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THE EFFECTOF NO REPRICINGPOLICIES
ON NEW JERSEYSUPERMARKETPRICING

PRACTICESAND COSTS
by

Farrell E. Jensen and - “ - “ ~ – - ~l?’rederickA. Perkins

The authors utilized the model
store and questionnaire approach to
determine the effects of a no re-
pricing policy.

The reaction of consumers to rapid-
ly escalating food prices and frequent
price changes occurring in the fall of
1974 provided the impetus for many New
Jersey supermarkets to initiate no re-
pricing programs on a voluntary basis.
From the outset the industry was aware
that this policy necessitated changes
in operational procedures for handling
and pricing merchandise. However,
little knowledge as to the exact effect
of these programs on supermarket costs
and profits was known. The purpose of
this study was to define the impact of
no repricing programs on supermarket
cost and price structures.

RESEARCH PROCEDURE

Contact was made with a number of
supermarket chains to identify those
areas of the supermarket operation which
were affected by a no repricing policy.
From these discussions, the grocery,
dairy, frozen, and health and beauty aid
departments were determined to be those
significantly affected.

Individual functions in moving mer-
chandise from the store backroom through
the checkout stand were examined for
these departments. Other functions in-
cluding administrative and overhead
services that were affected by the no
repricing policy were also considered.

Since no repricing was hypothesized
to have an effect upon pricing strategy,
this area of concern was a significant
part of the study. Major elements con-
sidered were gross margin targets, actual
gross margins, and shrinkage.

Questionnaire

A questionnaire was developed and
mailed to nine representative supermarket
companies in New Jersey. Six of the nine
companies representing over 50 percent of
New ..lerseyfoocisales returned completed
questionnaires. The input data used
relied to a large extent upon industrial
engineering time and motion studies for
the labor coefficients to perform the
specific functions affected by the policy.
Other cost and price information was ob–
tained from financial records of the actual
operating results of the cooperating food
chains.

Time Period Represented by Data

The data was collected for two dif-
ferent periods. The first was the four
week period in the fall of 1974 immedi-
ately preceding the widespread adoption
of the no repricing policy. This data
provided a benchmark to measure changes
due to no repricing. The second period
included the period from January 5, 1975
through February 1, 1975 when a large
number of price increases occurred.

Model Store

A model store was developed to test
the effect of a no repricing policy on a
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typical store operation (Table 1). In-
f~~tion from the questionnaire was
used as input data. Since the study
was concerned with the change in costs
due to no repricing, tonnage for the
two periods was held at the period 1
level. Increasing tonnage would have
required an adjustment factor to pro-
vide figures on a comparable basis be-
tween periods. With increasing tonnage,
costs would have increased to handle
the additional volume. Sales figures
for all departments increased from per-
iod 1 to period 2 due to higher prices.

The average hourly wage rate for
in-store non-supervisory personnel
ranged from $4.33 in the dairy depart-
ment to $3.88 in health and beauty aids.
Fringe benefits paralleled the wage
rates and ranged from $1.06 to $1.17 per
hour. Fringe benefits were included as
a component of labor costs.

Compensation for in-store super-
visory and administrative personnel
ranged from a high of $311 per week in
the &iry department to a low of $288
in groceries. Fringe benefits ranged
from .$77to $79 per week. Checkout
stand operators were compensated at the
rate of $3.59 per hour with fringe bene-
fits valued at $.99 per hour. For
easier comparison between periods, the
hourly and weekly compensation figures
were maintained at these levels. In-
troducing changes in the level of these
figures would have added unnecessary
complications in determining the net
effect of the no repricing policy.

EFFECT OF NO REPRICING POLICY ON COSTS

Merchandise Handling Costs

The function time coefficients and
the wage and salary calculations were
used to obtain the merchandise handling
costs shown in Table 2. The functions,
as outlined, represent the physical

handling of merchandise. Only the changes
in costs between time periods are shown
as the absolute level of the costs is in-
cidental to the study. All functions in-

volved from transporting, spotting in the
aisles, opening cases, pricing, rotating,
levelling and blocking were included.
The costs for performing the total of
these functions are called merchandise
handling costs in this report.

The grocery department was most
affected by the program with merchandise
handling costs increasing by $343. With
tonnage constant at period 1 level, this
increase in costs is due to the actual
increase in manhours necessary to perform
all of these functions. Additional costs
of $143 were associated with opening the
case> cutting the case, searching for
price, preparin.; the price stamp and
price marking r~rchandise on the selling
floor. The re:;son for the increase in
costs is the additional time necessary to
check and verify prices for merchandise.
Each of the percentages represent that
cost:as a percentage of the sales of the
department.

Special note should be made of the
differences in functions 5 and 6. Per-
iod 2 is represented by function 5 which
omits the changing of prices of shelf
inventory which was included in function 6
as it corresponds with period 1. The
difference between the functions of $200
represents the increase in costs caused

by additional time needed to rotate the
shelves and put the lowest priced items
to the front. The additional cost of $19
for levelling and blocking was minimal.
In percentage terms the increase in costs
of $343 represented 0.36 percent of the
sales of the grocery department.

