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Introduction

Since their inception in 1984slotting fees have been a topic of some contsyver
Slotting fees are payments that are made by matuméas (suppliers) to retailers in order to
ensure shelf space for their products. In addiiothe grocery industry, slotting fees have also
been found in bookstores, drug stores, and red¢ordss(Foros, Kind, and Sand 2009). The
Federal Trade Commission (FTC) notes that a dishncan be made between shelf-space fees
paid for new products versus fees paid for contigygroducts, but claims that pay-to-stay fees
for continuing products are very rare (FTC 2003).its 2003 study based on interviews and
data from seven retailers, the FTC (2003) finds fitemuency of slotting fees ranges from 50
percent to 90 percent of all new grocery produtbatuctions. Israilevich (2004) reports that 85
percent of retailers use slotting fees. Despigedbcumented prevalence, however, empirical
analyses of slotting fees are somewhat rare, andeults are mixed. The rarity of empirical
results may be caused by the proprietary natunef@fmation and the potential for controversy.
The mixed results may arise from an important disaigient over the underlying rationale for
slotting fees. As the FTC (2003) explains, redeanx disagree on whether or not slotting fees
are consistent with competitive behavior by aidimg efficient allocation of shelf space, or if
instead they are anticompetitive.

Because slotting fees are almost always targekwgproducts, the fast growing organic
food sector would seem a likely candidate for sigtfees. According to the U.S. Department of
Agriculture’s Economic Research Service (USDA/ER®?), the number of new organic
products introduced in one year increased fromi@9®97 to 1,107 in 2007, with beverages,

prepared foods, and snacks leading the organiaptadtroductions in 2007. While no

! Sullivan (1997) presents some documentation fod #8# date for the introduction of slotting fees.
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empirical research yet exists that investigateistpfees in the organic sector, several news
sources briefly mention this topic. Some news cggiassociate organic products with a lack of
slotting fees, while others do not. For examplewit (2010) states that Trader Joe’s, a retailer
that carries organic products, does not chargérgjdees. Similarly, Davis (2008) reports that
the New York-based retailer Fairway Market carogganic products but does not charge
slotting fees. The trade publication Progressivecér (2008) reports that slotting fees are less
prevalent with “natural” retailers. On the othanl, other news sources discuss slotting fees in
relation to organic products. For example, WeldsBler (2004) notes slotting fees associated
with the brand, Honest Tea, a manufacturer of acg@a. Similarly, Peters (2005) discusses
slotting fees in association with organic retadgucts in general.

The purpose of this paper is to investigate tlewgence of slotting fees in organic
packaged and prepared products, and identify gteriathat influence the relative size of
slotting fees. Based on a 2009 survey of U.S. fetailers, we find that 31 percent of surveyed
retailers accept slotting fees for organic packam®tiprepared products. We find also find that
the magnitude of slotting fees for organic productative to their non-organic counterparts,
depends on a number of retailer characteristichjding among others the number of stores in
the retailer’s chain, a retailer’s total sales, #ralsize of its organic marketing budget. The
remainder of this paper discusses the survey metbgg and results, the econometric tools used
to analyze the survey data and the econometridtsedtirst, however, we provide some
background discussion on potential rationales [fitisg fees and how these rationales may or

may not pertain to the organic sector.
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Economic Rationale for Slotting Fees’ Presence arfsize

Previous research on slotting fees addresses twoigssaies: First, it addresses the
economic purpose of slotting fees and their thémaktationale; and second, it empirically
investigates how characteristics of a retailersttses, its suppliers and its products affect the
existence and magnitude of slotting fees. Tokmawledge, there is no academic literature that
specifically discusses slotting fees as they pegpecifically to organic retailers.

The theoretical rationale for slotting fees cardbded into two schools of thought.
Bloom, Gundlach and Cannon (2000), the FTC (2083, Foros, Kind and Sand (2009) provide
summaries of the two rationale®n one hand, slotting fees are thought to promibit@ency by
signaling or screening the risks and rewards aasamtiwith new products, thereby leading to
more efficient shelf space allocation (see, fomegie, Sudhir and Ra02006). One of the earliest
papers in this group, Sullivan (1997) argues tlatisg fees are part of competitive behavior
and occur when there is an increase in the sug@ypooduct but not a corresponding increase in
the sales. She develops a model where slottirgyefgeate retail demand for products with the
manufacturer supply of products, and supports beclasions by qualitative data. Devuyst
(2005, p. 14) develops a model showing that prgpebigned slotting fees “induce
manufacturers to reveal product demand distributifarmation and either to propose or not
propose new products” in a way that solves advestection problems. The efficiency rationale
suggests that slotting fees can be welfare enhgndm example of this rationale is Norwood
(2006), who argues that slotting fees are a meshato curb an excessive variety of products
that could actually decrease a consumer’s welfare.

