. So, we go back to the points, then, 

of social, emotional, and mental conditions. Please write down these 

things because they are very important. In order to have good working 

conditions, a good social environment is necessary. People who have 
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common causes, people with whom you can get along, understand, etc. 

are a necessity. You must have an emotional environment where the stress 

is kept down to a point where somebody doesn't walk up to you and say, 

"what's the problem?" because all you are doing is sitting at your desk 

like this. Now, the person that asks you what the problem is, is asking 

you a stress question; it creates stress. Maybe there is no problem at 
<,) 

all, and there usually isn't. All you are doing is thinking for a few minutes 
' 

to try to order your thoughts to come up with a solution to something that 

maybe has been of some concern to you. It would be much better if this 

person walked in and said, "Is there anything that I can do to help you? 11 

Or, "Is there any concern with which I can help you?" Not stress questions. 

So, you see, structuring your questions is a complete subject in itself. 

I have a fantastic presentation on that and, boy, is it a dilly! The art of 

asking questions is so misunderstood today; people have lost that art, and 

without knowing it, create some terrible conditions of stress. Watch that; 

it is a key point. The mental conditions. Well, the mental and the emotional 

conditions are tied in very closely. But, just to give you an example of the 

mental conditions, I think that the office is probably the most undesirable 

place in a supermarket to conduct any kind of business. It reminds me a 

little bit of a three ring circus in one ring. And, having worked in one of 

these offices where there are constantly people going back and forth, 
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answers, questions, questions, answers, excitement, etc. I think it is a 

terrible environment. I think that a manager really should have some other 

place than the front off ice where he can do some key thinking. The front 

office should be just that--a place where transactions should be taken care 

of; business should not be conducted there; there should be a secondary 

office if at all possible. The mental conditions in a front office of a super

market, in my opinion, are terrible. 

Let's move on to the fourth point--accountability. Now, that sounds 

pretty fancy, doesn't it? Accountability. Everyone needs to have standards. 

Now a little bit of this is related to the table of organization. What are 

standards? What are your objectives? What is it that you want to accom

plish in life? Do you have personal objectives? Do you want to be the 

best of whatever you are? Do you want to be just average? What do you 

want to do in life? What is it that you want to accomplish? You need 

standards. Now, management must set standards, so that you know whether 

or not you are personally working up to the level of acceptance. Then, you 

also will know if you exceed those standards, if you are doing a better job, 

and you'll be in a better position to ask for additional compensation. All 

this goes back to one point--standards. Let's set standards. There's a 

fancy term that we developed years ago called job description. I have 

written so many of those that it is just unreal, and I keep changing them 



184 

from time to time. I have written them for all levels from general manager 

of a wholesale house to a carryout boy. For one reason, everyone needs 

to know what their standards are. What is it that they are supposed to do? 

To me the worst crime in a supermarket is to hire a new kid, bring him in 

and say, "Hey, Charlie, come here. Here's Pete; just hired him. Show 

him how to carry out." 0. K. If Charlie is a really good carryout boy (and 

he will be doing other things also), he will give Pete some good pointers. 

However, if Charlie is not good, he is just going to show Pete his bad 

points; and you have perpetuated a fault. So, let's set job descriptions. 

Let's be very sure that you--owner, manager, or whatever type of executive-

take time to explain to the new individual his or her job standards. This is 

most important because we all want to know what the standards are so that 

we can all have a high level of performance. 

Point number five is recognition. I could dwell on that for a long time, 

because it is super important. I will give you the best example of the im

portance of recognition that I know of. The University of Minnesota has a 

continuing study in which they send out thousands and thousands of surveys 

to middle management people. I don't know how they develop the list; I 

don't think that it is important. But, they ask people to list, in order of 

importance, the ten most important things in their life. The ten most im

portant things in their life. There's no way that they can check on who 
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these people are, because they come back in a self-addressed, return 

envelope. Oh, you could take a look at the postmark, maybe, and tell 

from what city it came, but that is about all. They are not interested in 

nit picking. So, with these surveys, which now total over 60, 000 coming 

back, the University of Minnesota has found out that in the order of im

portance in life to all of these people, number five is compensation; number 

one is recognition. And, I don 1t recall at the moment what is in between. 

However, these are the two that continually stick out in my mind. Recog

nition is number one. Now, I think that we can accept, whether at the 

college level, the wholesale level, the chain level, or the store level, that 

when you have a high percentage of over 60, 000 answers stating that number 

one is recognition, we have to go with it. We have to give recognition to 

recognition. We all need and want to be recognized. We have to be; if we 

aren't, we will fold up and blow away. It is just that important. Actually, 

recognition and the factors of criticism or complimenting which I touched on 

a moment ago, tie in. Again, I don't like the sandwich techniques; I don't 

like to tell someone you are doing a great job, and then tear them apart, for 

something that you really wanted them to do. Criticize them but do it 

specifically. Whenever you do criticize or compliment, don't be general . 

Have the actual case history and define it carefully. First give them a case 

history of what could happen, or maybe did happen so that these people could 

grow with you. Again, specifically, at the retail level, although it can apply 
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to other levels, when you are going to compliment, do so specifically. Be 

very careful that employees realize what they have been complimented for. 

If you merely say / "Hey, you are doing a great job," that's too general. 

It doesn't really mean anything. If you say, "Last night when you tore that 

produce rack apart and cleaned that case thoroughly, that was the best that 

it has ever been cleaned and this morning that rack looks beautiful. And, 

in addition to that, the backroom looks so clean that you could almost eat 

off it." That is a specific compliment. Now, I think that in doing this 

criticize-compliment you have to keep one thing in mind. You have to watch 

the reaction of people; you have to be careful that you don't crush them with 

the criticism. Some people are easily crushed. 

To give credence to this, when psychologists test people they tell us 

that they never show the complete results to anyone that has been tested, 

for the simple reason that many people can't take it and might be crushed by 

some of their bad or weak points. So, by the same token, be careful of your 

criticisms. You can crush a person to the point that they can become inept; 

they will be no good to you; they will finally leave your employment, and 

you could very well kill a very good employee. 

Point number six is dignity. If there is any one thing that I hate to 

see it's anyone lose his dignity. When people receive respectful treatment 

they react to it accordingly. In fact, according to the psychologists with 
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whom I work, the respect factor, the dignity factor, is the single greatest 

force in self-motivation. We all want it. I believe firmly that we hate 

to see anyone lose their dignity. These points are very important, so keep 

them in mind when thinking about what people need and seek. 

There are some additional factors you should consider in this area. 

People need and seek competition. What is competition? Well, I guess 

that it is a new sense of challenge; but really, it's like exercise. The mind 

needs to be stretched, just as the body does. If you don't stretch your 

mind with challenges by continually seeking competition, then the mind is 

going to wither, just as the body would. It is important that we have muscle 

tone, and it is extremely important that we have mental tone. So, keep these 

things in mind from the standpoint of what we must do with the great body 

that God has given us. Body and mind, we must keep both of them in good 

condition. And, competition will do this . You must seek out competition. 

Meaningfulness is another important dimension in ones life. I guess 

that this term can be defined as a sense of purpose. Meaningfulness is 

being part of something, doing something that enables you to make a contri

bution. It is being able to go home at night and say, "Gee whiz, today was 

a great day; I did something worthwhile. I feel like I made a contribution. 

It was meaningful to me." The interesting thing is that many people don't 

want to admit that they are useful because it is a part of goodness. Some 

people are afraid to admit to being a part of goodness because they think 
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it might be a frailty. It might be a weakness in their makeup. They have to 

be strong, robust, "gung-ho" and all that. Hogwash. What's the matter 

with admitting that you are a part of goodness. When you have a purpose 

you become a much better person with whom to live; you will become a better 

father, a better husband, a better worker, a better boss. 

Common goals is another important factor. Common goals. What are 

those? Can we have common goals in a supermarket? Can the Ed Stocksdales, 

the Bob Murmans, the George Kishmans, etc. have common goals with the 

people working in their markets? Certainly they can. Where do all of these 

great ideas for running markets come from? They don't just come from the 

owner-manager. They come from people. People--stockboys, carryout boys, 

checkout girls--can have some of the finest ideas, because they are very 

close to the firing line, so to speak. They see little things; they store them 

up. In many stores I have visited no one has ever asked them for their 

opinion before. But, if we could get these people to participate, if we could 

get them to realize that the common goal of all of them is to help project the 

finest consumer image in the area to the supermarket, then they are going to 

be a part of a team. And, boy, do we need teams. Especially, today, when 

for some reason or other people seem to have drifted away from the team aspect. 

But we can make a team. Anyone can make a team, if you just tie them in. 

They must know, your people working under you, what it is you are going to 

accomplish. You don't have to tell them dollar figures. In my store we used 
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to have meetings every Wednesday. We would go over the previous week's 

gross margins with all department heads and secondary people. We had a 

pretty refined accounting system, that was very close to cost accounting, 

so we could do this. The meat and the produce, of course, were actual 

figures because we took inventories every Saturday night, but we projected 

the others on previous sales and purchases, etc. We discussed gross 

margins, and then urged the department heads to do the same with their 

people. Yes, it was a good sized store--22, 000 square feet --and when I 

left we were doing $81,000 a week; which, a few years ago, was pretty 

good volume. We did have good communication, and the people in the store 

knew the goals for the company, so they all strived to help us. In fact, I 

had a little game going--an interdepartmental contest--where we gave a 

plaque each month to the department that had the best gross and sales 

increase over the previous month. We met every thirty days at two o'clock 

on Sunday afternoon. I guess that I will always remember that. It was 

great to see the people stand up and be recognized, to know that their 

department won the plaque for the best sales increase over the past month's 

figures. We didn't tell them in dollars; we didn't have to. All they knew 

was that they were competing; they were sharing common goals with the 

management, and they were having fun. And, work can be, should be, 

must be fun. 
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I have a little note written here that people need people. I think 

that there's a song that says people need people. Boy, they sure do. 