Other departments affected were dairy,
with an increase of $44 per week, frozen
with a $39 decrease and health and beauty
aids with a $31 decrease. The net change
in merchandise handling costs for all
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Table 1. Description of Model Store

Departments
Health &
Beauty

Description Unit Grocery Dairy Frozen Aids Total

Weekly salesa

Period 1
Period 2

Compensation for in-
store non-supervisory
personnel

Wage rate per hour
Fringe benefits per

hour

Compensation for in-
stora supervisory and
administrative per-
sonnel

Salary per week
Fringe benefits per
week

Average number of
hours worked per week
by in-store supervisory
and administrative
personnel

Compensation for check-
out stand operators

Wage rate per hour
Fringe benefits per
hour

Dollars

82,497 20,152 13,071
93,982 22,706 15,253

Dollars
4.11 4.33 4.24
1.12 1.17 1.16

Dollars

Hours

288 311 307
79 77 77

45

23,179
27,254

3.88
1.06

298
77

44 44 44

Dollars
3.59 3.59 3.59
.99 .99 .99

3.59
.99

138,899
159,195

a Tonnage held constant at period 1 level. Larger dollar volumes result from

increasing prices.

Journal of Food Distribution Research September 76/page 63



o

0

0

0

0

0

0

0

0

0

:
UI

+
(d

G
.A

UI
QJ
m
Id
u

~
WI
u
4J
o
E
.

m

m
o
6

o-i
u
+“

m
N
I

N
r-
ml

m“

N
!+

0

C5
I

0 u-l r+
m
I

N
(n
I

r=
m
N

0 0

m0 0 m
m
I

t-l
f=
l-l

m
0.
0

co
F

G

Lo
m
G .

m
H
m
o
v

G
v-l

Ii
TJ

2
5
c1

2!Ji

g
n-l

co
al

Lfi

September 76/page 64 Journal of Food Distribution Researcl_



4

.

o

d

o

0

0

0

0

+

o

0

co
al
v-i
:
4-I
$

j

.
ml

!+o
0“

3

N
o.
0

m

A
o
&

w

l-l
0.
0

N

A
o
G

r-

bn
c!

WI
u

%-l

I

I

I

I

I

Journal of Food Distribution Research September 76/page 65



departments was $317 or .20 percent of
sales of the four departments. In-
creases resulted from the additional
time necessary to perform function 5
compared to function 6 and the addition-
al time involved in opening and cutting
cases, searching for prices and price
marking the merchandise.

Other Costs

Other costs affected by the no
repricing program are contained in
Table 3. Ordering costs included the
manhours of hourly and supervisory per-
sonnel in preparing orders, taking in-
ventories for orders, and transmitting
the order. Included also were head-
quarter costs associated with ordering.
For all departments the change in
ordering costs totalled $15 01 0.01
percent of sales of the combined depart-
ments. (Additional costs for maintaining
the pricing system amounted to $98 or
0.06 percent of combined department
sales) .

Changes in the costs to maintain
the unit pricing system amounted to
only 0.01 percent of sales of the com-
bined departments. Both store level
costs and headquarter costs associated
with unit pricing were considered. The

change in costs for ordering, maintain-
ing the pricing system, inventories and
checkout was $130 per week or 0.08 per-
cent of combined sales of the four
departments.

Total Costs

The sum of costs for merchandise
handling, ordering, maintaining the
pricing system, inventories, checkout

and maintaining the unit pricing system
by departments are contained in Table 4.
The grocery department was most affected
with an increase in costs of $402 or
0.43 percent of grocery sales. Costs in
the dairy department increased by $65 or

0.29 percent of dairy sales. There was
only a slight impact upon the health and
beauty aids department and the frozen
department. Weekly costs increased by

$447 for all departments which represented
0.28 percent of combined sales.

Table 4. Weekly Changes in Costs of
Model Store by Departme~t Due
to No Repricing Program

Period 2
Percent of
Individual
Department

Department Dollars Sales

Grocery 402 0.43

Dairy 65 0.29

Frozen -4 -0.03

Heal:h and
Beauty Aids -16 -0.06

TOTAL 447 0.28b
—.

aTonnage held constant with week 1 as
base time period.

b
These percentages are based on combined
sales of all four departments.

EFFECT OF NO REPRICING POLICY ON PRICES

Shrinkage

The concept of shrinkage represents

a cost from the standpoint of the super-
market. It can be simply defined - by
abstracting some of the accounting techni-
calities - as the difference between
“Anticipated gross” and “Realized gross”.
Under a shelf repricing system, a period
of increasing prices would mean that shelf
inventory would be remarked to prices
higher than the original marking. This
procedure had the effect of increasing
the realized gross since more gross margin
dollars are generated from that item at
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the higher price than was recognized at
the initial billing. Thus, shrinkage
would be lower than under a no repricing
policy. Given all other factors as con-
stant, the elimination of shelf re-
pricing should have increased shrinkage
since the realized gross would be lower
than if prices were repriced during a
period of increasing prices.

