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FOOD RETAILINGIN THE FUTURE

by
William J. Vastine

Extension Economist-Marketing,Food Distribution
Texas A&M University

and
Lewis F. Norwood, Jr., Leader

Food Distribution Programs, Extension Service

United States Department of Agriculture

The authors discuss the major
challenges facing food retailers in the
coming years.

In this bicentennial year, we are
reminded of our proud heritage. Histor-
ically, the challenges of changing social,
economic, and political conditions have
been met. The food industry has been
deeply involved in shaping the Nation’s
future from the days of the Boston Tea
Party to recent grain sales to Russia,
and its future importance will increase.
Retailers, both chain and independent,
will likely continue to influence--as
well as be influenced by--these rapidly
changing conditions. What factors will
affect the future of the food system?
Can the independent meet the challenges?

The Food System Concept
and Food Retailing

Retailers are the final link between
the food system and consumers but they
depend on a complex system to support
them. This system includes agricultural
supply and service industries, producers,
processors, transportation,and whole-
saling. Each plays an integral role in
making the system work effectively. There
has been talk of the need for a total sys-
tems approach to problem solving but the
rhetoric has exceeded actions.

Opportunities for imprwed productivity
and efficiency through coordination of
the various parts of the system are ob-
vious, and current conditions make this
timely concept even more important.
Recognizing the need for such a systems
concept, the authors have focused most
of their attention on food retailing as
a part of the system.

Uncertainty of General Economy
and Food Prices--A Concern

Economic uncertainty is of great
concern in the U.S. today. Current and
projected unemployment have received the
public’s attention. In addition, there
is now a realization that double digit
inflation is possible with high employ-
ment. The limited present fuel supply
will be more costly to everyone as oil
producing Nations utilize their market
power and as the cost of producing
energy in U.S. races to keep up with the
need. The “Third World’s” efforts to
upgrade their level of living by utilizing
their bargaining power for other scarce
commodities will further add to the input
cost of agriculture and industry. This
will make inflation a continuing threat
and the erosion of real expendable income
and standard of living of U.S. consumers
a serious possibility. This has led to
the consumer-government-laborchallenge
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of industrial leadership in this Nation.
Special attention has been given to the
food industry encouraging it (retail
food) to examine every facet of its opera-
tion to see where productivity improve-
ments can be made.

Food prices are a special concern
because of the relative importance of food
costs to the normal household budget and
because of the frequency of purchase.
During the past three years, food prices
have increased about 40 percent. Even
though the prospects for 1976 are more
optimistic from a consumer’s view, many
producers are caught in one of the worst
cost-price squeezes of recent years.
This situation could cause serious adjust-
ment problems in the future.

What caused prices to increase so
rapidly? The oversupply situation which
characterized most of the 1950’s and
1960’s resulted in relatively cheap food.
During this period of time, critics of
food policies urged elimination of costly
reserves and subsidies with a return to a
“free market” system. Such a shift in
policy resulted in elimination of most
reserves and worldwide bad weather coupled
with expanded foreign and domestic demand
stimulated price advances. General in-
flation fanned the flames, and fluctuating,
but higher, prices became the rule not
the exception.

Additional uncertainty has been in-
jected by the question: Does everyone
have a “right” to food? Some say “yes”
even if it means nationalizing the food
industry. For example, it is hard to
serve the needs of many in the ghetto
and in rural isolated communities. A
recent experiment of gcrvernment-sponsored
food stores in the inner city has received
attention. The questions surrounding the
desirable food system for serving the dif-
ficult to reach areas have an impact on
the political-social-economicsystem.

Food Retailing Productivity and
Efficiency Can be Increased

It is fortunate that numerous
technological developments are in various
stages of implementation. They will
improve productivity, especially if
industry receives the cooperation of
labor, government, and consumers.
Probably the most significant of these
technological changes will be universal
product code and optical scanning which
are being proclaimed as the revolution
at the checkout counter. Central pro-
cessing, especially of meat, has also
been technically sound for a decade.
With pressure from regulatory groups for
improved sanitation and with demands of
labor and consumers for lower food
prices, central processing could become
even more economically feasible.

The food retailing link in the sys-
tems concept will be considered in three
segments: (1) issue related to supply-
ing stores; (2) increasing store level
productivity; and (3) external forces
affecting food retailers.

Supplying Retail Stores

A new discipline, plus several new
methods of combining logistics with
merchandising at retail, and recent
research could provide the forces for
greater productivity in supplying re-
tail stores.