Anyone who joins the monastery finds out that they can only tolerate it 

for so long, and then they usually break away because they need people. 

I am not condemning monasteries, because they do a fine job. But, try 

to be without people for any length of time; you will find out that you are 

in pretty bad shape. You are going to have hallucinations and everything 

else. People, do need people. 

What counts in business sometimes is not what management actually 

does, but how the employees feel. I have a prime example of this, which 

I picked up just a few weeks ago. I fly about a quarter million miles a 

year, which, of course, makes for some sad relationships at home. But 

what can you do? It's the job and you have to go with it. But, anyhow, 

I saw a copy of United Airlines' Mainliner Magazine which showed the 

latest costumes for United Airline stewardesses and stewards. These were 

designed by a couturier named Jean Louis of Paris. Then, I overheard a 

fellow ask one of the stewardesses if she liked the new costumes. And 

do you know what she did? She said, ''Eh." Well, you know what this was? 

That was definitely immediate non-acceptance. She didn't like the costume. 

Now, I am not saying that United Airlines should have gone to every 

stewardess and asked her first what she thought of the costume; but they 
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could have had a soundingboard made up of stewardesses selected from the 

various areas to determine what was generally acceptable, and if nothing 

else, the stewardesses would have felt that they were represented through 

their selected individuals. Democracy at work. See, here again, what did 

management do? They did something that they thought was right; they 

thought that it was great because they had hired this guy. They took the 

inside spread in their little magazine to feature the new costumes because 

they are proud of them. But, one stewardess went, "eh." And, I think that 

one stewardess going, "eh,'' may very well represent quite a few hundred 

stewardesses. It is very possible. So, it is really not what management 

actually does, but how the employees feel. 

Let's move on to the next step in this subject of building your people. 

Management must have three factors, three qualities. The first is basic 

integrity. Integrity, is well known to you, of course; I need not go into 

the connotation of that. Management must be dependable. People must be in 

a position to depend on their bosses. Unless you work with people whom 

you can trust, people on whom you can depend, and know that their word 

is bond, you are not going to be able to produce properly. You are always 

going to hold back a little bit, because you are going to say, ''Gee whiz, 

are they playing games? 11 Have you ever read the book Games That People 

Play? You should read it. It's a great little dollar book that you can buy 
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in most good bookstores. VVhy do people have to play games with other 

people? I don't know. But in an effort to manipulate human beings people 

will sometimes "play games." Manipulating human beings is a terrible 

thing, but we all do it; we all have been guilty of it. I have been guilty 

of it, sometimes unknowingly, sometimes knowingly, because I like to 

place my wits against other people's. But, it isn't right. But, if you have 

basic integrity in management and people can depend on your word and 

know that you will back up what you say and what you do, you are going 

to have another increment in building a team. 

The second of management's three important qualities is appropriate 

ability. You and I don't like to work for someone who we know really 

doesn't have it, really can't cut it. We don't like this, because we don't 

like to subordinate ourselves to inferiors. Now, subordinate, we must; 

subjugate, never. We subordinate ourselves to the boss, the consumer, 

etc. which is what we all do, yes. But let's speak specifically about the 

boss. If you expect someone to subordinate themselves to you, you have 

to be in a position to know, not necessarily how to break a side of beef if 

you are dealing with the meat men, but you have to have the basic 

knowledge of that department and you have to have the knowledge of 

selection; you have to know what is good conformation, what is good yield. 

You have to know the procedures of receiving, the procedures of preparation 

and merchandising, you have to know that if you are going to have fryers 
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on sale for a certain price that you have two facings, etc. These facts 

are just basic knowledge which I believe every supermarket owner-manager 

should have regarding the market, or the meat department. This is just 

an illustration, but I am sure my point is obvious--have the ability--you 

don't have to wear it on your lapel. People will know; you don't have to 

get on the PA system and say, "I have the ability; I'm the boss; everybody 

look at me." No, sir. They will know quickly if you have the ability. So, 

this is a very important point. 

The third management quality is concern. To sum up that one quickly, 

we can't tolerate fakes in this business. We can't tolerate people who 

say that I am really concerned about you Charlie, or Helen, or Pete, or 

whatever. We know when we are being had, to use the vernacular. We 

know this and we also know when someone has concern for us. I submit 

to you that anyone here who is running a successful supermarket, chain 

or independent, group or otherwise, has shown concern for the consumer, 

either himself or through his employees. A consumer, sensitive as she 

is to being fooled, knows when she walks into the store whether or not the 

people there are really concerned with her welfare. And, I submit to you 

that we can have the lowest prices in town (and be able to back them up 

for Mr. Herzog's benefit) but unless that ultimate point of concern is there 

among the employees, the environment for shopping will not be conducive 
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to a complete order. Incidentally, just to digress for a moment, my 

experience during the last year with a survey that I have conducted among 

our units around the country, shows the average order for a family of four 

to be in excess of about $35 a week. This is if they buy all their HPA, 

milk, bread, and all other items there. So, unless you are doing some

where around $9 in an average order, you are not getting all of that food 

shopping dollar. I have encountered many stores that are getting that and 

a little bit more, but the point is to check your operations very carefully 

to see if you 're not getting what is available. If not, make a determination 

as to why you are not getting a good "sales mix." Unless you get the sales 

mix, you all know what is going to kill you. But from the concern stand

point, I will just repeat "no fakes" and I think that sums it up pretty well. 

Here are a couple more points. What is a faultless hiring procedure? 

I'll give you a case history to which you can relate. Faultless hiring 

procedure would be not interviewing a new supermarket employee in that 

front office. Unbelievably bad. And, I used to be guilty of that myself. 

If you are hiring a new key employee, for goodness sake, give him and 

yourself the benefit of a good environment; get him out of that store. If 

necessary meet in your home, take him to a good quiet restaurant or take 

him somewhere else and then go through the interviewing procedure. Also, 

ladies and gentlemen, do not try to do an eyeball-to-eyeball interview and 
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expect to come up with total results. There is no one in the world who 

can properly analyze a person as to their capabilities by merely question

ing them. Sometimes you are going to be swayed emotionally by a pretty 

face, or a guy with a glib approach and a nice smile. Use a testing 

service, but use one that has a g0od food background. Now, the beautiful 

part of our service is that with 2 0 years experience, with the company with 

whom we work we have all the percentiles of food business experience. 

Therefore, we can analyze properly anyone from carryout boy right up to 

general manager of a wholesale distribution plant. The only thing we 

can't check or test is attitude. This is something that has to be determined 

as they go. But, conceivably, supermarket or otherwise you could save 

six month's salary that might be poured down the drain unless you take 

advantage of a good psychological testing service that is food business 

oriented. Keep that in mind because it is very important. It gives you an 

insight that is so terrific that you will just be amazed at how these people 

know all the increments and so forth that make up a person. We try to 

strive for the totally functioning individual. 

Another point is superior follow through. Now what is that? How 

many of you, after you have hired a new employee, sit down with that 

person thirty days later and make a determination of how they are doing? 

Do you ask them if everything is coming along all right? Do you feel 
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comfortable here? Do you feel that you are getting sufficient information 

to help you on your job? How many of you go through that procedure 30 

days after you hire a new guy? Um, not too many. Let 1 s find out whether 

that new employee is really "happy" on the job. I like the word comfortable. 

Because, if you are comfortable on the job, then the environment is comfortable. 

Environment being comfortable produces a comfortable person. And, the same 

thing goes for the consumer. Comfortable people, comfortable employees 

will make comfortable consumers. So, let's have superior follow through, 

and periodically, set a time to check on employee performance and be in a 

position then to sit down with your new people and analyze that performance 

so that you may be some assistance to them. Not help, but assistance. 

Intelligence quotient is also important. Some of us are blessed with 

a high IQ, and this is great; but unless it is applied properly, it isn't 

worth a hill of beans. V\lhat's really important, is PQ, people quotient. 

This is what is important. How sensitive are you to people? Unless you 

are sensitive first to yourself, you are really not going to be sensitive to 

other people. A famous philosopher once said, "Let him who would conquer 

the world, first conquer himself. 11 Think of that. If you will work toward 

that great goal of conquering yourself, then you are going to be in a position 

to accomplish just untold numbers of things. You are going to be able to 

climb mountains; you are going to be able to do just anything that you want, 

really, within the limits of the human being, if you will first conquer yourself 
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and know yourself. Once you do that, my opinion would be that you will 

be a superior boss. I am not saying that you are going to be without 

problems along the road, because if there is anyone in here without a 

problem, please see me immediately after this speech. I want to know what 

it is that you are eating, or drinking, or whatever, because I want to go 

that route. Everyone has a problem·, it's how you cope with them that 

really matters . And there, again, is a great subject--coping with stress 

and coping with problems. But, let's try to conquer ourselves. 

Here is one more point on people. They insulate themselves very 

quickly because they don't want to be hurt; they don't want anyone to find 

out whether someone really likes them or not. People have a tendency to 

insulate themselves against mental harm especially. On that basis, then, 

think of this. If you work for someone who really completely doesn't think 

well of himself and you know it, my advice to you is get out because you 

have a tough row to hoe. 0 . K. You know, I am reminded from the stand

point of what we're saying here today about communication, of a little 

situation I'd like to tell you about. 

There was a mountain man living down in West Virginia who walked 

into an attorney's office and said, "Attorney, I want to get a divorce." 

The attorney said, "Yes, sir. Do you have any grounds?" The man said, 

"I sure do; I have three or four acres outside of town." The attorney said, 
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"No, I am not getting through to you; let me try again. Does your wife beat 

you up?" The man said, "Yes, sir. She gets up an hour before I do every 

morning." The attorney said, "No, no, no. I'm still not getting through 

to you. Just let me try one more time. Is your wife a nagger?" The man 

said, "No, no. She's a white girl, about 5' 2 11 • ., Now, there is a great 

void in communication and understanding there. 