Table 5 shows the actual shrinkage
in dollars and percentages by depart-
ments for each of the periods. For the
grocery department the shrinkage in-
creased from $470 or 0.57 percent of
grocery department sales in period 1
to $714 or 0.76 percent of grocery sales
in period 2. Shrinkage for the dairy
department was relatively constant.
Frozen shrinkage was 0.50 percent in
period 1 and 0.25 percent in period 2.
Shrinkage for the four departments
totalled $1,825 or 1.31 percent of com-
bined sales in period 1 and increased

to $2,834 or 1.78 percent of sales in
period 2.

Effect af No Repricing on Gross Margin

On the questionnaire companies were
requested to provide information about
their loss due to not repricing. The

estimated percentage loss in the grocery
department from not repricing in period 2
was 0.20 percent of grocery sales (Table 6).
The percentage for dairy was 0.10 percent
while frozen was 0.02 percent and the
health and beauty aids loss was 0.50 per-
cent.

The actual loss in weekly gross mar-
gin dollars are also shown in Table 6.
The estimated loss in the contribution
to gross margins from not repricing was
$188 for the grocery department. The
losses from the dairy and frozen depart-
ments were very small. Health and beauty
aids experienced a loss of $136.

Table 5. Shrinkage Dollars for Department by Period with Constant Tonnagea

Time Periods

1 2
Percent of Percent of
Individual Individual
Department Department

~epartment Dollars Sales Dollars Sales

Grocery 470 0.57 714 0.76

Dairy 133 0.66 150 0.66

Frozen 65 0,50 38 0.25

Health and Beauty Aids 1,157 4.99 1,932 7.09

TOTAL 1,825 1.31b 2,834 1.78b

a Tonnage held constant with week 1 as base time period.

b
These percentages are based on the combined sales of all four departments.
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Table 6. Effect of No Repricing Policy on Individual Department Gross Marginsa

Estimated Loss of Individual
Department Gross Margins

Department Percentage Dollars

Grocery 0.20 188

Dairy 0.10 23

Frozen 0.02 3

Health and Beauty Aids 0.50 136

TOTAL o.22b 350

a Tonnage held constant with week 1 as base time period.

b
These percentages are based on combined

TOTAL IMPACT OF NO REPRICING PROGRAM

The total impact of the no repricing
program equals the sum of the additional
costs generated and the loss in gross
margin dollars from not repricing
(Table 7). A large proportion of the
total impact was centered in the grocery
department. The total impact was $590
which represented 0.63 percent of gro-
cery sales. Dairy experienced an im-
pact of 0.39 percent of sales while
there was virtually no effect on the
frozen department. Health and beauty
aids had a significant impact due mostly
to the loss in gross revenue from not
repricing totalling $120 or 0.44 per-
cent of sales in the department.

The total impact of all departments
was $731 or 0.46 percent of combined
sales if companies did not compensate
for reduction in gross margin dollars.
If in fact the chains absorbed the in-
creased costs and lost gross margin
dollars, weekly store level profits
would be reduced by these dollar amounts.
However, it is reasonable to hypothesize
that due to the fact that the policy
covered nearly the entire industry,
chains under no repricing would take
measures to compensate for the lost
gross margins. Therefore, the net

sales of four departments.

effect of the policy is the increase in
merchandise handling and other costs.

CONCLUSIONS

No repricing programs were adopted
by supermarket chains in New Jersey in
response to the inflationary pressures
that spurred the increase in food prices
during 1973 and 1974. Escalating food
prices created negative consumer reaction
and lead to proposed legislation which
would have prohibited repricing shelf in-
ventory. The initial reaction and stimulus
for the program was that it would save
money for the consumer. During the period

of increasing food prices, no repricing
programs lead to an increase in costs of
0.24 percent which ultimately is paid by
the consumer. So in essence, the question
is whether or not consumers are willing to
pay slightly higher food prices for the
convenience of not repricing during periods
of rapid inflation.

Any company considering no repricing
programs should consider them from a cost-
benefit standpoint. If benefits exceed
the additional costs then they should be
implemented. On the other hand, if costs
exceed benefits, then thoughts should be
given to seeking alternative pricing
policies.

,September 76/page 68 Journal of Food Distribution Researcl



Table 7. Total Weekly Impact of No Repricing l?rogram on Model Store Including Addi-
tional Costs andaLost Gross Revenue From Not Repricing Shelf Inventory With
Tonnage Constant

Period 2
Percent of
Individual
Department

Department Dollars Sales

Grocery 590 0.63

Dairy 88 0.39

Frozen -1 -0.01

Heaith and Beauty Aids 120 0.44

TOTAL 797 o.5ob

aTonnage held constant with period 1 as the base period.

b
These percentages are based on combined sales of four departments.
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