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PRICES AND PROFITS OF LEADING RETAIL FOOD
CHAINS, 1970-74

WEDNESDAY, MARCH 30, 1977

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Wadhington, D.C.
The committee met, pursuant to notice, at 10:20 a.m., in room 318,

Russell Senate Office Building, Hon. Gillis W. Long and Hon. Mar-
garet M. Heckler, cochairpersons (members of the committee)-,
presiding.

Present: Representatives Bolling, Long, Brown of Ohio, and Heck-
ler; and Senators Roth, McClure, and Hatch.

Also present: John R. Stark, executive director; George R. Tyler,
Steve Watkins, and Katie MacArthur, professional staff members;
Mark Borchelt, administrative assistant; and Charles H. Bradford,
George D. Krumbhaar, Jr., M. Catherine Miller, and Mark R. Policin-
ski, minority professional staff members.

OPENING STATEMENT Or REPRESENTATIVE LONG

Representative LONG. This hearing will come to order. At the direc-
tion of the chairman of the Joint Economic Committee, Representative
Bolling of Missouri, I call to order this Joint Economic Committee
hearing. It is a full committee hearing on "Prices and Profits of Lead-
ing Retail Food Chains, 1970-74."

Today the committee will hear testimony on a study prepared for
the committee and at the committee's request, started some time ago
and prepared for the committee and for the Congress by Mr. Willard
Mueller, Mr. Bruce Marion, and a number of other economists at the
University of Wisconsin. The study examines the relationship between
supermarket price levels, food chain profits, and the structure of local
markets. This study is the most recent component of a broad series of
studies that the Joint Economic Committee has been making into fac-
tors causing inflation. It was initiated in the fall of 1974,21/2 years-ago.

Economists have said that studies of food retailing-and some gov-
ernmental statistical studies as well-all suffer markedly from inade-
quate data. Publicly available data are too aggregated and too incon-
sistent; data coverage, they say, has been too spotty to assure a bass
of information broad enough on which to proceed. In an effort to rec-
tify the problem, the committee subpenaed price and profit data from
the 17 largest national food chains. Two preliminary hearings by the
Joint Economic Committee were held in November and December of

(1)
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1974, based on a portion of this subpenaed data. Additional data were
-then collected through the summer of 1975.

To digress, an enormous amount of data-confidential data-was
acquired. The committee compiled more than eight file cabinets of
data. For the past 2 years, since that summer of 1975, the five-person
research team from the University of Wisconsin has been compiling,
coding, and interpreting this data with the use of computers. In addl-
tion, a sizable volume of data in the public domain was used, includ-
ing the FTC chainstore premerger forms that stores file in a number
of instances, and Commerce Department market concentration data.

With this data, the researchers evaluated the statistical relation-
ship between food price levels, food chain profits, and the degree of
competition that existed in the local food retail markets.

A variety of relationships were tested using multiple regression
equations in this endeavor. The regression analysis was designed to test
the basic economic thesis that high food prices and chain profits exist
where little competition exists, such as where few stores control a large
portion of the local supermarket sales.

The analysis generally confirms this thesis. A strong statistical rela-
tionship was discovered to exist between high food prices and local
market concentration in the period, 1970-74, covered by this study.

For example, the study concludes that consumers buying food in
markets where only a few firms compete paid up to 14 percent higher
prices than consumers shopping in more competitive markets. In fact,
the researchers concluded that these higher prices added, at minimum,
a staggering $662 million to consumer food bills in 1974 due to un-
competitive market conditions in food retailing.

The researchers also maintain that higher food prices did not trans-
late entirely into higher profits. As prices vent up, food retailers seem-
ingly became somewhat more inefficient, according to the researchers'
findings, allowing costs to rise for really no apparent reason.

Nationally branded supermarket food items were priced 12 percent
higher, on average, than so-called store brands, even though both
brands frequently contained identical products, according to the re-
sults of this study.

As I understand it, the data that has been utilized is far more de-
tailed and extensive than has ever before been used to examine food
retailing. I believe that this study must be taken seriously by this com-
mittee and by the Congress, because it raises quite serious policy im-
plications for the FTC, particularly regarding food chain mergers.

A number of the FTC consent decrees issued for food chain mergers
over the past 10 years are going to expire very soon; unless some FTC
action is taken to renew these decrees, there is reason to believe that we
will see a resurgence of merger activity which may reduce competition
in food retailing and raise food prices.

We think this study ought to be available to the Federal Trade
Commission in making its determination as to whether or not to
attempt to continue in existence the consent decrees.

A second day of hearings on this study will be held on April 5 to
explore this and other policy issues raised by the study. The authors
of the study are certainly to be congratulated for their work. It's a
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remarkable study, given the tremendous difficulties that they faced
based upon the past experiences others have had in trying to piece
this data together.

They are all members of the University of Wisconsin Food System
Research Group of NC 117, which is a North Central regional research
project on the organization and control of the U.S. food system.

Two of the authors, Mr. Willard Mueller and Mr. Bruce Marion
are with us today and will lead off the hearing in a moment to present
their study to the committee.

Following the presentation by Mr. Mueller and Mr. Marion, we
will have a panel of three economists that will individually make
a presentation; they have been invited to comment on this study.
This study, of course, has been made by economists, using economists'
analytical techniques. Consequently, it is only fitting that at this
first hearing we hear how other economists view this particular study.

The other witnesses are Mr. Ray Goldberg, from Harvard; Mr.
Kenneth Farrell, with the U.S. Department of Agriculture; and
Mr. Tim Hammonds, with the Food Marketing Institute. Mr. Eugene
Boyle, who is with the Virginia Polytechnic Institute and State Uni-
versity was also invited to be with us today, but unfortunately Mr.
Boyle is ill and will not be able to be with us.

Congresswoman Heckler, we would be happy if you have an opening
statement that you would like to make at this time.

OPENING STATEMENT Op REAPRESENTATIVE HECKLER

Representative HECKLER. Thank you, Congressman Long.
These hearings come at a time of renewed concern about rising

food prices, with projections of a possible 10-percent increase next
year if adverse weather conditions continue. There is little we can
do about droughts and other acts of God, but we do have the oppor-
tunity perhaps to influence' artificial costs in food pricing. The pur-
pose of these hearings is to explore the relationship between com-
petition in the retail food industry and pricing and profits. The study
concludes that prices and profits are higher where there is market
concentration by a few large retail grocery firms; that consumers are
paying a penalty for market domination by a few firms as a result of
diminished competition. The validity of the study's conclusion is in
itself a question to be addressed at these hearings.

The critics will be heard and their assessments will be considered in
our efforts to deal with the problem of rising prices.

I trust that these hearings will enable us to better understand the
specific role of the retail chain within the entire spectrum of food
costs. The entire burden of cost is not the responsibility of the retail
outlet; but we do have a unique opportunity today and at our hearing
in April to isolate and consider that portion of the costs attributable
to the retailer. If the report and these hearings do reveal that industry
practices are creating extra costs for American households, then it will
be incumbent upon Government to take all steps necessary to bring
these practices to a halt.

Clearly, inflation has ravaged the budgets of most American families
in the past several years and we must not tolerate any contributory
factors which can be eliminated.
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I look with great anticipation to the testimony of our witnessestoday, Congressman Long.
Representative LONG. Thank you, Congresswoman Heckler.Senator Roth.
Senator ROTH. I have no opening statement.
Representative LONG. Senator Hatch.
Senator HATCH. I have no opening statement, either.Representative LONG. Thank you very much.
Mr. Mueller, Mr. Marion, would you proceed as the leadoffwitnesses?