This also reminds me of Leo Mintz and Tiny Heemstra. Recently, they 

went on a trip to Athens, Greece. They had been there a couple of days 

when Leo said to Tiny, "I have been here two days and I haven't been to the 

Acropolis yet." And Tiny said, "Oh, that's too bad; it must be the water." 

0. K. We have had a little fun and enjoyment here and hopefully 

gotten a little message. It's like the two drunks who walked into the bar 

and the one drunk, when he gets into the bar, immediately falls over and 

absolutely passes out cold to the floor. And the bartender says to the one 

who is still remaining, "What will you have?'' and the guy says, 11 I'll have 

Scotch and soda," and he looks down at his friend and he said, 11 You know, 

that is one thing I like about my buddy--he always knows when to quit," 

and so do I. Thank you very much. 



PLANNED TOTAL INVOLVEMENT BUILDS PEOPLE 
& PROFITS 

Van D . Spurgeon 
Wettereau Foods, Inc. 

It is a pleasure to be here at Ohio State. Thanks to the conference 

committee for the invitation. You mentioned that I had been on the staff 

at OSU and I mentioned that to someone yesterday. They said they didn't 

know I was here, so I told them that it was Oklahoma State University, rather 

than Ohio State. 

But, it is always good to be with a group of retailers. I want to see 

how many of you count yourselves as retailers. Hold your hands up high. 

Most of you are retailers so now I feel even more comfortable, because we 

do at least half of our work with retailers. When Vern called on behalf of 

the conference committee, he asked me to discuss with you total involvement 

builds people and profits. And, I asked him what does that really mean? 

What is the objective in the minds of the conference committee? Why do 

you want me to come and address this topic? I suppose he got some of his 

information from an article that you may have seen in Supermarket News . 

At any rate, when he told me the topic, it raised some questions in my 

mind. Again, planned total involvement builds people and profit. Now, 
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you can probably think of some questions in your mind at this very moment, 

also. But, here are four that went through mine. Does the title indicate 

that perhaps we do not have the involvement and the commitment that we 

really would like to have today in our supermarkets, in our companies? But, 

that raises a second question in my mind, and that is what kind and what 

amount of involvement and commitment to our supermarkets, to our companies 

do we really want? Do we know? The third question that came to my mind 

as I thought about my presentation is what have you, what have I, what 

have we done to secure that involvement and that commitment? And, finally, 

the fourth question that came to my mind is how can we, in the remainder of 

the 1970's, get the involvement and commitment we want? 

Let me preface all that I'm going to say with the affirmation that I 

believe that basically people want to do a good job for us in our markets, 

in our companies. I also believe that we have not done enough in the 

communication of what we want and how we think we ought to get commit

ment and involvement. This brings up a question that Ray mentioned in 

his presentation earlier, "How do our employees really feel about our 

business?" 

0 .K., go back in time with me to Monday when you were at the store. 

We 're back in time, you are at the front end. You see the checkers, you 

see the stock clerks, you walk by the produce rack and you see the produce 
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manager trying to get that produce case ready. What are you thinking a bout? 

Well, you're usually thinking, "Well, am I ready for business? Here come 

the customers and am I ready? Are the checkers ready? How does the front 

end look?" But, ladies and gentlemen, the question in management's mind 

should be, "How do our employees feel about what's happening in these 

walls?" These are some of the quest10ns that were on my mind as I began to 

pursue and develop this presentation today. As a matter of fact, it's been 

in the back of several others minds for the last six or eight years, since I 

joined a company called Wettereau. 

Just so you know that this is not an idle thought, we have been asking 

that question in our supply depot, our distribution centers. We have been 

asking that question of our supermarket employees and of our managers. Why? 

Because our company realizes that you are only going to get commitment 

when you know where people are. You have to start where they are. We have 

asked all 600 of our managers and many of the thousands of supermarket 

employees "Where are you; how do you feel and what do you need?" And, 

what I am going to share today is based upon a lot of those questions we've 

asked our people. 

Yesterday, Mike O' Connor made a statement about, and he quoted 

another man, Mr. Hayes of the American Management Association, the fact 

that 5 percent of American business is professionally run. Now, you can 
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argue with that; argue with the percentage; maybe it's 10. The question 

we have to ask ourselves today is what percent of our supermarkets are 

professiona Uy run? Is it 5, 10, 2 0 or 3? By professionally run, I don't 

mean in terms of merchandising and promotion. We've gotten a lot of 

ideas, and I really appreciate the ideas we heard a while ago on merchandising 

and promotion; we're darn good at it. But, are we as good at people 

management as we are at things management? My answer is, no. 

There are two major factors, I believe (and my company believes), 

at this time that will help us improve the commitment and the involvement 

of our employees in our supermarkets and in our companies. And, I hope 

you don't forget these two points today if you forget everything else. 

(1) We believe that participative management will get involvement and 

commitment. I will tell you more of what I mean by that this afternoon. 

(2) The other thing that I believe will build involvement and commitment, and 

this I know, through years of experience, is effective results oriented 

training and development. And, I can document that for the rest of the day 

if you want me to. But to really get a picture of what I am going to say today 

and what I am going to be emphasizing about participative management and 

what I'm going to stress about effective results oriented training, I would 

like to share with you just a little bit about my company and our retailers. 
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Wettereau Foods is a company that serves retailers in part of 14 

states. We have over 600 supermarkets, including IGA Foodliners and 

Red & White Foodliners. These supermarkets range in volume from our 

smallest of $10,000 to our largest of $130,000 a week. This complicates 

our training efforts, but we designed them to be flexible to meet specific 

objectives. We serve modern distribution centers like the one you see here 

(slide) in New Hampshire. We are located, as you saw on an earlier map, 

in New England, the Southeastern U. S. and in the Midwest. Our company 

is committed to providing a wide range of services including retail counseling, 

advertising, etc. I can capsulize what I want to say in that Wettereau Foods, 

Inc. is committed to serving their retailers. That's our life blood, as it is 

with many other distribution centers. 

One of our services has been to create a lot of supportive industries 

to serve our retailers. One of those industries happens to be the Wettereau 

Education Institute, being renamed Creative Management Institute. Wettereau 

Education Institute is, again, committed to serving our retailers. But it has 

several responsibilities and very quickly here they are: 

(1) We are responsible for developing management development 

programs for our some 600 management people. 

(2) We are responsible for corporate planning in our company and 

assisting our retailers in doing their planning. 

(3) We are responsible for doing outside consulting at a profit for our 

company. We are a profit center, doing outside work. 
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(4) We are also responsible for retail education and training. 

The institute was created in 1966 to provide a continuous planned 

training program for our retailers. We started here because if our retailers 

are strong, we, too, will be strong. Since 1966 we have had a continuous 

planned training program. I would like to share a bit of the philosophy 

behind Wettereau Education Institute and our training program. Again, I 

emphasize it's results oriented and as I proceed you will understand why. 

When this institution was created in 19 66 we believed, as we saw the 

future, that we must train to survive. The institute' s always involved in 

research at one point or another and when you find that you are losing one 

percent of the front end in one of your stores and are losing other kinds of 

profits in sales through improper merchandising, you see that you must train 

to survive. Even in those days competition was becoming more difficult. 

We do not need Alan Toffler 's book, Future Shock, to tell us that 

something was going to happen and so we must gear our people to deal with 

what's going to happen. So, we have put together many areas of retail 

education and training. Again, I emphasize why. Our company is committed 

to having successful retailers and a professional management team. It is a 

big job. But it's a creative, fun, exciting partnership that we have with 

our retailers. There are some 10, 000 supermarket employees and some 

2, 000 Wettereau employees involved in this program. We are committed 

to helping provide the tools and the skills that these people need to get 

their job done as effectively as possible. 
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What is our commitment to our retailers? First of all, our commit

ment is to provide six days of retail education and training for you and 

your people. We also said we will bring it to you. We take our seminars 

and conferences and workshops as close as we can so that retailers don't 

have to drive over an hour or hour and a half to get to our one day meetings. 

We provide materials for six of these, except for the management conference 

which I will tell you more about later. I will show you a copy of a training 

manual this afternoon and you can look at it later. This is the kind of 

in-store training manual that helps follow-up and get the job done. We 

will take care of all the costs; you only have to get your people there. That's 

our commitment and we've been doing this for six years, covering a variety 

of topics. How do we know what to provide for grocery, frozen, meat, front 

end, checkers, etc. --some 32 different topics? Our retailers tell us what 

they want and we design it for them, because they are the boss--just like 

the consumer is the boss in your market. Our retailers are the boss; we 

do work for them. And, what they say goes. 

What must a retailer do to make the kind of commitment to get this 

job done? Three things: (1) He must set aside money weekly so that we 

have something to spend to get the job done. We set up a budget and tell 

him that if he will set aside just $3. 00 each week for every $10, 000 sales 

up to $40,000 or a maximum of $12.00 a week, we will provide him with 

six days of training and he can send as many people as he wants. Well, we 
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started calculating pretty quickly and found out that this is a pretty in

expensive kind of training program. But, as you are going to see a little 

bit later, we've added a lot of services with the money that he has put in. 

We spend everything that we get from him on the training of his people, 

his management and himself. We use seminars, workshops and conferences. 

An example of our 19 72 retail training programs, there were grocery 

merchandising, meat management, checker courtesy, new retail accounting 

and a two-day management conference. 

We have been working to improve our retailer services by offering 

more and more to help him get his job done. One of these improved services 

is in-store training resources. We know that most of the training is done 

right in your store by you and your people. But there are so many tools 

that are available to you to use if you will only do it. And, I'll share what 

some of these resources are later. 