One the other hand, Shaffer (2005), Foros and K2088), and Bloom, Gundlach and

Cannon (2000) suggest ways in which slotting feesaananifestation of retailer market power
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or some other anticompetitive practice. One pdgsiis that slotting fees are used as a means
of retailer-based non-linear pricing and price dimtation (Cannon and Bloom 1991).
Alternatively, it is possible that slotting fee® aompensation for higher wholesale prices and
“soft competition” among manufacturers (FTC 2008he FTC (2003) also suggests that
slotting fees can exclude small manufacturers faooessing retail shelf space.

Regarding the magnitude of slotting fees, Rao aatiiNR003, p. 250) argue that slotting
fees are higher when a retailer is uncertain atbeuperformance of the new product, when the
retailer is uncertain about whether or not the nf@sturer “will fulfill post-launch support
commitments.” They also argue that slotting femmpensate retailers for the costs of launching
a new product, which implies when the retailersming costs are high slotting fees tend to be
higher. The FTC (2003) states that slotting feeshagher when the difficulty or cost of
introducing a new product is higher. For examgletting fees are expected to be higher for
frozen and refrigerated products because, for thesgucts, “more limited and more costly”
(FTC 2003, page 53). Items that do not requireZireg or refrigeration and items that are
distributed through direct store delivery shouldédower slotting fees.

Translating the economic rationales for slottingsfénto similar rationales for slotting fee
magnitudes can yield mixed predictions. Kuksov Badgal (2007) argue that retail competition,
bargaining power, larger retailer fixed costs, iftetanarket share, operating costs, location,
retailer size and lower marginal costs of retail@ye a positive impact on slotting allowances.
Conversely, Foros and Kind (2008) argue that rxtailze, in fact, has a negative impact on
slotting allowances. Marx and Shaffer (2010) artina slotting fees are related to a retailer’s
bargaining power in a fairly complicated fashidfor example, a retailer with high bargaining

power has no need for slotting fees to get moreandmom suppliers. Marx and Shaffer (2010,
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p. 600) also state that “conditional on receivilggtsg allowances...retailers with low
bargaining power vis-a-vis their suppliers will deto negotiate roughly the same level of
slotting allowances as retailers with high bargagnpower, whereas retailers with moderate
bargaining power will be able to negotiate the kjtslotting allowances.”

Given competing rationales and implications fottslg fees, an empirical analysis of
slotting fees can hardly be expected to resolvatiues of why slotting fees may or not be
present, and why they may be large or small. Handahe empirical analyses mentioned above
do provide insight into retailer and manufacturehdvior. In this paper, we review previous
research in an attempt to link economic rationalgis empirical predictions on slotting-fee
behavior by U.S. food retailers concerning orggmaduct offerings. In Table 1, we summarize
the many economic rationales and their logical iogpions for slotting, and finally pose several
conditional hypotheses about organic product sigttees.

The first column in Table 1 lists the economicaatiles posed by previous literature,
classifying the rationales into two general typd8cient allocation of shelf space, and strategic
use of market power. For each of these geneiahides, the literature suggests specific reasons
for slotting fees:

(A.1) Signaling or screening for new product susceBhis reason would suggest that
retailers with little information on and limited iéity to research a new product’s potential
success would need to charge higher slotting feesrhpensate for this information
disadvantage. In this way, slotting fees can bedht of as the cost of screening.

(A.2) Solving the moral hazard problem of weak dasthch efforts by manufacturers.
Manufacturers may convince retailers that a newdycbintroduction will be supported with

strong marketing support. However, a moral hapaothlem exists if the manufacturer fails to
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follow through. Following this logic, slotting fee®mpensate retailers for potentially weak post-
launch efforts by the manufacturer. Retailers withted ability to prevent this behavior would
be expected to charge higher slotting fees.

(A.3) Covering high operating, inventory, or shalyicosts. This reason suggests that
new products that require higher with shelving sesbuld generate higher slotting fees. To the
extent that retailers have heterogeneous invemtodyshelving costs, it also suggests that
retailers with higher costs will charge higher shaj fees.