STATEMENT OF WILLARD F. MUELLER AND BRUCE W. MARION,
MEMBERS, FOOD SYSTEM RESEARCH GROUP, UNIVERSITY OF
WISCONSIN, MADISON, WIS.

Mr. MUELLER. Thank you, Congressman Long, members of the com-mittee. We are pleased to report to you the results of our study ofrecent changes in the competitive structure of food retailing and thedeterminants of the profit and price performance of leading foodchains.
Before discussing our findings I would like to clarify one point. Iwas somewhat puzzled by the prepared statement of Mr. Hammonds,a food chain lobby employee with the Food Marketing Institute,in which he refers to this as the Mueller report. While I would gladlyaccept this characterization as an accolade, this would be a seriousinjustice to the very competent, industrious, hard-working researcherswho did most of the work on this study with me.
Representative LONG. Mr. Mueller, I read Mr. Hammonds' commentslast night. If that is the only exception you are going to take to it-[Laughter.]
Mr. MuELLER. At this time.
I might add, I haven't been attacked with such bitterness since thelast time I had an encounter with the representatives of the NationalAssociation of Food Chains. They have had a change in their nameand leadership, but apparently this is a case where a name changedoesn't change things a great deal.
Much of this study would not have been possible had not the com-mittee obtained detailed profit and price data not available to inde-pendent researchers. Little progress will be made in gaining reliableinsights into the way competition works in many industries unless con-gressional committees and other public bodies exert their authority toobtain the information necessary for such analyses.
We were asked to analyze information obtained by this committeeand prepare a report of our findings. We hope our efforts will be help-ful to this committee and others in better understanding the emergingstructure of food retailing and its competitive performance.Our testimony will cover three areas:

Recent changes in the structure of food retailing and some ofthe causes of these changes.
The relationship between the competitive environment in whichlarge food chains operate and their profits and prices.Public policy implications of our findings andl somne alternativemeans of maintaining and/or increasing competition.



5

Mr. Marion will summarize the findings of our report after which I
will discuss in summary form some of our public policy recommenda-
tions.

Mr. MAION. Representative Long, members of the committee, there
has been a long-term trend toward larger and fewer stores and in-
creased concentration in grocery retailing. Some of the major changes,
as illustrated by figures in the report, are as follows:

Figure 1.4-page 10 of the full study-indicates that grocery
chains with 11 or more stores expanded their share of grocery
store sales from 34 percent in 1948 to 57 percent in 1972.

Figure 1.5-page 12-illustrates the fact that the 20 largest
chains increased their share of total grocery store sales from 26.9
percent in 1948 to 37 percent in 1972. Excluding A. & P., their
share rose from 16.2 to 32.1 percent over the period.

Figure 1.6-page 14-indicates that the largest eight voluntary
group wholesalers and the eight largest cooperative groups whole-
salers quadrupled their share of wholesale grocery sales from 8.0
percent in 1948 to 33.4 percent in 1972.

Table 1.3-page 16-indicates that the average market share
of the four leading grocery retailers in 194 metropolitan areas rose
from 44.9 percent in 1954 to 52.9 percent in 1972. The increase
was greater than this for metropolitan areas whose definitions
were not changed over the period; these increased from 44.8 per-
cent to 53.9 percent.

Table 2.3-page 34-indicates that large food chains operate
across an increasing number of markets. Such multimarket oper-
ations confer potential market power and the capacity to engage
in competitive tactics not open to smaller food chains and inde-
pendents that operate in single markets.

The overall picture that emerges from this summary is one of in-
creasing concentration of grocery procurement in both local and na-
tional markets, of increasing concentration of sales in local markets,
and of increasing participation of large chains in these markets.

These trends were fueled in part by a substantial merger movement
that commenced in 1955 and continues today. During the period 1949-
75, there were over 1.000 retail food store acquisitions with combined
sales of about $13 billion. Until the mid-1960's, when several antitrust
actions occurred, most acquisitions were made by the largest 20 chains.
Mergers were largely responsible for these chains' growing share of
national sales between 1948 and 1964. During 1965-75, acquisitions by
the top 20 chains slowed considerably as antitrust actions channeled
merger activity toward smaller food retailers, grocery wholesalers, and
nongrocery firms. Most acquisitions during 1967-75 were so-called
"market extension" mergers-mergers between food retailers operating
in different markets-and "conglomerate" mergers-mergers between
food retailers and firms not engaged in food retailing.

Our analysis strongly suggests that horizontal mergers involving
leading firms in local markets and market extension or conglomerate
acquisitions by firms that were large in absolute size tended to increase
concentration in metropolitan areas. Between 1967 and 1975, horizontal
mergers increased the market share of the top 4 firms in 22 markets an
average of 2.1 percentage points. These mergers were found to be posi-
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tively related to change in four-firm concentration between 1967 and
1975.

Whereas the effect on concentration is obvious when two firms op-erating in the same market merge, the effects are less obvious whengrocery retailers in different metropolitan areas merge, or when agrocery retailer is acquired by a large nongrocery firm. However, eco-nomic theory suggests and some industry experience supports the hy-pothesis that such mergers may increase concentration even though,unlike horizontal mergers, they have no immediate effect on concen-tration. In testing this hypothesis, we found a significant positive rela-tionship between change in concentration and a large chain or nonfood
firm's entry into a market by merger. That is to say, when such firmsacquired a retail grocery firm in a market, the top four firms' shareof sales in that market tended to increase between 1967 and 1975. Thisfinding has important implications for public policy because the FTCrecently has not challenged such mergers, although it did so in the1950's and 1960's.

Our analysis of change in concentration also found a positive rela-tionship between the number of large chains in a market in 1967 andthe change in concentration during the 1967 and 1975 period. Finally,the analysis found that even when large chains entered a market denovo, concentration tended to increase.
These various findings suggest that the market power large chainsderive from their multimarket operations is contributing to increasedconcentration in local markets. Some might argue that these increasesoccur because large chains are more efficient than other retailers. Inany event, our findings do not support the expectation that concen-tration is eroded as the number of large chains in a market increases-whether due to entry by merger or by internal expansion. This is adisturbing finding. It implies that concentration will continue to in-crease-albeit at a lower rate-even if the antitrust agencies pursue ahard line on mergers by large chains.
Let me now turn to the impact of competition on profits and prices.This analysis makes up a major portion of our report.

IMPACT OF COMPEITION ON PROFITS AND PRICES

Data obtained by the Joint Economic Committee permitted analysisof the profit and prices performance of food chains for the period 1970-74. In many ways this was an atypical period. Wage-price controls,mercurial raw material prices, a recession concomitant with double-digit inflation, and A. & P.'s price-cutting "WEO" program subjectedthe grocery industry to severe shocks, particularly during 1972-73.
Average profits in the industry were generally depressed below histor-ical levels for the industry.

It is important to keep these facts in mind when interpreting thesignificance of our findings. Generally, studies of the sort undertakenhere have found weaker relationships during periods when inflationand other historically unique disequilibrating forces are affectingan industry than during more "normal" times. We emphasize thisbecause our statistical findings generally are robust despite the ab-normal period covered.
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Our analysis was concerned primarily with testing hypotheses of
the relationship between the market power held by food chains in
different markets and the level of their profits and prices. It should
be kept in mind that the profits analyzed are for the supermarket
operations of large chains in different markets and geographic areas
rather than the publicly reported profits for their entire operations,
which may include drugstores and other types of retailing or manu-
facturing operations as well.