An auto-scan program that we use either in-store or through our 

counselors, can give you programmed instruction so that you can do a lot 

with that bagger or checker on how to do his job effectively before he even 

gets on the job. You can reduce your training time by 5 0 percent. But, 

more importantly, you can lose a lot less customers if you train in advance. 

A film library--we emphasize home study courses, primarily from 

Cornell University. A little bit later I'll give you a brochure which tells 

about some of these services. 
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Our experience says that there are many benefits from a training 

program and one of them hits the very theme of the conference today in 

that it builds commitment and gets involvement in our stores. But, of 

course, it also increases productivity. We have measured how it 

motivates employees to go back and do a job. Boy, there is nothing 

more motivating to me than to go by a store after a conference and see a 

guy who has been to that conference already at work talking to his 

manager about the adjustments they are going to make in that dairy case 

to increase the sales by 15 percent. Or, in frozen foods by 10 percent, 

or the front end. And, so, we know that results of training increase sales 

and profits. 

We know that we have more highly skilled employees and a supply 

of motivated people. It provides a plan for improvement. Again, I 

emphasize that through education and training strong retailers are going 

to make our total company and our retailers ready to make the kind of 

growth that they want. More and more of our retailers are multiple store 

operators. We're proud of it, and we want them to be just as multiple 

as they want to be and can be. 

Now, retail education and training. As I said in the beginning, 

this is one way that you build involvement and commitment, but there is 

another way. Actually, two years ago we started doing some research in 
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the management area and the retailers said, "Hey, we want to beef up 

our management. We want you to put together a supermarket management 

system that gets the job done for us." Now, let me say that it is not 

that unique or different. It is a system called Managing for Results or 

Management by Objectives, and we are going to talk about it in our 

session this afternoon. The key thing, however, is getting it implemented. 

Words and ideas are not very profit oriented until they are implemented. 

Nor, do they help with the people management until they are implemented. 

The supermarket management system helps our retailers identify how they 

want to grow, where they want to go, and how they want to get their people 

involved. They identify the key result areas--where do we want to make 

our improvements this year--and then they focus on this to get the job 

done. It 1 s practical; yes, but it takes some time. Management for results 

does take time and commitment, but we'll talk more about that this afternoon. 

Let me assure you that the results of this practical approach to supermarket 

management, this practical approach of getting people involved and committed, 

brings you many, many results that we will talk about later. 

The supermarket management system and our retail education training 

program are two ways that we are working at developing the kind of 

involvement and commitment that we want from our employees. 
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I would like to share with you a little more about the retail education 

and training program. Very quickly, here's a headline; you may have seen 

it. "Training program held key to competitiveness." Now, this was made 

in San Francisco. We also believe it is a competitive kind of resource tool 

that we have. We publicize it; we talk about promotion. 

Let me share with you one that we have used. We have some retailers 

who are promoters just like some of you. When we go out to a retailer with 

a seminar, we send out a news release to the local community and a picture 

where possible--your IGA foodliner, your Red & White Supermarket training 

its people to better serve you. You talk about a promotion, people interest, 

this is one of the ways that brings and follows up the kind of results we 

want. Another factor (you may have read this article) "Employee Training 

Cited as Key to Profit Rise." Now, we've seen profits declining. It's 

been a fight to keep them up. And, we wonder, what are our people doing 

in our store to help us increase profits? What have you asked them to do? 

What have you trained them to do to protect their profits? What have you 

given to your department managers that they can carry back to the meat 

people? For example, let's take the meat department to help you protect 

profits. I know you are not the kind of manager who walks in and rants 

and raves in the meat department--"We have to increase gross margin, 

increase profits!" You don't rant and rave like that. I know you are cool, 
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calm, and collected all the time, especially after the 13 week report comes 

out or sales go down. What do we do? This all fits into a good, sound 

education program. 

So that you can have a better picture of what we 're doing in education 

and training, I'd like to talk about what we do for our retailers in terms of 

out-of-store resources and in-store resources because we divide it into 

two emphasis areas. Again, I emphasize that what is done in-store is 

terribly important but we also believe that what's done out-of-store is 

terribly important. 

We have three approaches to our out-of-store training, five for in-store. 

Let's talk about the in-store first. We emphasize home-study courses; we 

have a monthly mailing to our retailers which is a follow-up on the seminars 

we conducted the last couple of months. We use programmed instruction, 

and I'll tell you the kind we use a little bit later. We have an extensive 

film library that retail counselors can use for in-store training. And, finally, 

we have auto-scan programs. 

At the present time, we have 18 auto-scan programs available to the 

retailer that can be set up in the backroom of the produce department and 

used to help his produce manager do a more effective job. And, the 

programs range from produce, meat, dairy, frozen foods, front end and 

checker courtesy to clerk orientation in the business. And, you can get 

them, too. They are available to you; they are not just ours. Hey, look. 
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We are smart enough not to spend a lot of money doing things that some

body else can do for us at less investment. If somebody else can do it 

better, we buy it, if it can do a good job. If you are interested, I'll tell 

you where you can get some of these programs to do this kind of in-store 

training. For multiple store owners this is terribly effective. 

We conduct seminars, workshops and management conferences; 

however, the management conference is only open to our own owners and 

managers. Why? Because we talk about a lot of topics there that we don 1 t 

want to talk about to everyone, like how are we going to beef up our security 

program, labor relations, what to do with the union, etc. 

We also have an in-store training resource manual. I've got it 

here and you can take a look at it. During lunch it will be up front. It is 

divided into several sections and I' 11 show you these sections in just a 

minute. 

In this manual we also have the auto-scan programs. Every store 

has one of these. It's amazing what's happening now. In the Managing 

for Results program, one of the benefits is that the multiple store owners 

particularly are realizing that my manager in Store No. 1046 is not per

forming as I would like but this program points out where his deficiencies 

are. So, he goes to the resource manual or maybe to the programmed 

instruction and finds that maybe it's a communications problem between 
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the owner and the department manager. I know you don't have that in 

your stores. All store managers are great communicators, but if you do have 

a problem with this, you can start that training process with some programmed 

instruction. And, with some coaching and counseling on your part you can 

make some real progress. The auto-scan programs are basically for clerks, 

skill-oriented kinds of people . 

To summarize, these are some of the benefits that we have derived 

from an effective retail training program. We know we have increased sales 

because we can measure it. We have also increased profits, because we can 

measure that also. We make employees more efficiently skilled, and we 

can measure this to some extent. We motivate employees to greater per

formance, but that is a real tough one to measure. We prepare employees 

to assume greater responsibility. It is always really hGart warming to me 

to have a guy come to a seminar and say, "Van, I got the promotion. I am 

produce manager of the store." "What happened to the other guy?" ''We 

expanded; he is in the other store. u You talk about pride. It goes back 

to the training. It helped him. He has great enthusiasm for the job and 

for the store. And, that's the kind of involvement and commitment that we 

want. These are the results we want from our people and this is what a 

results oriented retail education and training program can do for you. 
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In summary, the institute is responsible for four things: (1) retail 

education and training, (2) management development programs, (3) co

ordinating corporate planning, and (4) doing outside consulting. And, of 

course, we started with retail education and training and expanded, but 

that's still our main thrust. We also do corporate planning and now we 

are going to go out and work with a lot of other people to find results from 

training, planning, and people development. Because, if we 're going to 

survive in the 1970's and be in business in 1980, we are going to have to 

have involved and committed kinds of people. And, I believe we can get 

involvement and commitment because people basically want to be involved 

in our businesses. Some of you know that you have that kind of people 

who are involved and committed and some are not--they're half way. You 

can get it by (1) participative management--getting the department managers 

really involved and committed in the business and (2) retail education and 

training--it meets people where they are. This is our story. Our story 

being Wettereau joining hands with our retailers, setting aside funds to 

get the job done. 

I'd like to use an illustration that you have heard before, but it's 

really valid. I saw some beautiful equipment you put in your store this 

morning. And, when you bought that equipment you provided a maintenance 
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contract for it, didn't you? Or, you spend money maintaining it, don't 

you? Now, you take an employee, bring him in, pat him on the back, 

give him an a pron, and say, "Go to it." What kind of maintenance 

contract do you have to help that man, that woman, that young person 

develop and grow in the business so that they love it as you love it, 

they're involved in it as you are involved in it, and they are committed 

as you are committed? You say it can't happen. Oh, yes, it can. But, 

it takes effective people management. Thank you very much. 



STORE SAFE'IY DOESN'T COST, IT PAYS-
ARE YOU UP ON OSHA? 

Charles I. Miller 
Loss Prevention Systems, Inc. 

Thank you. It is great to be here at Ohio State and I certainly 

want to thank Vern and his committee for asking me here. I have been 

all across the country in the past year and a half and when I left home 

Monday morning I went to Topeka, Kansas, to do an OSHA seminar. As I 

was leaving home, my son asked me where I was going and I said, "Well, 

Topeka," and he gave me the usual look, and I said, "Ohio State" and he 

said, "My gosh, do they have safety in Ohio, too?" and I said, "Absolutely. 11 

But, I'm usually going off somewhere across the country so it is good to 

be here. 

I've heard two great presentations already this morning--Ray Brown's 

and Van Spurgeon's. Many of the things they said about people training 

and people involvement and commitment are the same types of things I 

like to talk about when it comes to safety, because to do an effective job 

in that area you must do much of the same things that we've been talking 

about in training . 
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Now, when Vern called me a couple of months ago and asked me to 

come over, I, of course, was very pleased. He told me about the theme 

"Food Retailing 1973: The Challenges." You know, there is a challenge 

in food retailing this year. There are a number of challenges, and two of 

the areas in which I work--one is OSHA and the other is accident prevention, 

how to reduce and control the cost of accidents--are two very big challenges 

to you, the same as training, retailing, merchandising, buying, etc. Two 

very big challenges. And, yet, I hear and see many employers still taking 

what I consider to be a defensive stand against OSHA. In case you don't 

all know, OSHA is the Occupational Safety and Health Act. 