(B.4) Rationing shelf-space strategically. Like #treening/signaling rationale in (A.1),
this reason suggests that manufacturers with nméoennation and more confidence in their new
product’s success will pay higher slotting feesowdver, unlike (A.1), Marx and Shaffer (2010)
suggest that retailers might act strategicallyrtotitheir shelf space, thereby creating more
intense competition among manufacturers for sipelts. More intense completion leads to
higher slotting fees. In this case, strategic brdrao limit or ration shelf space, and the
potentially higher slotting fees associated witlt@én be an anticompetitive practice.

(B.5) Rent seeking by non-linear price discrimioatiThis reason can seem like a
straight forward use of market powers. Retaileith Wigher bargaining power relative to
manufacturers can use slotting fees as part obgovt pricing scheme. Retailers with more
bargaining power can charge higher slotting fddswever, there is a second line of thinking
that extends this logic further and generates amiailly opposite conclusion. Retailers with
extreme bargaining power relative to manufactures reasoning goes would have little need
for two-part pricing. These powerful retailers Wsimply extract more rent by forcing

concessions from the wholesale price.
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The second, third, and fourth columns in Tableptesent the authors’ attempt to
extrapolate from these five rationales to slottieg-behavior in organic products. For example,
food retailers have varying levels of experienceka@ng organic products. Those with a lot of
experience may have an easier time screeningriemaorganic product’s success. Therefore, it
would be a logical extension of reason A.1 to higpsize that retailers with more years of
experience marketing organic products would hasg heed for slotting fees if they in fact
compensate for screening costs. The same logiktragply to for retailers that carry more
organic items. Another example relates to ratieal, solving a moral hazard associated with
product launches. Retailers with a severe morzhitbproblem might be forced to budget more
own funds to support organic marketing efforts.nétg rationale A.2 could be extended to
hypothesize that retailers with higher organic neiig budgets will charge higher slotting fees.
In Table 1, we list and explain a wide number ohfievel factors that both potentially impact
slotting fees and are consistent with at leastafriee five economic rationales listed in the first
column.

While we will revisit these hypothesized factorghe econometric modeling section of
this paper, a few additional notes will help chatifie Table 1. First, some of the potential
factors identified in Table 1 are not unique to dihganic sector, while others are. For example,
because of decreasing returns across all operahohgust organic, the number of stores owned
or controlled by a retailer is thought to potemyialecrease operating costs and possibly lead to
lower slotting fees. One the other hand, a retaiumulative years of experience marketing
organic products, which could decrease productheasts in the organic sector, are naturally

specific to the organic sector.
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Second, several potential factors for organic isigttees appear linked to more than one
economic rationale category. Moreover, when aofadbes appear in multiple categories, it is
possible for the potential impact to be positivene case, and negative in another. An example
of this is the number of stores owned by a retai@n one hand, this factor could proxy lower
operating costs (due to scale efficiencies). Adicay to the efficiency rationale, lower costs
should be associated with lower slotting fees.edlatively, the number of stores could proxy
retailer power and the ability to price discrimmamong manufactures. With this rationale,
more stores could be associated with higher stptees. Because this and other examples lead
to conflicting predictions, any empirical result shle interpreted carefully.

A Survey of U.S. Food Retailers About Organic Praates

Because slotting fees are not generally disclosest empirical studies rely on surveys
of retailers or manufacturers. This study relirsacsurvey administered in 2009 aimed at
organic marketing and procurement by U.S. retail@wo of this study’s co-authors developed
a 45-question survey that asks food retailers gurestibout 2008 practices. Target survey
respondents were presidents or managers of congpaitlefood retail stores; however, only
those stores selling certified organic food prodwetre asked to fill out the survey. The survey
population was developed using two sources: (1iaqpmately 700 food retailers listed in the
Marketing Guidebook, which covers most of the foetiling industry (published by Trade
Dimensions/Nielsen and later acquired by Stagniealisl) and (2) a list of approximately 200
cooperative grocery stores provided by the Nati@wdperative Grocers Association
(http://www.cooperativegrocer.coop/index.html). eT$urvey was mailed to this population of

food retailers throughout the United States. A Wabed version of the survey was made

Page | 8



available as well. Individuals could choose to megpto the survey by filling out the paper
survey or by completing it on the Web.