Likewise, the price data used are for a market basket of grocery
products in the same chains in different metropolitan areas, rather
than the average prices for all grocery stores in a market. We did not
examine the prices of convenience stores, mom-and-pop stores, or
other independent grocery stores.

Both the profit and price data were supplied to the Joint Economic
Committee by the chains analyzed. Comparable profit data were
available for 96 divisions of 12 large chains and for 6 large chains in
50 metropolitan areas. Price data were compiled for 3 large chains in
32 metropolitan areas.

Our analysis sought to identify and measure various factors be-
lieved to influence the level of profits and prices in metropolitan areas.
The relationship of these factors to profit and price levels was
examined using multiple regression analysis. This is a statistical
procedure that allows the investigator to sort out the relative impact
of various competitive and market characteristics on profit and price
levels in the markets.

ANALYSES CONFIRMf RELATIONSHIP OF MARKET POWER TO

HIGHER PRICES AND PROFITS

The analyses confirmed economic concepts that the degree of
market concentration and the market position of firms are important
determinants of market power. Statistical analysis of chain profit-
ability revealed that profits are significantly higher in markets where
a few firms control most grocery store sales. The analysis also found
that when a chain has a dominant share of a market-measured as a
percentage of the top four chains' market share-it enjoys substan-
tially higher profits than in markets where it has small market shares.
Thus, these two crucial market characteristics, relative firm market
share and the level of four-firm concentration, exert separate effects
on a chain's profits.

I might clarify this point. When we talk about four-firm concen-
tration or CR4 we are referring to the combined market share of the
largest four chains in the market. The average for all metropolitan
areas in the United States is approximately 52 percent.

When we talk about relatively firm market share, we are talking
about the market share of individual firms as a percent of the share
held by the largest four. For example, if the largest four firms
have 60 percent of the market, and one chain has 20 percent, the
relative firm market share of that firm is 33 percent.

The statistical analysis found these variables to be statistically
significant; that is, it is highly unlikely that these relationships were
due to chance.
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Although of particular significance for policy purposes, thesetwo variables were not the sole determinants of chain profits. Thegrowth in a firm's sales-absent the effects of mergers-was used asa proxy for the caliber of its management. As expected, the moresuccessful firms in gaining sales also experienced significantly higherprofits than other chains. The growth in market sales was also foundto have a significant positive effect on chain profit. That is, chainstended to realize higher profits in rapidly growing markets than inslowly growing or declining markets.
During much of the study period, A. A; P. was engaged in a dramatic

effort to reverse its declining sales through its W~EO program. Theprofits of A. & P. divisions were found to be significantly lower thanthe profits of other companies. In addition, our analysis revealed thatdirect competitors of A. & P. realized higher profits, except in 1972,than chains that did not compete with A. & P.
The level of prices in different markets was examined by computingthe cost to consumers of a market basket containing 110 grocery, frozenfood, and dairy products. Prices were obtained from price comparisonreports that had been conducted by several of the chains and weresubmitted to the Joint Economic Committee. The products includedin this market basket were those on which the chains themselves

most frequently made price checks to compare their prices with theprices of their competitors. The cost of the market basket in thehighest priced metropolitan area was 14 percent higher than in thelowest priced metropolitan area.
The statistical analysis of grocery prices in 32 metropolitan areasindicated a highly significant positive relationship between pricelevels and both relative firm market share and four-firm concentra-

tion. That is, other things held constant, as the relative market shareof a firm and/or the four-firm concentration of a market increased,
a chain's grocery prices also increased. Thus, the analysis of pricesconfirms the findings of the profit analysis that both market con-centration and relative firm dominance confer market power on largegrocery chains.

On average, the companies included in the price analysis charged12 percent more for approximately 50 national brand products thanfor comparable store brands. Differences in the prices of national
brands and store brands were also computed for the same 10 productsexamined b y the National Commission on Food Marketing. Whereasthe Commission found the national brands of these products werepriced 21.5 percent higher than comparable store brands, the presentstudy revealed a 9.9-percent difference. The advantage to consumersof buying store brands has therefore declined during the decade
since the Food Commission report.

The overall influence of relative firm market share and CR4 on prices
and profits of individual chains can be estimated from our statistical
results. Table 1 shows estimates of grocery price levels and Drotax
profit-to-sales ratios for different combinations of RFMS and CR4.These estimates indicate the independent influence of these two meas-ures of competition when all other variables included in the analysis
are held constant.

' See table 1, p. 28.



If you refer to that table, you will note that with a CR4 of 40 and
a relative firm market share of 10, the grocery price index equals 100,
and pretax profits-in column two-are estimated at 0.37 percent
of sales.

When CR4 is 40 and relative firm market share is 25, the combina-
tion we have selected as the competitive norm, the index of grocery
price is 100.8 and estimated pretax profits are 1.15 percent of sales.

It is instructive to compare these estimated prices and profits with
those when CR4 is 70 and relative firm market share is 55. At this
combination-lower right extreme of table-the index of grocery
prices is 108.9, an increase of 8 percent above where CR4 is 40 and
relative firm market share is 25. If costs were the same in the two
markets-that is, there was simply a change in prices but costs stayed
the same-we would expect this 8 percent to show up in increased
profits.

If we look at the profit figure, this is not what does show up, The
estimated firm profits are 3.62 percent at the extreme combinations
CR4 is 70 and a relative firm market share of 55. This is an increase of
only 2.47 percentage points. Comparing this with the 8-percent increase
in prices, it indicates that increase in profits only account for about
30 percent of the change in price levels.

It should be emphasized that average chain profits during the 197 0-
74 period were depressed by a combination of unusual factors. None.
theless, this analysis indicates that chains holding dominant market
positions in highly concentrated metropolitan areas enjoyed substantial
profits. The profits shown in table I.1 are expressed as a percentage of
sales before taxes. The relevant profit measure in evaluating profits of
firms in one industry relative to those in another are profits expressed
as a percentage of stockholders' investment. Pretext profits of 3.62
percent of sales-the highest shown in that table-translate to aftertax
profits of over 20 percent of stockholders' investment. This was far
above the average profits of all chains during the 1970-74 period, and
well above the average of all but the most concentrated American
industries.

Caution must be exercised in making direct comparisons between
the price and profit analysis since they are based on different samples.
Nonetheless, they provide no support for the notion that high market
concentration and/or high individual chain market shares result in
higher profits because of lower costs. Rather, the analysis suggests
the opposite. As relative firm market share or CR4 increase, a
chain's prices increase more rapidly than its profits-suggesting that
costs also increase. Other studies have found that market power stimu-
lates inflated costs and inefficiencies as well as higher prices. Our
results suggest that this is also true in food retailing.

EXTENT OF MONOPOLY OVERCHARGES

The study findings provide strong evidence that monopoly over-
charges, that is, prices above those in competitive markets, are likely
in markets that are dominated bv one or two firms or where sales
are highly concentrated among the largest four firms. Using the struc-
tural combination of CR, of 40 and relative firm market share of 25
as the competitive norm, monopoly overcharges by the largest four
firms in the 32-sample SMSA's were estimated at 1.6 percent of sales
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or $161 million in 1974. If these findings are typical of the situation
in all SMSA's, then the national monopoly overcharges by the four
largest firms in each SMSA are estimated to total $662 million for
1974. Since this estimate includes the sales of only the four largest
retailers and only sales in SMSA's, it may well understate the national
overcharge that is due to noncompetitively structured markets.