PDM Discipline: The new discipline of
physical distribution management (PDM)
was initiated by availability of the
computer in the 1960’s. It is concerned
with economic evaluation of related
activities which had not been coordinated
before--with an allowance for tradeoffs
of factors enabling the finding of the
best possible service at the lowest
possible costs. Such activities as
scheduling and receipt of merchandise,
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warehouse activity, transport to stores,
and management of inventory are included
in the PDM package. The inventory manage-
ment element is most significant as it
analyzes orders to establish guidelines
for buyers and takes into account interest,
transport costs, storage costs, damage,
and physical obsolescence.

The PDM system makes all concerned
aware of the conditions which exist in
each area of cost and services. The sys-
tem also provides an opportunity for
evaluating economic tradeoffs among distri-
bution, merchandising, and operations.
Studies are needed to develop ideas and to
determine how this new discipline can
best be utilized to achieve the produc-
tivity goals of the retail food industry.

Savings from Consolidated Loads: A yet
unpublished ARS-USDA study of improved
distribution procedures through con-
solidating loads indicates that combined
delivery systems can result in 80 percent
fewer deliveries to supply the needs of
an average retail food store. This study
points out future research needs as being:
(1) improved facilities for assembling
and handling combined deliveries; (2)
improved methods for delivering to and
handling foods at small food stores in
urban and rural areas; and (3) improved
methods, handling, and equipment in the
wholesaling and retailing areas of food
distribution. As vendors assess the cost
of delivery with higher energy costs, they
may eliminate much of the existing store
door delivery and force consolidation.

Increasing Store
Level Productivity

Productivity can be used in regard
to many things. Naturally, one thinks of
labor productivity but managerial produc-
tivity should be considered along with
productive use of capital and energy.
Improvements may run the gamut from new
store concepts to work methods.

Limited Assortment Food Stores: The
hypermarket, warehouse-type supermarket,
and super stores have all introduced a
wide variety of methods for moving
products with less manpower. Large
wire baskets with shelves full of high
volume items, called pallet-trainers,
are being used by Jewell Food Stores.
A forklift truck scoops up a pallet-
trainer in a store room and places it
in a special steel rack in the display
area, thus eliminating the store shelf
stocking of these items. Reloading of
milk in display cases is another labor
saving innovation with milk cartons
which have been stocked on carts being
moved directly into the dairy display
case.

Pathmark’s new experimental store
is also giving special attention to
improved handling procedures. The new
unit displays merchandise in cut cases
on inexpensive shelving. The store has
two perimeter aisles and a wide center
aisle running front to rear. The product
moves off the truck in the front door
and onto the shelves.

Much of the experimentation in
logistics retailing has been stimulated
by the European productivity sensation--
the Limited Assortment Discount Food
Store. Since many European countries
were hit sooner and more dramatically by
inflation than the U.S. this 400-1,000
item retail food store with 36 inventory
turns, a 3.5 percent payroll expense,
and a 9 percent total operating expense,
is attracting the attention of food
retailers worldwide. Limited-item stores
have been impressive with their increase
in share of market and in competition
with other types of retail stores. The
key to success is the high rate of
productivity obtained by utilizing ad-
vanced handling and merchandising tech-
niques. Price marking is done at the
warehouse or not at all. Merchandise
is containerized-palletizedwith shrink
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wrap, in wire baskets, and is fork-lifted
into display position on the sales floor.

With true labor expense at the retail
level representing about 65 percent of
total store expenses and with new contracts
resulting in further increases in wages,
ways must be found to increase produc-
tivity. Labor scheduling to needs,
effectively utilizing part-time employees,
night-stocking,and other procedures must
be utilized. Probably the greatest
breakthrough will be the development of
the limited-itemsstore.

The new physical distribution
management discipline, the USDA recommenda-
tions for consolidating loads, and the
new experimentationin limited-itemdis-
counting will challenge researchers and
operators to develop optimum procedures
for determining order size; frequency
and time of delivery; type of receiving
facility and equipment; size of receiving
area, if any; store aisle and door width;
pricing and display procedures; and
methods of checking deliveries.

Electronic Front-End Systems Should Help:
The electronic cash register (ECR),when
upgraded to universal product code scan-
ning, will produce hard savings and in-
crease checkout productivity. The soft
savings are likely to be even greater.
For example, in-store merchandising will
be less of an art and more of a science.
The data the ECR will generate should
provide timely, accurate, and meaningful
information for handling such problems
as in-store department, commodity group,
and individual product location; inven-
tory and shrinkage management; selection
and space allocation; advertising and
promotion effectiveness; improved work
methods and work scheduling for in-
creased productivity; and item, commodity,
and department profitability. Consider-
able study is needed to include the in-
put of the decision-makers into the UPC-
ECR system and to ascertain how the

benefits of the system can best be com-
municated to investors, employees and
their unions, and to consumers and their
government spokesmen.