A four-contact mailing was implemented in the stualyre-notification letter, a first
mailing of the survey, a reminder postcard, anith@a mailing of the survey. Based on the initial
contact update, 896 retailers were sent a survekepa As an incentive to complete the survey,
a $5 bill was included in the packet. In both the-potification letter and the first survey mailing
cover letter, survey recipients were also told théttey completed the survey, their name would
be entered in a random drawing for one of 10 Viftacgrds valued at $50. Near the end of the
implementation period, a follow up phone comporveas planned for a sample of 552 non-
respondents. Retailers that were described ascaibges were not included in the phone
component as their level of response was highertiiat of other retailers. The overall response
rate was 26 percent with grocery chains havinddhest response rate (19 percent) and
cooperative food stores having the highest respated38 percent).

Companies responding to the survey operated aage®f 37 stores (although the
median was 4 stores), with an average square fedtagndividual company stores) of 23,699.
In addition, the companies’ stores carried an ageed 2,231 organic food items (e.g., distinct
products, SKUs, or PLUs) in 2008 and 18,151 noraoigfood items. Of the respondents,
many were small companies with gross sales unden$llion (33 percent) or from $12 to $20
million (5 percent). Seventeen percent had salegdam $20 million to $50 million. Another 28
percent of companies had sales in the largest galgs categories over $50 million.

Although there is no data that can be used to esenpur respondent population directly
with all food retailers in the United States, a felaservations can be made. First, the median

average store square footage (Food Marketing iisti2008) in 2008 was 46,755, much higher

Page | 9



than the square footage reported by our respondaaading some evidence that perhaps our
respondent population is made up of smaller retaihpanies than the national average.

That said, contradictory information about the ©izéhe respondent population is
evident. While independent grocery companies (tlhnade 10 or fewer stores as defined by the
Progressive Grocer Marketing Guidebook) accouni&percent of all retail stores nationwide,
they account for only 11 percent of the total ssaeported by the respondents. (Note that we
defined independent grocery stores as under 12ssjdn our population, one percent of stores
were cooperative stores, and grocery chains aceddat 87 percent of the total stores reported
operated by the companies.

The survey contained a single question on slofeeg for organic packaged products.
Survey participants were asked to compare sloféag for organic packaged products against
their non-organic counterparts. Thus, the slotfeegquestion was framed relatively. The
intention behind this relative wording was to impgdhe frequency of question response. As
Rao and Mahi (2003) note, confidentiality and comérsy over slotting fees are legitimate
concerns, and can hamper the ability to collectulgeformation on slotting fees. The exact
wording is as follows: “In 2008, were slottingailances or similar payments for organic
packaged food items generally lower, equal to,igihdr than payments for similar non-organic
items?”

As a result of this wording, survey responseshanlassified in ordered categories: (i)
no slotting fees for organic products, (ii) orgasietting fees that are lower than non-organic
products, (iii) organic slotting fees equal to ranganic products, and (iv) organic slotting fees
higher than non-organic products. Of the 159 use@sponses to this survey question, 68.6

percent of retailers said they paid no organidisigtfees, 15.7 percent said organic slotting fees
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were lower, 10.1 percent said they were equal Gangercent said they were higher than non-
organic products.
An Econometric Model of Ordered Slotting Fee Respaes

Consider a latent variablg;, that might reflect the actual but unobserved wigto-
non-organic slotting fee ratio, the following limeaodel:

yi =XiB+¢i,
wherex is a vector of firm-specific attributes (and does include an intercept) amdndexes
individual firms (Cameron and Trivedi 2005). Acdirg to the ordering of the slotting fee
guestion, the observed varialylas defined as the following:
yi=j forj=1,23,0r4 if aj_; <y < a;,
whereap = —c0 andas = co. WhenF is the cdf fors,
Priy; = j] = Prlaj_1 <y; < a]
= Pr[a;_; <x{B + & <]
= F(a; — x{B) —F(aj_; — X}p)

Wheng follows a logistic distribution, the model is ardered logit. Ifx hasK regressors
excluding intercept terms, then a four-choice cgddogit ha¥K plus three parameters to
estimate. The sign of the parameterg oretermine whether or not a regress has a positive
negative impact on the latent variable. Altewel, one can calculate marginal effects based
on the derivative oF.