Overcharges vary greatly among cities. For example, a selected
Midwestern case market-table 3.6 on page 74 of the study-had a
relatively competitive market structure and only $1.6 million in
estimated monopoly overcharges by the largest four firms-0.3 percent
of their sales. By contrast, a comparably sized but highly concentrated
eastern market-table 3.5 on page 72 of the study-with two dominant
firms had estimated 1974 monopoly overcharges by the top four chains
,of $83 million or almost 7 percent of their sales. This illustrates the
impact on prices consumers pay for food when a market becomes highly
concentrated and has one or more dominant firms.

[The tables referred to follow:]

TABLE 3.6.-AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY CHAINS IN CITY C,
OCTOBER 19741

1974 Grocery Market Meat Market and
Company market share2 basket baskets basket meat basket

T 15.8 99.6 99.6 99.7 99.7
H- 14.1 98.9 98.7 96.1 98.2
J- 10.9 101.4 101.3 102.5 101.7
A 6.9 100.9 100.5 101.1 100.7
S- 2.4 99.1 99.3 100.3 99.6

' See apsendix B. Indices were derived by expressing the estimated market basket costs as a percent of the mean value
2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of "Grocery Dis-

tribution Guide," Metro Market Studies, Inc.. adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard dats, and metro market See app. B.

a Included grocery, dairy, frozen food, and health and beauty aid products for all firms except firm S, in which
health and beauty aid products were not included.

TABLE 3.5.-AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY 5 FIRMS IN CITY B,
OCTOBER 1974'

1974 Grocery Market Meat Market and
Company market share' basket basket' basket meat basket

E 31.8 102.4 102.2 103.4 102.5
K- 30.5 102.3 102.0 100.0 101. 5A 6.8 100.0 100.2 100.5 100.3
F 6.4 99.7 99.3 102.8 100.2
1- 1.4 95.5 96.3 93.3 95.5

X See appendix B. Indices were derived by expressing tho estimated market basket costs as a percent of the mean values.
2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of "Grocery Distri-

bution Guide," Metro Market Studies, Inc., adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard data, and metro market. See app. B.

a This market basket contained frozen food, dairy, and grocery products.

Mr. MARION. These findings do not necessarily imply that all grocery
chains realize excess profits. Average profit rates of grocery chains dur-
ing 1970-74 were below those of many industries. It seems unlikely,
however, that the generally depressed profit levels of this period will
continue. During part of the period studied profits were depressed by
the price control program and by the A. & P. WEO program.
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Since 1973, average profit margins have risen, and there is reason
to expect that they will continue to improve. This analysis found that
despite the unusual combination of circumstances depressing profits
during most of the period studied, in some markets firms had sufficient
market power, either due to their individual dominance or the high
level of concentration in the market, so that they enjoyed considerable
discretion over pricing. In these situations, market forces did not
protect consumers from excessive prices and profits.

Whether or not excess profits are achieved by the industry as a
whole, performance found by this study indicates substantial varia-
tion in profits and prices among cities. At the very least, one might
conclude that firms in markets where considerable market power exists
subsidized their operations in more competitive metropolitan areas. If
so, some consumers benefited at the expense of others. In addition, some
competitors, and perhaps competition, may have been injured in the
subsidized markets. It appears, however, that consumers in the least
competitive markets were also footing the bill for inefficiencies and
excessive costs that so frequently are the handmaidens of shared mon-
opoly situations.

Mr. MUELLER. In our study we did not make any public policy recom-
mendations. We have a number in our prepared statement which are
written out in some detail. I won't try your patience by going over all
of them in detail, but I will highlight each of the alternatives which
we mentioned. I hope that this prepared statement will be included in
the record in full.

Representative LON.9G. Without objection, Mr. Mueller, it will be
made a part of the record following your comments.

As you know, the April 5 hearing that we have scheduled has been
set aside specifically to deal with the question of public policy implica-
tions of this study and with what steps might be taken. Consequently,
we will make the remainder of your prepared statement a part of the
record, and we will ask our witnesses at our April 5 hearing to com-
ment on the prepared statement at that time.

Mr. MUELLER. I hope it will stimulate some discussion on this sub-
ject. I would also request that if-as is likely will be the case-we do
not have an opportunity to comment on the criticisms made by some
of the panelists of our study, that we be permitted to present our com-
ments in writing for the record.

Representative LONG. Without objection, I think that would be in
order. We would welcome that and make that a part of the record,
Mr. Mueller, following your comments and those of critical witnesses.

POLICY RECOMMENDATIONS

Mr. MUELLER. Well, we mention five ways in which competition can
either be maintained where it exists. First, I want to emphasize. as I
think Mr. Marion did, that we aren't implying that the entire food in-
dustry is monopolistic. Fortunately, there are a good many competi-
tively structured markets, however one wishes to define them. There
are many independents and small chains that do not have a significant
amount of market power and some large chains do not have market
power in certain markets.
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One important recommendation deals with ways in which entry
barriers can be reduced. There are some natural entry barriers into
any business or industry; but there also may be some artificial bar-
riers created by competitive tactics of firms. In our prepared statement,
we discuss an example of the successful use of selective price discrim-
ination to prevent the entry of a firm into the Washington, D.C.,
market.

Generally the American antitrust agencies have not challenged this
practice. As we point out, Safeway was challenged in Canada, and
under a consent decree it was prohibited from engaging in this prac-
tice. It also was prohibited from engaging in market-saturation adver-
tising which can also be a serious deterrent to entry and may have a
damping effect on competition.

Personally, I think these practices could be challenged under the
Robinson-Patman Act, the Federal Trade Commission Act. and
perhaps even under the Sherman Act. The antitrust agency should
challenge them. If not, they should explain why they cannot, and
the Congress should then consider whether this is a sufficiently serious
problem that legislation should be strengthened in this area.

As to merger policy, in the 1960's, the Federal Trade Commission
took a number of initiatives to curb mergers in food retailing. These
various actions sent a clear signal to large chains that the Commission
would probably challenge any substantial market extension merger
by large chains as well as horizontal mergers that violated the stand-
ards of the Supreme Court in the Von's Grocery case.

For a decade those actions had the effect of virtually stopping ac-
quisitions by large chains. They didn't stop all mergers by any means,
nor was this the intent. Rather, they channeled the merger activity
away from the leading firms.

By the middle 1970's the FTC was at a public policy crossroads. As
its consent orders with leading chains began expiring, the industry
waited for new signals as to what the law and its enforcement was like-
ly to be. The FTC was given ample opportunity to act during 1975
and 1976 when five substantial mergers occurred.

It challenged only one of these. a merger between two regional chains
in the Piedmont Region of North Carolina which involved a horizon-
tal merger.

I am not criticizing that action. I happened to be a witness in the
case for the Federal Trade Commission: I provided an affidavit. It was
stooped when the FTC won a temporary restraining order.

The failure of the FTC to challenge other mergers that in my judg-
ment were more of a threat to competition than this one had the effect
of sending out signals to the industry that they could go ahead with
the mergers. Most important was its failure to challenge a horizontal
merger between Lucky and Mayfair Stores in Seattle and the largest
market extension merger in history: The acquisition of Kimbell Stores
by Winn-Dixie. This was a $500 million acquisition.