Now, this afternoon we are going to talk in some detail in the work

shop about OSHA, what I think you may do to comply, etc. I don't have all 

the answers; I'm not sure anybody does. But, there are some things I know 

that we can do as retailers and wholesalers, warehouse people and food 

processors to comply with OSHA. Much of that, I think you will agree is 

not too difficult to do. 

But, still many employers are taking a rather defensive stand against 

OSHA and what it's trying to do. I think that stand is being supported by 

national associations of various types, not NARGUS by the way, because 

we have taken a different approach to it, but many associations are. Many 

of the people who write regularly in trade magazines, you hear them write 
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about such ridiculous things as the requirements for split toilet seats, and 

the requirement that there is no ice in drinking water, the requirement that 

when ascending or descending a ladder you must face the ladder. Well, 

you know, these things sound kind of ridiculous and maybe they are, but 

those are standards that are in OSHA and those are only three of the seem

ingly insignificant things. But, you know, frankly, I'm a little more con

fident about split toilet seats and I think there are certain areas of this 

country where if you find ice in the drinking water in a construction area 

or a logging camp, you 're going to have dirty water. If you haven't seen 

a person on a construction job come down a ladder facing out / then you've 

missed a big thrill because I've seen it and so there are some things that 

might seem silly about the law which don't really pertain to retailing, but 

which are very important. 

Why talk about these things? Why write about them? Why not talk 

about the things that an employer can do to comply with OSHA? And, more 

importantly, why not talk about the things the employer could do to control 

accident costs because this is a big challenge to you in 1973? But, I know 

that when you think about safety, you think about spending money. And, 

in some cases that is true; I understand that. We think about spending 

money. We think OSHA is going to cost us money, and in some cases I 

guess it might. 
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But, this morning let's take a look at some of the costs of accidents. 

This afternoon we will talk about OSHA and what you can do to comply, but 

this morning I would like to address the problem of accident costs, what 

they are; what they mean to you as a retailer. 

Let's look at some of the facts. In 1967 the state of Ohio Workmen's 

Compensation benefit for an employee who was off on permanent partial 

disability or a temporary total disability benefit was $49. 00 a week. In 

19 73, if that employee was injured at your store or your warehouse and he 

was off for any period of time, he would get $86. 52 a week. Now, that's 

what--$2 .15 or $2 .20 an hour for being injured? I'm not saying that it is 

not good, but the fact is that the cost has increased. 

Now, if your accident rate was about the same this year as it was 

five years ago, no better and no worse, your cost for Workmen's Compen

sation and benefits has probably just about doubled, because we have gone 

from $49.00 a week benefits up to $86.52 and the cost of medical payments 

has increased at a dramatic level as you all well know, and the cost of 

everything has gone up--it's gone up a lot faster, in a much greater pro

portion than the cost of food has gone up, regardless of what the critics 

have to say. 

But, that's not the end of the story when it comes to increased cost 

of Workmen's Compensation. You know, actually the Workmen's Compensation 
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law--Occupational Safety Health Act--was really started back in 1967 

during the Johnson Administration. It was submitted to Congress in 1967 

and was soundly defeated because it wasn't really complete enough, it 

was rather ambiguous. But, at the same time, most of the major labor 

unions in the country were supporting two major bills regarding safety. 

One was the Occupational Safety and Health Act and the other was a 

Federal Workmen's Compensation law; that is, they wanted to federalize 

the state's workmen's compensation. 

Now, at some point they decided that they were not going to be able 

to cram both of these things down the throats of the people so they took 

the Occupational Safety and Health Act and decided to do workmen's 

compensation later. Well, the people who were writing this law could see 

this coming up and so they created a commission through the Occupational 

Safety and Health Act called the National Commission on Workmen's 

Compensation Laws. And this commission--a body of 16 men from labor, 

industry, business, and the public--studied the various state Workmen's 

Compensation programs for a year, and came up with a number of recom

mendations. Of course, they found that every state had different benefits, 

every state had different regulations, etc. regarding workmen's compen

sation. Their recommendations are to standardize them, but do it through 

state control and not federa 1 control. They have listed two sets of 
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recommendations. One, which they call the essential recommendations 

and one which they call the maximum recommendations. 

Now, if Ohio adopts just the essential recommendations given by 

this national commission on workmen's compensation laws, workmen's 

compensation cost will increase 26 percent by 1975. If Ohio adopts the 

maximum recommendations that this commission has recommended, work

men's compensation costs will increase 52 percent by 19 75. Now, these 

costs are significant. We can rationalize and say well these costs really 

don't mean too much to us in the retail business because we have a fairly 

safe operation in our store and we don't have many accidents. 

As a matter of fact, the food store industry in itself is a pretty safe 

industry. We 11, the fa ct is, gentlemen, that the new compensation in

creases will affect you, and will affect you dramatically, because the 

food store industry is really not as safe as you would like to think it is 

and certainly not as safe as it should be. 

You know, the safety record of an industry is measured on its 

accident frequency rate. What is an accident frequency rate? Well, it 

is simply the number of lost time injuries per million man hours of work. 

There is a formula for it. And, you could measure a small store against 

a big store; you could measure one industry against another, and figure 

through the formula how many lost time injuries you will have in a million 
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man hours of work. Now, how does the food store industry stack up 

against other industries? Well, let's take a look at them. 

Let's put up the major industry groups on this board. Let's talk 

about metal industries. The metal industries. They have an accident 

frequency rate of 16. 9. Now, what does that mean again? It simply 

means that for every million man hours that they work in that industry, 

they have almost 17 loss of time injuries. Let's take the machinery 

industry. They have an accident frequency rate of 14. Let's take the 

chemical industry. They have an accident frequency rate of 8 .5. I'm 

not sure whether these seem significant to you or not. Well, you may 

say that seems like a lot or you may say it doesn't seem like very much. 

Actually, these are pretty high in comparison. The electrical industry; 

that is, the companies that make electrical equipment--8 .1. The people 

working for electric and gas companies, sanitation {garbage collectors, 

etc.), --these people have an accident frequency rate of 6. 6. The 

communication workers; that is, the people who climb telephone poles, 

install telephones, etc. have an accident frequency rate of 2 .5. Where 

do you think the food store industry fits into this area? Around the bottom? 

I would say that is a pretty good guess; but, unfortunately, it is not true. 

Here is where it fits in--right here--the food store industry fits in with 

an accident frequency rate of 16. 4. Now, that seems almost incredible, 
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doesn't it? That simply means that it is 7 times as dangerous to work in 

a grocery store as it is to work climbing telephone poles, doing electrical 

wiring, etc . Does that make sense? It shouldn't but it is true. 

We think of chemical plants as pretty hazardous operations. You 

can get hurt or killed very easily--accident frequency of 8 .5. In a steel 

mill such as Armco, etc. the accident rate is 1.5 for the industry. Now, 

do we have a job to do? Does safety cost or does it pay? The new work

men's compensation rates will have a very definite effect on your profit 

and loss in 19 73 and every year to come because, gentlemen, you pay 

workmen's compensation premiums based on two things: (1) your performance 

and (2) the performance of the industry. That's how it's done in the state. 

Now, I'm going to erase this. When we talk about insurance cost; 

that is, workmen's compensation, medical payments, etc., we're talking 

about direct costs or insured costs. There are other costs, though, from 

an accident. If we talk about an employee getting injured--we pay him 

$86.52 a week--he's off two weeks and we pay the doctor $200 worth of 

medical payments, etc. We can just about figure what our direct costs 

are. They are $300+. But, there are other costs of accidents which you 

must consider to get the total costs of accidents, and these are costs 

called the indirect costs or the uninsured costs. If we are paying the 

employee workmen's compensation benefits for being off work for a couple 

of weeks and we've paid the doctor and hospital a certain number of dollars, 
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what other costs, what other losses can occur as a result of that accident? 

What do you think they are? How about the day the man got injured? We 

took him to the hos pita 1. So, we had to pay him for the rest of the day. 

Did he do any work? You probably had your grocery clerk or someone, maybe 

the head cashier, take him to the hospital, so you had another person in

volved. And so, pay for work not performed--a big factor. What else might 

contribute to the cost of an accident? How about damage to equipment? 

Suppose you have an employee on the back dock--he drives the straddle 

stacker off the dock or into a truck. He gets injured, and he's off two 

weeks, etc. but, we damage the equipment--so, damaged equipment. How 

about the product--product loss can be a big factor as well. Now, what 

happens when you get your box man or your meat cutter injured in your 

meat department while you are having a steak sale? What has to happen? 

In addition to him going to the hospital, in addition to someone else 

taking him, right, overtime. Someone said the magic word--overtime. 

Not only are you paying for work not performed, now you have to pay for 

overtime. Adds to the total cost. Is there anything else? How about 

when you 're having that steak sale--even though you work overtime--what 

if you don't get the steaks cut? Sales. Right? Loss of sales. Lost 

sales. And how do you measure that; I don't know. It can be significant. 
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You certainly have a sales budget and if you don't meet it you think you 

would have met it otherwise. Here's some very important additional 

factors which often aren't considered when we calculate the cost of 

accidents. We think, well, we paid $50 to the hospital and $100 to the 

employee, that accident cost me $150. Did it really cost you that? 

Or, did it cost you that plus the cost of these other things? Well, that's 

an important factor. 

One other thing we didn't mention was the learning time for a 

substitute. And, certainly, Van and Ray hit on that this morning in their 

talks. The learning timo for the substitute is an important thing. It 

takes time to train them. If you do it right, it's going to take some time. 