We describe and summarize the dependent variapésd independent variables, in
Table 3. Many of the variables from Table 3 hawsanterpart in Table 1. Hence, recovered
coefficients from an estimated model can providggint into economic rationale for organic

slotting fees:Numstores fits under rationales A.3 and B.2, and is expetddae negative if more
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stores equate economies of scale in inventory elvsiy costs, or a positive estimated
coefficient if it indicates increasing bargainingvger. Yrsorg fits with rationale A.1 and is
expected to be negative. Table 1 summarizes hesetand other variables listed in Table 3 can
be linked to economic rationales for (organic)tahgt fees.

In addition to variables based on the literaturgcdeed in Table 1, we include the
variablesShackorgpct, Packorgpct, andPlpct (retailer’s percent of organic sales from snack
products and packaged products and prevalencevat@tabel products respectively) in order to
further differentiate between types of stores. &@mple, our data does have dummy variables
for food retailers with 12 or more storésrc) and those with less than 12 storegl€p). These
dummy variables do not provide much informatiorstore format. Hence, percentage of
organic sales from snack, packaged, and overathigriabel products are added to help
differentiate store types. Finally, we also indutle variablelNumstoresyrsorg, which is a
variable that interacts the number of stores aleetawns with the number of years of
experience a retailer has with organic products.

Results

The econometric model from the previous sectios @stimated using the variables
described in Table 3. Table 4 presents the ordeggdestimation. In total, 11 of 14 regressors
are found to be significantly different from zettattae 90 percent level or betferA number of
these individually significant estimates are caesiswith the efficiency rationale, which
hypothesizes that slotting fees help signal orestfer successful products, solve moral hazard

problems associated with new product promotion,@wer shelving and operating costs.

2 The authors also used the same 14 regressorsnmesa logit where the dependent variable wassfoamed

from ordered levels of slotting fees to a binaryiatale, where a zero indicated that slotting feesaannot present (or
equal to zero) and a one indicated that slottileg fgreater than zero were present. All the estidnedefficients in
the logit model were the same sign as the ordegitlih Table 4. However, instead of ten, onlyeseof the
regressors are significant at the 90 percent lewvbktter.
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Results consistent with the efficiency rationaleunle the following: (i) a negative coefficient
associated with number of storesifistores) because economies of scale may lower inventory
or operating costs; (ii) a negative coefficienttbe number of organic itemergitems) carried
by a retailer because more experience with orgamaducts may help to lower screening costs
associated with new organic products; (iii) a pesitoefficient on a retailer’'s organic marketing
budget ¢rgbgt) because a higher budget may be compensatingefak wost-launch marketing
efforts by suppliers; (iv) a negative coefficiemt @ retailer’s frequency of out of stock organic
products ¢os) because shelf vacancies may indicate succesd@d by organic products; (v) a
positive coefficient on the retailer being and ipeledent retaileriidep) because smaller retailer
chains may incur higher distribution and inventoogts, on average; and (vi) a negative
coefficient on the ease of finding shelf spacedigranic itemsdhelfeasy) because greater ease is
akin to lower costs for new organic products. Heevesimilar rationales and arguments would
have implied that estimated coefficients for twhestvariables, the number of years of
experience marketing organic produgtssgrg) and the percentage of suppliers with direct
supply percentdirect), would be negative. The coefficient fgwsorg is in fact negative, but not
significant. However, the coefficient fpercentdirect is positive and significarit.

On the other hand, some other individually siguaifit estimates are consistent with the
market power/strategic behavior rationale. A pesitoefficient orpercentdirect can indicate
that suppliers are better able to pay slotting.feepositive coefficient on the retailer’s sales,

Insalesm, can indicate that high volume, high sales retaihenge a stronger better ability to price

% The positive association between slotting feespenckntdirect is inconsistent with findings in the FTC (2003)
report. However, Foros, Kind, and Sand (20093@néan interesting discussion related to direlitely. These
authors say that perishable goods, where slotag &re less perishable, are commonly distribugetirbct store
delivery.
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discriminate. The negative coefficient fmimstores, the negative coefficient aos, and the
positive coefficient omndep are inconsistent with the market power/strategitdvior rationale.