As Supermarket News put it so well, "The FTC looked the other
way when Winn-Dixie swallowed Kimbell, Inc."

In recent months Lucky Stores and Grand Union have announced
they intend to resume making acquisitions. The point is that signals
have been sent out which are being believed by the industry that
the policy has changed.



13

In the case of the Arden-Mayfair acquisition, we lay out some of
the facts in our statement. The staff of the Federal Trade Commission
recomemnded action, but their recommendation was not approved by
the Commission, with only Commissioner Hanford dissenting; the
merger went ahead.

I think this matter in particular set the stage for the horizontal
mergers involving A. & P.'s acquisition of National Tea Stores in
Chicago. and Allied's acquisition in Detroit.

I think it would be a serious mistake for the Commission to abandon
its merger policy as pursued in the 1960's. W ith respect to horizontal
mergers, it should enforce the law as strictly as the Supreme Court
has enunciated in the TVon's case. With respect to market extension
mergers, it should not abandon the policy expressed in the National
Tea decision by the Federal Trade Commission and in the Federal
Trade Commission's merger guidelines.

Another recommendation is to improve consumer information. The
results of this study indicate that a firm's prices in different metro-
politan areas are positively related to its market share and the level of
market concentration. This suggests that price differences within mar-
kets persists at least in part because consumers are unable to actively
evaluate price levels of competing sellers.

Everyone knows that it is an extremely complex job to figure out
where you get the best buy. The search timc involved is so great that
a significant, strong case, can be made for much greater information.
We report the results of two recent Canadian studies which examine
this question. They show that better price information has an impor-
tant impact on the price behavior of retailers in a market.

Time does not permit me to discuss these studies in detail, but I hope
they will be given serious consideration by this committee, by con-
sumer groups in this country, and by the FTC.

Turning to consumer cooperatives, which generally have played a
very small role in the United States compared to other nations, I think
perhaps the time has come to again give serious consideration to this
alternative. Although various reasons explain why cooperatives in
food retailing have not been very successful historically in the United
States, I think one reason is that when they were first tried around
the turn of the century and then the thirties, food retailing was
quite competitive, margins were low. and prices were low. As a result,
co-ops really didn't have much to offer. So I am saying, in effect,
that perhaps the time has come to take a new look at this approach,
particularly in concentrated markets.

One of the few empirical studies of the subject in the United States
found that a chain's prices were generally lower in markets where they
competed with a consumer cooperative than comparable markets with-
out a co-op.

Whereas the average savings are rather low, even in the United
States, some cooperatives provide savings on the order of 3 to 6 percent
of sales, which is an insignificant amount.

The potential benefits of successful consumer cooperatives is illus-
trated by the Calgary Co-op in Canada, which is the largest consumer
co-op in North America.

It is interesting this is located in Calgary. an extremely concen-
trated market, the market where the Canadian Government brought

96-514-77-2



14

a suit against Safeway which held nearly half of the sales. In this
environment, Calgary has been able to increase its sales to
about 30 percent of the market. Its members actually include over
100,000 persons, about two-thirds of the people in the city do some
shopping there. It has gross margins on its supermarket operations of
about 17 percent, which is far below those in the United States on the
average, and I believe in Canada, as well.

In addition, it was able to give its consumers last year a. 3.2-percent
patronage rebate and I think the year before it was 4 percent. So its
effective gross margins were on the order of 14 percent, which is very
low.

It does illustrate, I think, that something in this area can be accom-
plished with the right mix of factors. We don't have a program here
to propose that will immediately result in the success of consumer
co-ops, but I think a couple of the recommendations we make, those
relating to ways in which to lower entry barriers and those providing
consumer information, would not only help smaller food chains and
independents to survive and grow, but also create an environment in
which a consumer cooperative could operate more effectively.

Finally, we come to the area of industrial restructuring, which usu-
ally scares the heck out of a lot of people these days.

The various options mentioned above may not be sufficient to erode
concentration or eliminate its adverse effects in markets that have be-
come highly concentrated, especially where one or two firms dominate
a market. In these cases, which fortunately are still relatively few,
more direct action may be required to reduce market power or its
effects.

One alternative is to permit such power to exist but to control its
use through Government regulation. We reject this as an unrealistic
alternative. We think setting prices in food retailing would be a regu-
latory nightmare.

A second alternative involves industrial restructuring. This requires
a case-by-case approach. In excessively concentrated markets, how-
ever defined, there are two main options.

The most drastic approach requires leading firms to divest part of
their business in a particular market. The other restructuring approach
places restraints on the growth of the dominant chain or chains in a
market until such time as its or their market share is reduced to some
target level.

Again. the Canadian Government under their antitrust laws have
tried this; and Safeway is under such a decree in the cities of Calgary
and Edmonton for a period of 31/2 years whereby it cannot expand.

Many public policy officials and courts are reluctant to restore com-
petition through industrial restructuring. This often reflects a fear
that such actions will drastically disrupt business affairs, eliminate
jobs, injure stockholders, and perhaps even injure consumers.

While not unmindful that difficult problems may arise in the course
of publicly ordered restructuring, in our judgment such fears are
greatly exaggerated. Experience has shown that businessmen are adept
at adjusting to changing circumstances. Certainly they are very adept
at restructuring actions to result in high concentration. Such actions
on their part likely inflict greater costs on injured competitors and con-
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sumers than they themselves would experience if forced to divest them-
selves of some properties or, in particular, to limit for a time their
expansion.

The public policy issue is clear: Where excessive market power can-
not be adequately redressed by other means, are we sufficiently con-
cerned about the costs to consumers and competitors to take the steps
necessary to reduce such power?

Thank you.
[The prepared statement of Mr. Mueller and Mr. Marion plus re-

lated correspondence follow:1]

PREPARED STATEMENT OF WILLARD F. MUELLER AND BRUCE W. MARION*

THE STEUCTURE AND PERFORMANCE OF FOOD RETAILING

Mr. Chairman and members of the Committee: We are pleased to report to you
the results of our study of recent changes in the competitive structure of food
retailing and the competitive determinants of the profit and price performance of
the leading food chains.

Much of this study would not have been possible had not the Committee ob-
tained detailed profit and price data not available to independent researchers.
Little progress will be made in gaining reliable insights into the way competition
works in many industries unless Congressional Committees and other public
bodies exert their authority to obtain the information necessary for such an-
alyses.

We were asked to analyze information obtained by this Committee and prepare
a report of our findings. We hope our efforts will be helpful to this Committee
and others in better understanding the emerging structure of food retailing and
its competitive performance.

Our testimony will cover three areas:
Recent changes in the structure of food retailing and some of the causes of

these changes.
The relationship between the competitive environment in which large food

chains operate and their profits and prices.
Public policy implications of our findings and some alternative means of

maintaining and/or increasing competition.
Recent structural changes

There has been a long-term trend towards larger and fewer stores and in-
creased concentration in grocery retailing. Among the major changes are the fol-
lowing:

Grocery chains with 11 or more stores expanded their share of grocery
store sales from 34 percent in 1948 to 57 percent in 1972.

The 20 largest chains increased their share of total grocery store sales
from 26.9 percent in 1948 to 37.0 percent in 1972. Excluding A&P, their
share rose from 16.2 to 32.1 percent over the period (Table 2).