$5 Billion Loss of Food in Marketing:
The electronic cash register and the tie-
in scales will increase throughput at
the check stand and will also provide
data for measuring productivity of the
perishable operations, especially prod-
uce and meat. Given the facts generated
by the ECR, decisionmakers should be
able to evaluate the cost of living with
the “old produce man” and “butcher
syndromes.” With conservative estimates
of yearly losses of $5 billion for
agricultural products beyond the farm
fence and a sizable chunck of this tak-
ing place at retail stores, it certainly
challenges retailers and their supporting
research and development colleagues to
look objectively at the operations
responsible for these losses.

Centralization of operations with
processing, packaging, product identi-
fication, pricing, and backroom storage
being moved to central points should be
carefully studied for its long-run
productivity and profit potential. Pre-
vious studies have shown that central-
ization contributes to increased labor
efficiency, better use of machines and
facilities,more effective merchandising,
improved inventory management, improved
quality and safety of product, and greater
delivery efficiency for the retail food
store operation.

Need for Flexible Food Stores: If, as
projected, economic instabilitywill be
the norm and if continuing changes in
social and cultural values along with
shifts in population happen, it will
then be necessary for food firms to
become much more flexible--if they are
to cope with these changing conditions.
This could mean that retail food firms
will no longer be a one-type store

Journal of Food Distribution Research June 77/page 13



operation but will offer many types--
convenience, limited-item,supermarkets
superstore, or warehouse discount--
depending on the findings of market
studies as to the wants and needs of con-
sumers in selected market areas. Few
firms will be able to afford the luxury
of providing products and services not
wanted by their customers. In addition,
there must be flexibility so stores can
be expanded or contracted according to
the changes in the market for its prod-
ucts and services. This is especially
important for the larger store operations
where alternatives for utilizing the
facilities is often limited when demands
for its original products and services
decline. Research for the development
of a flexibile-typestore to meet chang-
ing market needs should be coupled with
developing procedures for market analysis
to improve site location practices and
changes in store image as perceived by
consumers. The combination of high land
prices, increased construction costs,
and the unavailability of long-term
financing, further strengthens the need
for studying retail store financing
flexibility.

External Forces Affecting Retailers

Margin expansion resulting in in-
creases in food prices and the ageless
questions about profits is expected to
result in tough challenges of food re-
tailers by government, consumer, and
labor groups. Three factors account for
71 percent of the total marketing costs--
labor 51 percent, packaging 12 percent,
and transportation8 percent. Upward
pressure on the costs of each will
likely increase marketing costs even if
the rate of increase is slowed from the
past three years.

Government Intervention: The FTC
(The Federal Trade Commission),with its
industrywide investigation into retail
food prices, will zero in on market

concentration and the relationship of
store price levels. Congress, through
its JEC (Joint Economic Committee) will
also be investigating pricing practices
at the retail store level. In addition
to price investigations,the so-called
“regulatorywonderland” with FDA (Food
and Drug Administration), OSHA (Occupa-
tional Safety and Health Act), FEA
(Federal Energy Administration), EPA
(EnvironmentalProtectionAgency), and
the ICC (InterstateCommerce Connnission)
all have their regulations and guidelines
which must be interpreted and imple-
mented by food distributors. Social
costs and benefits of such regulations
need to be documented. For example,
small companies appear to be at a
serious competitive disadvantage because
of time and expertise required to comply
with various rules.

The top corporation officers of
food firms were further convinced of
their need to effectively cope with
government by the Supreme Court ruling
that company executives can be held
personally accountable including fines
and jail for violations of Federal food
regulations by their firms. With the
FDA in the process of finalizingmodel
ordinances for supermarkets, this ruling
by the Supreme Court could have even
greater meaning.

Consumerism: The problem of consumer
concern relative to the price-safety-
value of the products they buy, espec-
ially food, has been exaggerated by the
recent inflation-unemploymentsituation
and by projected concerns about similar
situations in the period ahead. Con-
sumers are very edgy and unhappy about
the present and appear to be quite
nervous about the future. They are
looking for a way to achieve legal
power to neutralize the political muscle
of agriculture, labor, and business.
Leaders in the consumer movement see an
answer to their problem in an Agency for
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Consumer Advocacy. Whether such an
agency will ever be created is question-
able, but there is no question that con-
sumerism and consumer legislative initia-
tive will continue. Food retailers along
with others in the food system will be
influenced by the consumer movement’s
attitudes and legislation they support.