The interaction variableumstoresyrsorg, is found to be positive and significant. This
indicates that while per-unit inventory costs gevdas number of stores goes up (as suggested
by the negative coefficient faumstores), the decrease in costs moderates as the amount of
experience marketing organic products increaséss may suggest that the inventory cost
savings due to a high number of stores is noteatdor firms with many years of experience
with organic products.
Conclusions

We find that slotting fees are present in the oigéood retailing sector with 31 percent
of survey responders reporting the presence dirgiofees for organic products. While lower
than percentages found by the FTC (2003) for aans#ly studied group of five non-organic
products, this percentage represents a subdteinéiage in the conventional thinking regarding
organic products and slotting fees. This findiaghe directly from a new survey of U.S. food
retailers. To induce responses to a survey guesticorganic slotting fees, retailers were asked
how slotting fees on organic products comparediveldo their non-organic counterparts. The
relative nature and structure this survey questiea allows us to investigate how firm attributes
might be linked to both the rationale for slottiiegs and the relative magnitude of slotting fees.
Literature on slotting fees provides convincinguangnts for two rationales, one focused on the
role slotting fees play in establishing an efficiahocation of shelf space for new products and
the other focused on how slotting fees can be sgategically to price discriminate or otherwise
increase rents to parties with more bargaining po@ar study finds that certain retailer

characteristics are related to the relative magdamitf slotting fees in the organic sector, and in
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many ways our results are generally consistent thigge economic rationales for slotting fees.
An ordered logit regression of the relative magtatof slotting fees on retailer characteristics
yields coefficient estimates that are mostly cdesiswith the economic efficiency rationale,
with a few estimates being consistent with the reepgower/strategic behavior rationale.

Our results suggest that, while the efficiencyaraie is more prevalent, the efficiency
and market power/strategic behavior rationalesyatenecessarily mutually exclusive. Foros,
Kind and Sand (2009, p. 266) note, however, thatwo rationales — one anticompetitive and
one efficiency-based — may “certainly coexist.’déed, our results suggest that both rationales
cam be supported by our survey data. For exarti@anagnitude of a retailer’s total sales,
which could reflect increased bargaining powepasitively associated with the relative
magnitude of slotting fees. However, we also timat the number of stores in a retail chain,
which could indicate either increased bargaininggroor lower average operating and inventory
costs, is negatively associated with the relatiegmitude of slotting fees. Thus, we conclude
that both rationales are at work in our data.

Based on our results, manufacturers of organicymsdcan expect to pay slotting fees if
certain retailer characteristics, such as thelegtheing an independent retailer or having a high
organic marketing budget, are present. Manufaguray be able to avoid paying organic
slotting fees if other retailer characteristicg;tsas a high frequency of out of stock items or a
high number of organic items, are present. Refildso, may gain insight into whether their

competitors are likely to pay slotting fees. .
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Table 1: Summary of Economic Rationales for Orgard Slotting Fees and Empirical

Predictions

Economic Rationale and
Literature examples

Potential Factor for Organic Slotting
Fees

Potential
Impact
on
Slotting
Fees

Explanations

A. Efficient allocation of
shelf space

A.1 Signaling or
screening for product
success

Devuyst (2005)
Sudhir and Rao (2006)
FTC (2003)

Years of experience with organic
products Yrsorg)

No. of organic items carried by retaile]
(Orgitems)

Retailer’s frequency of organic out of
stock items QOS)

=

Retailers with more experience
with organic products may be
better able to screen products thg
retailers with less experience.

A higher number of organic items,
may indicate a stronger organic
marketing presence and more
experience with organic.

A product being out of stock is an
indication of high demand for the
product, which is an indication of
success of the product.

A. 2 Solving moral hazard | Retailer’'s organic marketing budget + A higher organic marketing budge

problem of weak post- (Orghbagt) may indicate weak post-launch

launch effort by efforts by a manufacturer.

manufacturers

Sudhir and Rao (2006)

Rao and Mahi (2003)

A. 3 Covering high No. of organic items carried by retailer — A higher number of organic items

operating, inventory, or (Orgitems) may indicate more experience wif

shelving costs organic products, which may imply
lower product search costs.

Rao and Mahi (2003)

FTC (2003) Years of experience with organic - See previous

Kuksov and Pazgal (2007)products Yrsorg)

Percent suppliers delivering direct - Direct delivery implies lower

(Percentdirect) costs.

Ease of finding shelf spacghglfeasy) - If finding shelf space is easy, the
costs for adding new items will be
lower.