The largest 8 voluntary group wholesalers and the 8 largest cooperative
group wholesalers increased their shares of wholesale grocery sales from 8.0
percent in 1948 to 33.4 percent in 1972 (Table 3).

The average market share of the four leading grocery retailers in 194
metropolitan areas rose from 41.5 percent in 1954 to 52.1 percent in 1972
(Table 4). The increase was greater than this for metropolitan areas whose
definitions were not changed over this period; these increased from 44.8
percent to 53.9 percent.

Large food chains operate across an increasing number of markets-
(Table 7). Such multimarket operations confer potential market power
and the capacity to engage in competitive tactics not open to smaller food
chains and independents.

'The authors are members of the Food System Research Group located at the University.
of Wisconsin, Madison. This group is part of NC 117. a North Central Regional Research
Project on the Organization and Control of the U.S. Food System. Other members of the
research team working on this project were Messrs. Ronald W. Cotterill Frederick E. Geith-
man, and John R. Schmelzer.
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The overall picture that emerges from this summary is one of increasing con-centration of grocery procurement in both local and national markets, of increas-ing concentration of sales in local markets, and of increasing participation oflarge chains in these markets.
These trends were fueled in part by a substantial merger movement that com-menced in 1955 and continues today. During 1949-1975, there were over 1.000 re-tail food stores acquisitions with combined sales of about $13 billion (Table 5).Until the mid-1960s, when several antitrust actions occurred, most acquisitions(measured by acquired sales) were made by the top 20 chains. Mergers werelargely responsible for these chains' growing share of national sales between 1948and 1964. During 1965-1975, acquisitions by the top 20 chains slowed consider-ably as antitrust actions channeled merger activity toward smaller food retailers,grocery wholesalers and nongrocery firms (Table 6). Most acquisitions during1967-1975 were so-called "market extension" mergers (mergers between food re-tailers operating in different markets) and "conglomerate" mergers (mergers be-tween food retailers and firms not engaged in food retailing).
Our analysis strongly suggests that horizontal mergers involving leading firmsin local markets and market extension or conglomerate acquisitions by firms thatwere large in absolute size tended to increase concentration in metropolitanareas. Between 1967 and 1975,' horizontal mergers increased the market share ofthe top four firms in 22 markets an average of 2.1 percentage points.2 Thesemergers were found to be positively related to change in four-firm concentrationbetween 1967 and 1975 (see Appendix E of the full study).
Whereas the effect on concentration is obvious when two firms operating in thesame market merge, the effects are less obvious when grocery retailers in differentmetropolitan areas merge, or when a grocery retailer is acquired by a large non-grocery firm. However, economic theory suggests and some industry experiencesupports the hypothesis that such mergers may increase concentration eventhough, unlike horizontal mergers, they have no immediate effect on concentra-tion. In testing this hypothesis we found a significant positive relationship be-tween change in concentration and a large chain or nonfood firm's entry into amarket by merger. That is to say, when such firms acquired a retail grocery firmin a market, the top 4 firm's share of sales in that market tended to increase be-tween 1967 and 1975. This finding has important implications for public policybecause the FTC recently has not challenged such mergers, although it did so inthe 1950s and 1960s.
Our analysis of changes in concentration also found a positive relationshipbetween the number of large chains in a market in 1967 and the change in con-centration between 1967 and 1975. Finally, the analysis found that even whenlarge chains entered a market de novo. concentration tended to increase.
These various findings suggest that the market power large chains derive fromtheir multi-market operations is contributing to increased concentration in localmarkets. Some might argue that these increases occur because large chains aremore efficient than other retailers. In any event, our findings do not support theexpectation that concentration is eroded as the number of large chains in a mar-ket increases-whether due to entry by merger or by internal expansion. This isa disturbing finding. It implies that concentration will continue to increase-

albeit at a lower rate-even if the antitrust agencies pursue a hard line onmergers by large chains.
Impact of competition on profits and prices

Data obtained by the Joint Economic Committee permitted analysis of theprofit and price performance of food chains for the period 1970-1974. In manyways this was an atypical period. Wage-price controls, mercurial raw materialprices, a recession concomitant with double-digit inflation and A&P's price cutting"WEO" program subjected the grocery industry to severe shocks, particularlyduring 1972-73. Average profits in the industry were generally depressed belowhistorical levels for the industry.

I This period was selected because the Federal Trade Commission provided the Joint Eco-nomic Committee the merger notification reports received by the Commission as requiredby its Food Distribution Merger Enforcement Policy initiated In January 1967. The metro-politan areas were those for which It was possible to make reasonably accurate estimatesof four-firm concentration In 1975.
2 This was the direct effect of these mergers. Our analysis suggests that the direct andindirect effect exceeded this amount.
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It is important to keep these facts in mind when interpreting the significance
of our findings. Generally, studies of the sort undertaken here have found weaker
relationships during periods when inflation and other historically unique dis-
equilibrating forces are affecting an industry than during more "normal" times.
We emphasize this because our statistical findings generally are quite robust
despite the abnormal period covered.

Our analysis was concerned primarily with testing hypotheses of the relation-
ship between the market power held by food chains in different markets and the
level of their profits and prices. It should be kept in mind that the profits analyzed
are for the supermarket operations of large chains in different markets and geo-
graphic areas rather than the publicly reported profits for their entire operations.
Likewise, the price data used are for a market basket of grocery products in the
same chains in different metropolitan areas, rather than the average prices for
all grocery stores in a market.

Both the profit and price data were supplied to the Joint Economic Committee
by the chains analyzed. Comparable profit data were available for 96 divisions
of 12 large chains and for six large chains in 30 metropolitan areas. Price data
were compiled for three large chains in 32 metropolitan areas.

Our analysis sought to identify and measure various factors believed to influ-
ence the level of profits and prices in metropolitan areas. The relationship of these
factors to profit and price levels was examined using multiple regression analysis.
This is a statistical procedure that allows the investigator to sort out the relative
impact of various competitive and market characteristics on profit and price
levels in the markets.

The analyses confirmed economic concepts that the degree of market concen-
tration and the market position of firms are important determinants of market
power. Statistical analysis of chain profitability revealed that profits are signifi-
cantly higher in markets where a few firms control most grocery store sales. The
analysis also found that when a chain has a dominant share of a market (meas-
tired as a percentage of the top four chains' share), it enjoys substantially higher
profits than in markets where it has small shares. Thus, these two crucial market
characteristics, relative firm market share (RFAS) and the level of four-firm
-concentration (CM), exert separate effects on a chain's profits. The statistical
analysis found these variables to be statistically significant, that is, it is highly
unlikely that these relationships were due to chance.

Although of particular significance for policy purposes, these two variables
were not the sole determinants of chain profits. The growth in a firm's sales
(absent the effects of mergers) was used as a proxy for the caliber of its man-
agement. As expected. the more successful firms in gaining sales also experienced
significantly higher profits that other chains. The growth in market sales was also
found to have a significant positive effect on chain profit. That is, chains tended to
realize higher profits in rapidly growing markets than in slowly growing or
-declining markets.

During much of the study period, A&P was engaged in a dramatic effort to
reverse its declining sales through its WEO program. The profits of A&P divisions
were found to be significantly lower than the profits of other companies. In addi-
tion. our analysis revealed that direct competitors of A&P realized higher profits,
except in 1972, than chains that did not compete with A&P.