Labor’s Role: With labor continuing to
influence the U.S. Congress by its
political action program, retailers can
expect new bills such as national health
insurance that will add millions of
dollars in labor costs to the industry.
Labor cost now represents about 65 per-
cent of total operating expenses for
most retail food stores. If prices are
to be controlled, methods must be found
for achieving improved productivity in
food stores. Labor and consumer opposi-
tion to such technological changes such
as the electronic checkout and central-
ized meat must be overcome.

Food Stamps: The rapid growth of food
assistance programs such as food stamps,
school lunch, and programs for the
elderly has become a source of concern to
many. Elimination or major reductions in
the program have been proposed. Program
expansion has also been proposed. About
80 percent of the 1976 USDA budget will
be allocated to food assistance and
nutrition programs.

Many food retailers would be severely
jeopardized if food stamps were eliminated
or if in-store administration costs were
increased by further regulations. Fund-
ing for basic food production research
has not keptpace with the need, and fund-
ing for marketing and distribution
research has been seriously limited for
years. As taxpayers, food industry
representatives have the right to expect
public support for industrywide research
to improve marketing and distribution
productivity and efficiency. The poten-
tial benefits to society would justify

the industry’s active support and would
demonstrate a positive attitude.

Food Politics: As competition for the
world’s resources has expanded, the U.S.
has discovered that food-may be its
greatest comparative advantage. No
longer is the politics of food left
with the USDA. Food has been used in
diplomatic efforts such as trade for
strategic materials including oil. This
adds to the likelihood that prices will
be more volatile and difficult to
predict.

A major question is the U.S. role
in feeding the rest of the world. With
food production just barely keeping
pace with population in the developing
countries, who will supply the future
needs? Under what conditions? Most
of the researchers indicate we can
survive for another 25-4b years, but we
had better face these problems now or
the result may be disastrous.

Factual Approach Needed: There is a
great need for facts as it relates to
the cost-benefits to society of govern-
ment regulations, consumer legislation,
and the adoption of new technology. Not
only is there a need for establishing
procedures of operations related to
the food system, but there is a need
by the industry decisionmakers to
analyze these facts through research
to determine where changes can most
economically be made. There is a need
for openness relative to operating
figures of the industry so employees,
consumers, and legislators are better
informed about the cost-benefits.
Additional studies are also needed to
develop and prepare factual information
for use by those who influence and create
public opinion as well as those who
pass and enforce the legislation.
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Meeting the Challenges

The issues defined in the previous
sections are an incomplete list; but
hopefully, the major ones are included.
Although this may seem pessimistic, it
is not intended to be. The world is more
complex. The skills required to meet
the challenges have been increased, but
there are several basic approaches to
coping with the challenges which will
endure.

It must first be recognized that the
independent retailer is alive and well.
Independents still account for about 75
percent of the stores and 49 percent of
sales compared to 12 percent of stores
and 47 percent of sales for chains with
the remainder going to convenience
stores according to Progressive Grocer’s
43rd Annual Report of the Grocery Indus-
try. The independent can grow and
prosper in the future by meeting the
challenges head on. This can be done
by:

1. Self education and involvement.
Many chains have staffs to monitor events
that will impact on them. Independents
can keep abreast of local conditions and
actively participate in the political
process.

2. Internal and external trainin~.
People are the key to food retailing.
Some training can only be done on the
job, but others may come from the out-
side. People will demand an opportunity
to develop themselves as an employee as
well as a person. The benefits are
mutua1.

3. Support research. New technology
and improvements in existing technology
must be stressed. Practical uses of
computers and creative approaches to
management are among the many alterna-
tives.

4. Keep organized. It is impractical
to be totally independent. By actively
participating in organizations such as
NARGUS and state and local associations,
the independent’svoice is magnified
many times.

5. Communicate. Begin with own
employees. Help them understand the
facts of the food industry so they
speak with accuracy at the bowling alley,
church social, or wherever they discuss
the industry. Share ideas with com-
munity also. Service clubs, local
classes, food editors, and local radio
may be excellent sources. But, be
carefully prepared, honest, and always
in control to avoid any potential
negative results.

Summary

The prospects for the food retailing
industry for the period ahead to 1985
will be closely related to the economy
of the U.S. and the world and to energy
and agricultural decisions which indus-
try representatives have limited, if
any, control over. The food industry
does, however, have considerable control
over their individual operations and
the system that supplies them. To cope
with the uncertainty of the economy, it
is essential that food retailers give
priority to researching the issues and
determining adequate alternatives and
acceptable solutions for improving
productivity in their store supply sys-
tem, in their individual store opera-
tions, and also with external forces--
especially those created by consumers,
labor, and government. If problems are
opportunities, the retail food industry
has a chance to make it big by 1985.
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