Then, as Van points out, if you don't do it right we will probably have 

all the things such as lost sales, poor product, etc. 

What do you think the indirect losses are in relation to direct losses? 

One to one. Lower? They are actually about four to one. I mean to say 

that the cost of indirect losses are four times as great as direct losses. 

The cost of all those things that we have listed there amounts to approxi

mately four times that of the direct costs. In other words, if you spent 

$16, 000 last year for direct losses due to accidents; that is, workmen's 

compensation premiums, etc., you should actually be looking at about 

$64, 000 as a loss figure when all things are considered. Now, these 
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are indirect costs in losses and accidents. 

What else can occur that might contribute to losses? Well, one 

big thing that can happen, and it happens too often, I'm afraid, is a store 

fire. You know, I consider a store fire as an accident and fire prevention 

has to be a very important part of your store accident prevention program. 

You can't separate the two. They have to go hand in hand. And often, 

when I go into stores and do store inspections, I see things which carry 

through from one place to another--the things that cause fires, such as 

electrical problems, poor housekeeping, etc. Things that could be cor

rected relatively easily are carrying through from one side to the other. 

I'm afraid that we don't fully understand what these losses mean to us 

here in the food industry. 

Let's take a look at a chart from the National Fire Protection 

Association. Let me point out to you the significance of these figures. 

There is not much change in the figures from 1969 to 1971. These list 

the major groups, and all fires in the country are placed into one of these 

eleven groups . Your particular store, if you 're in the retail food business, 

is in this category right here. Now, you'll notice that the greatest increase 

in numbers of fires is in the group that you're doing your business in. There 

was a 20.2 percent increase in fires in 1970 over 1969. This is significant 
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for you because there were 6, 500 fires in 1970 with an estimated total 

loss of a little over $33 million. Now, these are very significant to you 

because we see grocery store fires day in and day out caused by the lack 

of attention to a good accident prevention program. Most of the things 

could be corrected before the fires start. 

Now, when you're considering whether to spend the time and the 

money to have an accident prevention program, think about this--in 

addition to the cost--the direct and the indirect cost--the increasing cost 

of workmen's compensation--think about these figures. Out of 100 percent 

of fires in the average industry, 43 percent of the companies do not resume 

business after a fire. Twenty-nine percent survive but they suffer uninsured 

losses--such as loss of business, etc. And, 28 percent quit after three 

years. And so, we have a fatality rate there of about 71 percent. It 

simply means that if that figure is right, if everyone of us in here had a 

store fire, within three years 71 percent of us wouldn't be in business. 

And, it's a shame really to see that in a store, to go into a store fire and do 

an investigation, to see a store that has been built up through the years by 

sweat and hard work and careful planning, and all the things that go into it 

be destroyed by a fire which could have been prevented by a relatively 

simple to administer accident prevention program. And, I think this year, 

more so than any year in recent history, retailers and wholesalers must 
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address themselves to this accident prevention problem, because there is 

no question that costs are going up anywhere from 26 to 52 percent in the 

next two years. If you are paying $10,000 now for workmen's compensation, 

figure on paying $15, 000 even if your record stays the same. In the state 

of Kentucky (we have some people who are from Kentucky I noticed) there is 

a new workmen's compensation law. In 19 72, if an employee was killed in 

your store or your warehouse, the maximum he could receive was $20,000 

in benefits. Beginning January 1, 1973, his beneficiary can receive up to 

$137,000 ...• an increase of $117,000 in benefits. The weekly benefit in 

the state of Kentucky, if he is home because of injury, is $137 .50. That's 

$3 .37+ an hour. Now, if he is injured, etc. I don't begrudge him that 

$3 .37 an hour, but an employer can do a lot of accident prevention, a lot 

of training for $3. 3 7 an hour. And, we don't want anyone being killed in 

our operation. I understand that and I know you do, too. But the difference 

between staying in business and going out of business is preventing 

accidents, particularly in the state of Kentucky. 

Now, Ohio is not far behind that. Ohio, as you know, is bringing up 

the rear, I'm sorry to say, in getting a state safety and health program 

approved by the federal government. We are fiftieth on the list, un

fortunately. And so, we are going to have the federal people in our stores, 
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in our warehouses, and in our meat plants for a long time to come. At least 

the way it stands. And, things aren't going to get any better. So, an 

accident prevention program can do a number of things for you, I think. 

Help you control and reduce costs. Help you comply with OSHA. Help 

you meet your training needs. Help you to keep your store or warehouse 

from burning and make your store a profit center that is going to make bigger 

prof its for you . 



FOOD DISTRIBUTION--A WORLD OF OPPORTUNITY 

Dr. Bernard LaLonde 
The Ohio State University 

Thank you, Larry. After that introduction it has to be all downhill. 

I started in the food industry as a box boy at the old Allied Supermarkets 

in Detroit. Since then, I have been more or less associated with the food 

industry for the last 25 years. I even did my doctoral dissertation on 

retail food store location with a large supermarket chain. 

What I would like to do today is share a few ideas with you. You 

know, as I read Supermarket News and other food periodicals, and I do 

read most of them, one of the things that impresses me is that the food 

industry feels put upon. We look around and we see consumerism, we 

see problems involved in rising prices, etc. I read an article sometime 

ago that I suppose many of you read, "The Era of Cheap Food is Over." 

It stated that the day when the American consumer can spend 16 percent 

of his family income on food is rapidly dawning, and it may well be. But, 

sometimes I think that what we might get out of this is an inferiority com-

plex about the food industry. I think that perhaps we have more problems 

than we have opportunities. What I would like to do today is to be kind 

of optimistic. And; you've heard the definition of an optimist--that old 

story about the two parents sitting in the dining room at the Center for 

229 
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Tomorrow and talking about their two identical four year old twin sons. 

They were commenting that one was an optimist and the other was a pessimist. 

Well, as you will find at academic type places, there happened to be a 

couple of psychologists sitting at the table next to them. One psychologist 

came over and said, "This is a scientific phenomena. Here is heredity and 

environment a 11 constant, yet one child turns into an optimist and one turns 

into a pessimist. You' 11 have to let us test these children." The parents 

were awed. Here were these scientists telling them that they had sired a 

scientific phenomena. So, they agreed to let them test the children. The 

test consisted of taking the little boy who was a pessimist and putting him 

in a large scientific room with rheostats, one-way glass, "bugs,'' etc. 

Against one side of the wall they had tier after tier of candies--lemon drops, 

gum drops, chocolates, etc. ---in big jars . In the center they had one 

of these 00 gauge tracks with a waterfall and logs that rolled off the tracks-

just an elaborate layout. The other side of the room had bicycles, tricycles, 

wagons, scooters, etc. So they took the pessimist into this room and he 

looked all around. Meanwhile, the psychologist got behind the one-way glass 

and wrote observations. The little boy walked in, looked at the candy, took 

the tops off the jars and smelled the candy, etc. He didn't eat any of the 

candy, however. Then, he walked over to the center of the room and walked 

around the layout and kind of fingered it, but he didn't start the train up. 
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Then, he walked over by the bicycles and tricycles and rang the bell and 

fooled around a little, but he didn't get on and ride any of the bicycles, 

etc. Then, he sat down in the middle of the floor and started to cry. They 

let him cry for a few minutes while they made their notes. Then, they came 

in and said, "Little boy, why are you crying?" He said, "Well, if I ate the 

candy, I'd probably get sick to my stomach. If I started up the train, it 

would probably jump off the tracks, fall on the floor, break, and my father 

would have to pay for it. If I got on one of these bicycles, I would probably 

fall off and break a leg. They wrote all this down and then they took the 

little boy who was an optimist and put him in a room full of horse manure, 

but exactly the same kind of room as the other one. The little boy walked 

over and grabbed a handful of it, verified what it was; and then he circled 

the pile and jumped right up in the center of it and started grabbing handfuls 

of this and throwing it against the wall. And, all this time the psychologists 

are writing down their observations. They let him do this for about 5 minutes. 

They came in and he was still throwing handfuls against the wall. They 

said, "Little boy, what are you doing?" And he said, "There must be a pony 

in here somewhere." 

That's the definition of an optimist. I think if we look around us-

what with consumerism, the problems of recycling bottles, the OSHA 

regulations, the EPA regulations, the increased costs that we are incurring 
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in our businesses (both labor costs and product costs), the costs of red 

meat going up the way it is, the consumer movement, the meatless weeks, 

college students eating dog food, etc . , I think that sometimes we might 

get an inferiority complex. What I would like to do here, for just a few 

minutes, is try to take the opposite point of view, so the title of my 

presentation is "The World of Opportunity." 

I really think there is a world of opportunity in the food industry. 

As I said, I have lived with it for the last 25 years and I find it more and 

more exciting as time passes. Perhaps exciting in some different kinds of 

ways, but nonetheless an exciting area to work in. 

One of the things we face--not only in the food industry--but I think 

specifically in the food industry--is the fact of visibility. One of the 

problems that we always encounter when working in an area that is very, 

very visible is that people don't notice such things as the prices of re

frigerators going up, because they only buy one every six or seven years. 

But, sometimes, they are in a supermarket on the average of twice a week. 

So, they notice the kinds of changes that happen in supermarket pricing more 

readily. Also, a refrigerator might take X percent of your budget over seven 

years; food is taking only 16 percent in the U. S. vs 80 percent in Ghana. 

Still, it is 16 percent and you see your food budget going from $90 to $120 

or $140 a month, so we are more visible. 
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I would like to subtitle my talk "The Challenge of Change," because 

what I see is the acceleration of change. Ten or fifteen years ago you 

could kind of lean back and react to a situation. I'm not sure that is true 

any more. If you 're a futurologist or an officionado of Toffler and his 

Future Shock, he talks about some of the things that are happening or will 

be happening in the future. One comment that he didn't make was that it 

took us 1750 years to first double man's knowledge. In other words, starting 

from ground zero to first double everything we know about our environment 

took us 1750 years. The second doubling of knowledge took about 125 years. 