Tihe level of prices in different markets was examined by computing the cost to
-consumers of a market basket containing 110 grocery, frozen food and dairy prod-
ucts. Prices were obtained from price comparison reports that had been conducted
by several of the chains and were submitted to the Joint Economic Committee.
The cost of the market basket in the highest priced metropolitan area was 14 per-
cent higher than in the lowest priced metropolitan area.

Statistical analysis of grocery prices in 32 metropolitan areas indicated a
highly significant positive relationship between price levels and both relative firm
market share (RFMS) and four-firm concentration (CR 4). That is. other things
held constant, as the relative market share of a firm and/or the four-firm con-
-centration of a market increased, grocery prices also increased. Thus, the analysis
of prices confirms the findings of the profit analysis that both market concentra-
tion (CR4 ) and relative firm dominance (RFMS) confer market power on large
grocery chains.

On average. the companies included in the price analysis charged 12 percent
more for approximately 50 national brand products than for comparable store
brands. Differences in the prices of national brands and store brands were



18

also computed for the same 10 products examined by the National Commission on
Food Marketing. Whereas the Commission found the national brands of these
products were priced 21.5 percent higher than comparable store brands, the pres-
ent study revealed a 9.9 percent difference. The advantage to consumers of buying
store brands has therefore declined during the decade since the Food Commission
report.

The overall influence of RFMS and CR. on prices and profits of individual
chains can be estimated from our statistical results. Table 1 shows estimates of
grocery price levels and pretax profit-to-sales ratios for different combinations of
RFMS and CR4. These estimates indicate the independent influence of these two
measures of competition when all other variables included in the analyses are
are held constant.

The table shows an index of estimated grocery prices: when CR. is 40 and
RFMS is -0, the index equals 100. At this combination of CR., and RFMS. pre-
tax profits are estimated at .37 percent of sales. When CR. is 40 and RFMS is
25, the combination we have selected as the competitive norm, the index of
grocery prices is 100.8; estimated pretax profits are 1.15 percent of sales.

It is instructive to compare these estimated prices and profits with those
when CR4 is 70 and RFMS is 55. The index of grocery prices is 108.9, an increase
of 8 percent above where CR. is 40 and RFMS is 25. Estimated firm profits are
3.62 percent, an increase of 2.47 percentage points. The change indicated in
profit levels thus accounts for only 31 percent of the change in price levels.

It should be emphasized that average chain profits during the 1970-74 period
were depressed by a combination of unusual factors. Nonetheless, this analysis
indicates that chains holding dominant market positions in highly concentrated
metropolitan areas enjoyed substantial profits. The profits shown in Table 1
are expressed as a percentage of sales before taxes. The relevant profit measure
In evaluating profits of firms in one industry relative to those in another are
profits expressed as a percentage of stockholders' investment. Pretax profits of
3.62 percent of sales (the highest shown in the table) translate to aftertax profits
of over 20 percent of stockholders' investment. This was far above the average
profits of all chains during the 1970-74 period, and well above the average of all
but the most concentrated American industries.

Caution must be exercised in making direct comparisons between the price
and profit analysis since they are based on different samples. Nonetheless, they
provide no support for the notion that high market concentration and/or high
individual chain market shares result in higher profits because of lower costs.
Rather, the analysis suggests the opposite. As RFMS and/or CR4 increase, a
chain's prices increase more rapidly than its profits-suggesting that costs also
increase. Other studies have found that market power stimulates inflated costs
and inefficiencies as well as higher prices. Our results suggest that this is also
true in food retailing.
EBtent of monopoly overcharges

The study findings provide strong evidence that "monopoly overcharges", i.e.,
prices above those in competitive markets, are likely in markets that are
dominated by one or two firms and/or where sales are highly concentrated among
the largest four firms. Using the structural combination of CR. of 40 and RFMS
of 25 as the competitive norm, monopoly overcherges by the largest four firms
in the 32 sample SMSAs were estimated at 1.6 percent of sales or $161 million
in 1974. If these findings are typical of the situation in all SMSAs, then the na-
tional monopoly overcharges by the four largest firms in each SMSA are esti-
mated to total $662 million for 1974. Since this estimate Includes the sales of only
the four largest retailers and only sales in 5MSAs, it may well understate the
national overcharge that Is due to noncompetitively structured markets.

Overcharges vary greatly among cities. For example, a selected midwestern
case market (Table 9) had a relatively competitive market structure and only
$1.6 million in estimated monopoly overcharges by the largest four firms (0.3
percent of their sales). By contrast, a comparably sized but highly concentrated
eastern market (Table 8) with two dominant firms had estimated 1974 mo-
nopoly overcharges by the top four chains of $83.0 million or 6.9 percent of their
sales. This illustrates the impact on prices consumers pay for food when a
market becomes highly concentrated and has one or more dominant firms.

These findings do not necessarily imply that all grocery chains realize exces-
sive profits. Average profit rates of grocery chains during 1970-74 were below
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those of many industries. It seems unlikely, however, that the generally depressed
profit levels of this period will continue. During part of the period studied profits
were depressed by the price control program and by the A&P WEO program.

Since 1973, average profit margins have risen, and there is reason to expect that
they will continue to improve. This analysis found that despite the unusual com-
bination of circumstances depressing profits during most of the period studied,
in some markets firms had sufficient market power, either due to their individual
dominance or the high level of concentration in the market, so that they enjoyed
considerable discretion over pricing. In these situations, market forces did not
protect consumers from excessive prices and profits.

Whether or not excess profits are achieved by the industry as a whole, per-
formance found by this study indicates substantial variation in profits and
prices among markets. At the very least, one might conclude that firms in markets
where considerable market power exists subsidized their operations in more com-
petitive metropolitan areas. If so, some consumers benefitted at the expense of
others. In addition, some competitors, and perhaps competition, may have been
injured in the subsidized markets. It appears, however, that consumers in the
least competitive markets were also footing the bill for inefficiences and exces-
sive costs that so frequently are the handmaidens of shared monopoly situations.

Public policy alternatives
Grocery store sales in many metropolitan areas are quite highly concentrated

and have become increasingly so over the past two decades. This has important
public policy implications because our analysis provides strong evidence that
consumers pay substantially more in highly concentrated markets dominated by
one or two firms than in less concentrated markets without a dominant firm.

We emphasize, however, that whereas our study strongly suggests there is a
market concentration problem in food retailing, many markets are still quite
competitively structured. Moreover, many independents and small chains, as
well as large chains in many of their markets, do not have significant market
power. We emphasize this point lest our findings are misinterpreted as implying
all retailers have market power. Our chief concern is with the troublesome fact
that the number of highly concentrated markets (where 4 firms make over 60
percent of sales) has increased substantially-from 5 percent of the total in
1954 to 25 percent in 1972-and is likely to increase further unless public policy
intervenes.

This raises the question, what can be done to preserve competition where it
still exists and to increase competition in markets that are very concentrated?
We shall discuss five ways to help maintain or increase competition in grocery
store retailing. Four of the options involve fostering an environment where "nat-
ural" economic forces will erode concentration, prevent its emergence, or intensify
competition without changing the levels of concentration in the short run. The
fifth approach involves direct actions to reduce excessive market concentration.

Reducing entry barriera
Concentration can only be reduced-absent direct public actions-if new

firms enter the market or if smaller firms already in the market expand at the
expense of the market leaders. As pointed out in our report, the economics of
food retailing create significant entry barriers for new competitors. Most of
these barriers are not in violation of present antitrust laws and cannot be
easily reduced. However, there are some possibilities.