Number of stores owned by retailer - More stores controlled by a retailer

(Numstores) can decrease average costs (due
scale efficiencies)

Type of retail storeGroc or Indep) + or — | Different types of stores may incu

different costs — for example, small

cooperatives may have higher
costs.
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B. Strategic use of
market power

B.1 Shelf-space rationing
strategy

Marx and Shaffer (2010)
Sullivan (1997)

Bloom, Gundlach and
Cannon (2000)
Norwood (2006)

Sudhir and Rao (2006)

Retailer’s frequency of organic out of
stock items QOS)

A higher frequency of out of stock
items can imply that shelf space
was not strategically rationed

B. 2 Non-linear price-
discrimination by retailers

Cannon and Bloom (1991
Marx and Shaffer (2010)
Bloom, Gundlach and
Cannon (2000)

Kuksov and Pazgal (20071

)

~

Number of stores owned by retailer
(Numbstores)

Retailer’s total saled fisalesm)

Type of retail storeGroc or Indep)

Percent suppliers delivering direct
(Percentdirect)

+ or —

A large number of stores may
indicate high bargaining power.

High sales may indicate high
bargaining power.

The type of retailer may indicate
the amount of bargaining power -
for example, small, independent
retailers may have less bargainin
power than larger retailers

Direct delivery may indicate that

the supplier is in a good position

and therefore has a higher ability
pay slotting fees
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Table 2: Survey Responses by Retailer Type

Number of % of
Responses Responses

Conventional mass market 1 0.5%
Cooperative stores 74 35.7%
Independent grocery (12 or fewer storesy8 37.7 %
Grocery chain (over 12 stores) 54 26.1 %
All Cases 207 100.0 %
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Table 3: Variables Used to Estimate the Ordered Lay

Variable Name Definition Useableviean Std. Dev} Min | Max
Obs.

Slotfee_order | 1=no organic slotting fees; 2159 1.53 0.89 1 4

(Vi) = |ess than, 3 = same as, 4%
greater than non-organic fees

Numstores Number of stores operated 201 37.00 .5685| 1 2500

Yrsorg Years the retailer has sold | 180 16.30 11.94 1 39
organic products

Packorgpct % of total organic sales in| 155 17.60 15.36 0 70
the packaged and prepared
foods category

Snackorgpct % of total organic sales in| 154 7.18 8.41 0 75
the snack food category

Orgitems Average number of organi¢ 148 2362.84| 3203.20 5 20000
food items sold in 2008

Percentdirect % of organic sales through 175 16.81 22.312 0 100
suppliers delivering direct tq
store

Shelfeasy 1 if retailer says it was fairlyl89 .6085 0.49 0 1
simple to provide shelf space
for new organic products

00s 1 if retailer had significant | 186 24 0.43 0 1
out-of-stocks for at least one
organic product

Orgbgt % of retailer’'s promotional | 165 17.43 27.22 0 100
and marketing budget
allocated to organic products
in 2008

Plpct % of retailer’s total gross | 164 6.00 15.11 0 90
organic sales accounted for
by private label products

Lnsalesm log of total sales (in 196 3.69 1.81 1.799.18
millions)*

Groc 1 if a retailer is classified as 207 .2608696 .4401734( 0 1
a grocery chain with 12 or
more stores

Indep 1 if a retailer is classified as 207 0.38 49 0 1
independent (< 12 stores)

Numstoresyrsorg interaction terms

Note:

* For total sales, we used data directly from tharkéting Guidebook (published by Trade
Dimensions/Nielsen Nielsen) when possible. Whe itiformation was unavailable, we used
the midpoint of the following total sales categerieom the survey: Under $12 million, $12 -

$20 million, $20 - $50 million, $50 - $100 millio100 - $500 million, and over $500 million.
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Table 4: Ordered Logit Results

Variable Coefficient | z-stat
Estimate

numstores -0.0125029 -2.4**

yrsorg -0.0831676 -1.23

numstoresyrsorg0.0016984 | 2.94***

packorgpct -0.0326986 -1.76*

shackorgpct 0.1766634  2.85***

orgitems -0.0002988 -2.19**

percentdirect 0.0305176  2.59***

shelfeasy -0.9900334 -1.65*

00S -1.93427 -2.44**

orgbgt 0.0596174| 3.34***

plpct 0.0201615| 1.16

Insalesm 0.4393049 1.74*

groc 1.151626 0.76

indep 3.255888 2.61%**

al 4.283138

a2 5.922086

a3 7.320215

Number of 103

Observations

Pseudo R2 0.2984

Notes: * indicates significance at 10%; ** indicatggnificance at 5%; *** indicates

significance at 1%
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