The third doubling of knowledge took about 50 years. Now, I'm talking 

about incrementally doubling man's knowledge. And, so, what we see 

happening is that today our knowledge is doubling every 10 years. And, 

we have to be much more responsive to change than we ever have been 

before. 

We see, for instance, if we look to the statistics, that the return 

on a sales dollar in a retail segment of the food industry was about . 67 

in the last quarter of last year, or roughly 2/3 of a cent. And, it has 

been going down steadily. That particular statistic is the lowest in 

history for the retail end of the food industry. The manufacturers, perhaps, 

haven't much more to be happy about. Sales were up about 7. 5 percent. 

Profits were up over 3 percent. At least, they were heading in the right 
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direction, but there still is evidence of this kind of profit squeeze. In 

any case, the point I would like to make is that sometimes, living in an 

era of rapid change, we really don't think about the changes that are 

happening in our business. 

You know, if we talk about some kinds of changes--your teenage 

children are at the age where they start thinking about things and they 

come in and say, 11What did you do before television?" And, you try to 

explain the Lone Ranger, the Shadow, and a few of the other things (perhaps 

I'm dating myself) that you used to do. Then, you realize there has been 

quite a change in life style in the United States over the past few years. 

Do you know that the average child watches 5, 000 hours of TV before they 

start first grade? What kind of impact does that have on the child? We 

don't really know yet; it hasn't been happening long enough. But, we see 

dramatic kinds of changes. 

I listened to a sociologist talk the other day and what he said was 

that one of the major changes that has occurred is that there is a different 

value system between us and our children. Most of us lived through or 

were affected by the depression in one way or another. And, we are con

cerned with materialism. Not in a negative sense where hippies are throwing 

rocks at us and saying we're too materialistic, but we are concerned that 

we have an adequate insurance program, that we have an adequate salary 

to meet our obligations, etc. And, you say to a young person, "You should 
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really go to work and work hard and you '11 make a lot of money and be a 

success . " They say, "Why should I work hard?" You say, "Be ca use that's 

what you should do." But it's not a very good answer any more. 

He was also pointing out the difference between the two generations. 

He said part of the reason for this difference is that our children have never 

had to worry about materialistic kinds of things. So, they assume that you 

have whatever you need to earn a living or to make a living and then we go 

on from there, which includes doing your thing. Whereas, we 're still "hung 

up" on making a living. It is the old Protestant ethic of keeping your eye 

on the ba 11 and your nose to the grindstone. Well, if you've never had to 

keep your eye on the ball or nose to the grindstone, then you 're worried 

about more ephemeral kinds of things. And, it creates the problem of a 

generation gap. 

What I'm suggesting here is that I see a real lack of planning or 

anticipation of change, especially in the middle range and among the smaller 

businesses. This is one of the biggest problems I see for businessmen in 

the future. 

Most of us react to a situation rather than anticipate it. And, 

because of this, we sometimes find ourselves on the tail of a crack-the-whip 

kind of operation. Peter Drucker, who is probably the foremost management 

philosopher in the U. S., says that a member of the American Banking 

Association called him and said, "Look, we want you to speak at our annual 
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banquet; everybody is going to be there--the President of the Chase 

Manhattan and all the other big banks, etc. It will be a very distinguished, 

influential, powerful group. Mr. Drucker said, "I'm sorry; I can't be there. 

I already have a commitment." So, the guy pressed it. He said, "Look we 

have these people coming, and I told them you would talk. Tell me who your 

commitment is to and maybe I could call them and they could rearrange their 

dates so you could speak to us. " "Well, no, that won't be possible, 11 

Mr. Drucker said. ''Well, who is your commitment to?" And Drucker said, 

"To myself." The gist of the story is that Peter Drucker who is, again, one 

of the foremost management philosophers in the United States, actually 

commits time to think about what he is doing and where he is going. I think 

that too often the businessman doesn't do this. He thinks that he has worked 

around the industry long enough so that instead of planning he can go off 

and dust cans like grocery store people do. You know, you've got to be 

doing something or you 're overhead. Too often I think we get hung up on 

that particular point. If you look to the chains in the food industry, very 

typically they have very thin staffs. Everybody is doing something--he's 

out on the road, he's dusting cans, stacking cans, scheduling labor, etc. 

To sit back and say we are going to run a half day planning meeting or I'm 

going to put my feet up on the desk and assess where I am and where I'm 

going is, again, a waste of time; I feel guilty doing it. As I say, if I can 

convey one point, that's the point I would like to convey--planning is not 

a waste of time. 
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I think there is terrific opportunity in the food industry, but I think 

what we have to do is to anticipate it rather than react to it. 

As I say, the luxury of anticipating this problem--the time span 

between an event and the forces that cause an event are shortening. 

Product life cycles are shorter. You get more and more new products. In 

fact, somebody estimated that if you took every new product that was offered 

to you--the retailer--you would restock your stores every three months. 

Your time to react, your time to anticipate is being shortened due to the 

tremendous power of change in our society. 

What kinds of changes are we looking at? Obviously, I'm talking 

about some of the changes in consumer life style. You've seen it, certainly, 

in the move toward convenience foods. The housewife complains about 

spending money at the food store, yet, when she checks out of the store 

she buys the dehydrated potatoes because she doesn't want to peel them; 

she buys hamburger helper because she doesn't want to put the rest of the 

stuff together, etc. And, so, I think we are seeing some dramatic alter

ations in life style. 

For instance, we have something like 30 million working wives in 

the U. S. We had more wives go to work last year than in any time since 

World War II. And, I'll show you some statistics on what this does to 

food buying in a few minutes . So, we have been radically altered. We 

have a much more casual kind of life style pattern, at least in many parts 
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of the United States. I think we are seeing changes in the way people 

live and the way people want to live. And / as your children and my 

children grow into their own families, we are going to find them even more 

changed in the way they want to live. These changes directly affect the 

food industry. They have an impact on the kinds of food that we buy; they 

impact rather seriously, too, if you 're a retailer on the way you merchandise 

to your particular neighborhood. 

A second kind of change taking place is a change in industry structure. 

In the last two or three years, we have seen that we're running out of space. 

More and more inventory is being pushed back on the intermediate levels 

in the channel. And, if you look to the statistics, you will find a strong 

resurgence of the wholesaler in the food industry. And, in fact, in all 

areas of mass merchandising. I would expect that this is a structural 

change that will be with us for awhile. 

Nevertheless, we're running out of space in our stores. I have a chart 

which shows that the increase in the number of products from 1956 is 

about 4,000. By 1975 it is estimated that an average store will handle 

about 10,000 products. Yet, at the same time, the average amount of 

space for these new products is up about 30 percent. What this means 

is that the average product per square foot has gone up from about . 4 

products per square foot to about . 7. It's up about 75 percent. What do you do? 
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You go up the walls. How high can you go up the walls? As high as an 

average consumer can reach. You use multi-deck freezers; you try to use 

the space more efficiently, but at some point you start saying that in terms 

of facings how short can you make them without losing the product. You 

run out of backrooms; you start pushing inventory back into the channels. 

We are seeing some other interesting structural changes going on, 

as well. In the food industry, we 're seeing some of the hotel keepers in 

tbe U. S. getting into the food business--into commissary operations. 

We 're seeing some of the retail chains integrating back into almost vertical 

marketing systems, where they do their basic products all the way through. 

We 're seeing a resurgence of many of the middlemen in our food marketing 

system--the broker, the wholesaler. I'm not saying they were ever dead, 

but they seem to be growing more rapidly than the food industry is growing 

and I think part of it is increased awareness, increased product proliferation, 

etc. --some of the things that I've been talking about. 

We've already talked about the profit squeeze--the fact that the 

retailer has a profit margin of . 6 7 of the sales dollar--the lowest in history. 

And, we find some pressure on profits at the manufacturing level, too, 

because it's getting more and more expensive to introduce new products. 

Somebody estimated awhile back that we fail quite a lot in this area. 

Eighty-nine cents of every dollar that we spend on new product development 
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goes down the tube. And, finally, out of all products introduced only one 

product out of 18 lasts longer than two years. That's really a bum batting 

average. So, basically, if we look to other kinds of pressures for change 

in the food industry, we see the profit squeeze, new product proliferation, 

etc. As I said, you can turn over your stores about once every three months. 

The selection process thus becomes more difficult. The ability to turn a 

profit dollar becomes more difficult. And, this is true in a 11 areas. 

I work on a fairly regular basis with some people in the frozen food 

industry and the amount of problems that they have with the additional 

constraint of freezer space all through the system creates some unique kinds 

of problems in product proliferation. Some very big companies have gotten 

into this frozen food industry lately and have gotten their ears beat off. 

They got out of the frozen food business, or at least some segments of it. 

What we see is that the press toward product proliferation isn't going to 

decline. 

I do a lot of work in the distribution area / and I find that one of the 

principal problems that the food industry is having is that every time a 

new product is introduced they say it's a retail problem; but it isn't. It is 

a problem for the whole system. Because now you have another slot in 

the warehouse; there is another line on the order; there is another space 

in the computer; there is another space in the shelf to try to keep track of, 

etc. So, this product proliferation impacts the whole system all the way 
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down. And, as you get more and more products and smaller and smaller 

space, your stockout rate goes up rather dramatically. It's got to happen. 

Product proliferation is causing these kinds of problems all throughout the 

system. The manufacturer spends millions of dollars trying to get a product 

on the shelves--only to find that there is no available shelf space, or that 

the product is left in the backroom. 

Labor cost, too, is a continuing kind of problem. There is no hope 

in siaht, at least not as far as I can see, for labor rates going down. 

They're probably going to continue up. I was in Chicago a few days ago 

and the teamsters have a three month gap in their contact against the 

national contract. You might remember what happened year before last. 

Everybody else settled but they went on strike; then, in order to save face, 

the teamster national contract made more than the Chicago contract. Well, 

they want 39 cents more an hour this year in Chicago in order for that to 

go to a national bargaining contract. Of course, what I'm saying is that 

for three months they are willing to trade 39 cents an hour. I don't know 

what is going to happen; we 're probably going to have a teamsters' strike 

in Chicago on April 1. But, in any case, we 're looking at a situation where 

box boys or stock clerks are costing $3. 50 to $4. 00 an hour; where meat 

cutters are costing $8 to $9 an hour in some parts of the country, and I 

don't think we can look for any relief from this. We are not going to be 

able to work any cheaper; so, we are going to have to work smarter. 
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The government--we talked about OSHA, EPA, etc. The food 

manufacturers are getting it. I talked with one of the major food companies 

two or three weeks ago and he said he has had more visits from FDA in

spectors in the last six months than he has had in the last six years. I 

talked with some public warehouse men in the food industry and they are 

very concerned with EPA, OSHA and all the rest. So, these are changes 

which are going to impinge on the whole industry, not just the retailer, 

but the wholesaler and the manufacturer, too. 

If you try to do a little bit of forecasting, what you see in the retail 

sector is that 19 72 sales were about $92. 6 billion. By 1980 the sales will 

be about $119 .1 billion. Now, I'm talking about food sales, rather than 

non-foods and all the rest. This is an increase of about 2 9 percent, which 

is pretty healthy. For those of you who are involved in the food service 

sector of the business, the increases are even greater, going from $17 .4 

billion to approximately $25 .6 billion--an increase of 47 percent. Over 

all there is an increase of about 32 percent. Now, you are going to find 

some arguments on these statistics, but I think they are reasonably scientific 

estimates of what is going to happen to the food industry during the next 

7 years. 

I think we will see a more rapid growth in the food service industry. 

It is a smaller market, but it is growing faster. Part of the reason for this 
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growth of the food service industry is the change in life style. People 

are eating out more and, in fact, basically what this chart shows is that 

in 19 70 there were 149 million meals eaten away from home each day in 

the U. S., plus 42 million snacks. This information is from Volume 

Feeding Magazine and it gives you some idea of where the growth in the 

fast food area is taking place. Lunch is about 87 million meals; breakfast 

about 2 0 million; dinner about 40 million and snacks about 42 million. 

Looking to some specifics--! said we were talking about life styles. 

We did a study of the frozen food industry awhile back and I would just 

like to share a few statistics with you. I might say that these statistics 

demonstrate what is true for a large segment of the food buying public. 

In other words, what I'm saying here is that the kind of relationship 

we see here is probably true in dry grocery, meat, etc. --not in all dry 

groceries but in the bulk of dry groceries. 

In our study of the frozen food industry, we asked what is the 

influence of income on frozen food expenditures. We took a representative 

sample of 1600 families in the U. S. who spend over $4 for frozen food 

and we classified them by income. In the under $5, 000 class, 2 4 percent 

of the people spent more than $4 on frozen food. You can follow the 

statistics as they go up. In the $15, 000 and over category, almost half 

of the people spent over $4 a week on frozen food. This is generally true 
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of the whole snack item area. There is an age influence though. 

Then, we said, how about food eaten away from home? What is the 

impact of income on food eaten away from home. I've selected a couple 

of tables to show you the impact of changing life styles, the impact of 

income, and the impact of working wives on the way you are going to have 

to be looking at your market. In food a.way from home, we asked them how 

much they spent. Then, we classified them as a heavy spender being over 

$10 spent for food away from home. This was for food for the whole family. 

And, look at the res ponsivoness there--under $5, 000 about 6 percent, over 

$15,000 was 42 .6 percent, with very high sensitivity in the over $11,000 

category. So, the people that spend money on food away from home typically 

are the higher incom0 ones. Again, this is not a startling revelation. I'm 

sure you have deducted this, but look at the degree of sensitivity. That's 

what you might not deduct. Wealthier people do eat out more often. But, 

this, I think, indicates a rather dramatic kind of change. 

Another thing we investigated was the impact of the working wife on 

the amount spent for frozen food, or, the convenience oriented shopper. 

Does this really have any impact? And, again, logically you might say 

that a wife who is working probably spends a lot of money on convenience 

type foods because she doesn't have as much time to cook. But, from our 

statistics, she spends considerably more money than wives not working. 

Forty-three percent of wives employed full time spent over $4 on convenience 
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foods; 41 percent part time spent over $4; while only 32 percent unemployed 

spent over $4 on convenience foods. So, again, if we look to the statistics 

of the working wife and the way the statistics are slanting up, there is some 

pretty strong evidence that this is going to be a positive influence on the 

growth of the food industry. 

We also asked the consumers about frozen meat. I think that eventually 

we are going to see frozen meat in the U. S. as opposed to fresh, red meat. 

I understand all the problems associated with doing that but I still think 

we are going to see it. We asked those interviewed if they would consider 

purchasing competitively priced frozen poultry at the supermarket? Of 

course, you can do this now. We gave them an agree-disagree scale on 

whether they would consider purchasing competitively priced frozen beef 

and pork, as well as poultry. The results ran about as we expected. People 

would be less willing to buy pork than they would poultry, but probably more 

willing to buy beef. However, those statistics were higher than we expected. 

This, again, was a representative national sample. You might not agree 

with this, but 38 percent of the people said they would be willing to purchase 

competitively priced beef, 2 7 percent competitively priced pork. In summary, 

people are most willing to purchase frozen poultry, then beef, and then pork. 

I think we found from the study that we're heading into an era of 

the 70's where we have a new kind of consumer--a consumer who is more 

aware. For instance, there are 53 million people in the u. S. in school, 
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and by the end of the decade the number of people in the U. S. who are 

college graduates will increase from 8 to 16 percent. Therefore, we are 

going to have a more affluent, more articulate kind of consumer. The 

consumer is going to have more dollars to spend and will be more capable 

of making discriminating decisions or discriminating purchases in the 

market place . 

So, basically, what I'm saying here is that as we look at all this 

challenge of change, the message I would like to get across to you is 

that change is accelerating in the food industry. But one way of looking 

at this change is that it is also accelerating opportunity. If we anticipate 

it rather than react to it, it is going to be a different kind of market place 

in 1980 than it is now. For instance, in the last three months, there have 

been three chains with home delivered food service start up and two of 

them have gone bankrupt. There was one company on the coast that started 

up and went bankrupt in eleven days. Interestingly enough, the reason 

they claim they went bankrupt is that they got too much business; they 

couldn't handle all of the orders they had. They had a perishable program 

but they didn't think that people would order perishables over the phone 

since they want to squeeze the tomatoes. Well, that didn't happen; 21 

percent of their orders were for perishable products and they couldn't fill 

them because they didn't program their mix properly. They had a 3,000 

order backlog when they went under. As I say, this was a new indoor record. 
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A couple of other companies have tried this. There is a new 

community outside of Minneapolis where they have two-way communication 

wired into their TV set. Now, what's to stop some merchant from coming 

in and selling products over closed circuit TV? That might sound un

reasonable, but, I can order over it. He shows me the apples, and if I 

like the apples, I push the button and they go into my shopping cart. 

That sounds wild, but the technology is here. You can do it today, if you 

want to do it. For you manufacturers, what's that going to do to your new 

product development? What if the distribution system changes to that 

extent? Now, I'm not saying that it will, but there is some evidence that 

it might. One of the fastest growing forms of retailing in the U. S. is 

mail order. Remember the old Sears and Roebuck catalog you used to put 

out in the outhouse? All the jokes about the Sears and Roebuck catalog? 

Today, there are 100 full time operators that Sears employs at one location 

in Chicago to take mail orders from convenience oriented consumers. 

So, what I'm saying is that the market place is changing. I wish I 

could forecast what it is going to look like in 1980. I can't do this. I 

know it is going to change because the consumers are changing; they are 

changing in the way they live; they are changing in the way they buy; 

they are changing in their value systems; they are changing in their mix 

between away from home and at home kinds of purchasing; they are changing 
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in many other ways. And, I think, that what this means is that it is 

incumbent on you to look for new technology, new tools, new ways of 

doing things and this really involves sitting down and perhaps committing 

some time to planning. 

I would like to close with a story that has a moral. It seems that 

there was a Catholic priest, a Jewish rabbi, and a Protestant minister who 

decided that they were going to go fishing. So, they planned the day; they 

got their gear together; got into the car and drove down to the lake where 

they rented a boat. They had rowed out on the lake, thrown the anchor 

overboard, and started to get their poles out when they discovered that they 

had forgotten the bait. The Catholic priest said, "It's O.K., I'll get the 

bait• II 

He stepped over the side of the boat and walked across the water 

and went up to the shore, got the bait out of the car, came back to the 

bank, walked back across the water, got into the boat and nobody batted 

an eyelash. 

About noon, they decided it was time to eat but they discovered that 

they had forgotten their lunch. The Protestant minister said, "It's O.K., 

I'll get it." So he stepped over the side, walked across the water and 

got the lunch out of the car. Then, he walked back across the water, sat 

down in the boat and passed out the lunch. Nobody batted an eyelash. 
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Well, they began fishing again in the afternoon and the fishing 

was going great when they ran out of bait. The Jewish rabbi sat there 

and thought, "If I don't walk on water, they'll think I don't have any 

faith," so he said, "It's O.K., I'll get the bait." He stepped over the 

side of the boat and klunk, right to the bottom. The Catholic priest 

turned to the Protestant minister and said, "Do you think we should tell 

him where the rocks are?" 

And, I think, in a sense that is what I've been trying to do here-

tell you where the rocks are. 
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