An important barrier to new entrants, as well as an impediment to the expan-
sion of independent retailers, is the difficulty in gaining access to preferred store
sites. Leading chains in a market are generally the preferred tenants in shopping
centers. In some cases, restrictive lease arrangements limit competition in a
center. These practices act to further strengthen the market power of leading
retailers in a market. The antitrust agencies should continue to examine this
problem and act aggressively in striking down discriminatory and restrictive site
arrangements.

Entry barriers can also be magnified if firms already in the market engage in
selective price cutting targeted at the stores of the new entrant. This occurred
in Washington, D.C., in 1967 when Shop Rite (Foodarama), an aggressive dis-
counter headquartered in New Jersey, attempted to enter the market. The stores
of two leading chains "located near the stores of the new entrant cut their prices
substantially below those charge in the rest of the metropolitan area. In doing
so, these stores operated on abnormally low margins-and for those stores for
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which data were available-sustained substantial losses." 8 This strategy of dis-couraging entry succeeded, and Shop Rite ultimately withdrew from the market.
Such selective price cutting seriously raises entry barriers to would be entrants,

thereby protecting established firms from potential competition.
The American antitrust agencies have not challenged this practice in food re-tailing since the A&P case.' (Incidentally, as we recall, A&P did not engage inselective price cutting in the Washington, D.C., incident mentioned above.) How-ever, the Canadian government recently prohibited such predatory behavior. In1973 the Attorney General of Canada initiated an antitrust action under theCanadian Combines Act challenging Canada Safeway Limited for alleged "actionsdirected toward its competitors which limited the expansion of its competitors

and created barriers to entry of other competitors to the market." b One pro-vision of a consent order in the case provides that for a period of six years."The Defendant shall not knowingly charge a price for any grocery item in anyone or more of its stores in Calgary for the purpose of meeting or undercutting
the price of a competitor, unless the price so charged by the Defendant is applieduniformly and simultaneously by it, for the identical grocery item in all of its
Calgary grocery stores".6The order also recognized that entry barriers and a new-entrant's costs can beraised by massive advertising. One provision of the decree therefore provided:"A further prohibition prohibits Safeway for five (5) years from engaging in
market saturating advertising policies". 7

Selective price cutting and massive advertising that discourages entry alsoprobably violate the Robinson-Patman Act and/or the Federal Trade Commission
Act, and perhaps even the Sherman Act. If so, the antitrust agencies should chal-
lenge such practices as well as stating publicly their views on such behavior. Ifthese practices cannot be challenged under existing laws, the Congress should
consider strengthening them.
Merger policy

In the 1960's, the Federal Trade Commission entered agreements with six foodchains prohibiting future grocery store mergers for 10 years without prior FTC
approval." Additionally, in January 1967 the FTC issued its food distribution
merger guidelines which said that any but very small acquisitions by large chains
(defined as chains with annual sales exceeding $500 million) would be carefully
scrutinized. The guidelines applied to both horizontal mergers (those between
direct competitors) and market extension mergers (i.e., between chains that
operated in different metropolitan areas).

These various actions sent a clear signal to large chains that the Commission
would probably challenge any substantial market extension mergers by largechains as well as horizontal mergers that violated the standards established by
the Supreme Court in its 1966 decision in the Von's Grocery Co. case." For a
decade these actions had the effect of virtually stopping acquisitions by large
chains (see Table .=). Not all mergers were stopped nor was this the
FTC's intent. Although total acquisitions of food retailers rose in subsequent
years, practically all (85 percent) acquisitions were made by retailers smallerthan the top 20, by wholesale distributors, or by nonfood conglomerate firms.
Thus, a salutary effect of the FTC actions was to channel mergers away from the
industry leaders, thereby slowing the trend toward growing national
concentration.

By the mid-1970's, the FTC was at a public policy crossroads. As its consent
orders with leading chains began expiring, the industry waited for signals in-
dicating the direction of future policy. The FTC was given ample opportunity to
act during 1975 and 1976, when five substantial mergers occurred.

3Staff Report to the Federal Trade Commission on "Food Selling Practices in the Districtof Columbia and San Francisco." July 1969, p. 4. See also. Staff Report to the Federal TradeCommission. "Discount Food Pricing in Washington, D.C..' March 1971. p. 11.4 U.S. .. Great Atlantic d: Pacific Tea Co., 67 Fed. Supplement 626 (1946).t atement by the J udge In summarizing the prohibitions contained in a consent orderin Regina v. Canada Safewa,, Limited, Alberta. Canada, October 5, 1973, as reported In the
"Antitrust Bulletin", vol. XIX, No. 1, spring 1974, p. 61.

7 Thid., P. 6.3.
sConsent orders Involved Grand Union (1965 and 1968) : National Tea (1966) WinnDixie (1966) Consolidated Foods (1968) H E . C. Bohack (1968). An Affidavit of Voluntary

Compliance was entered with Lucky Stores In 196g.
° United States v. Von's Grocery Co., 384 U.S. 270 (1966).
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In 1975, Lucky Stores requested premerger clearance of its proposed acquisition
of Arden-Mayfair's grocery stores in Seattle and Tacoma. This horizontal merger,

which involved sales of $40 million, increased Lucky's market share in both
markets. The FTC approved Lucky's request and the merger was consummated.

In 1976, shortly after its 10-year consent decree restricting acquisitions expired,
Winn Dixie expanded into the southwest by acquiring Kimbell Stores head-

quartered in Texas. This market extension merger was the largest acquisition in
Winn Dixie's history.'0 Kimbell operated 135 food stores and a wholesale division
serving 1,500 independents in the southeast. Its total sales exceeded $500 million
in 1975."

Allied Supermarkets' purchase in 1976 of Great Scott Supermarkets reportedly
tripled Allied's share of the Detroit market-from 8 percent to over 20 percent,
making Allied the market leader." The top four chains held 50 percent of the

Detroit market in 1972. Allied, the acquiring chain, reportedly had financial diffi-
culties prior to the merger.

A&P purchased 62 National Tea Co. stores in Chicago in 1976. This merger
increased A&P's share in this market from about 4 percent to 11 percent, making
it the second or third largest chain in the market.

In early 1976 two regional North Carolina chains-Food Town and Lowe's

Food Stores-announced their intention to merger. In 1975 Food Town had sales
of $130 million and Lowe's had sales of $76 million. The two chains were actual
competitors in several markets and potential competitors in others.

The only merger challenged during 1975-1976 was the Food Town-Lowe's
merger, Following this challenge, the FTC won a temporary restraining order by

the Court of Appeals, after which the chains abandoned the merger.
The failure of the FTC to challenge other mergers, especially the horizontal

merger involving Lucky and Mayfair and the market extension merger involving
Winn Dixie and Kimbell, evidently has led some large chains to infer that the
FTC has abandoned the policy adopted in the 1960s. As Supermarket News put it,
the "FTC looked the other way when Winn-Dixie swallowed Kimbell, Inc."" In
recent months, both Lucky Stores and Grand Union have announced that they in-
tend to resume making acquisitions." Other chains apparently are unclear as to
the FTC policy.

Based on our analysis of the impact of market extension mergers by large food
chains, we believe abandonment of the FTC's past policy will result in further
centralization of food retailing in local and national markets. Prior to initiating
a strict policy toward market extension mergers in the mid-1960s, the top 20
chains acquired 55 chains with combined sales of $2.1 billion. These mergers were
largely responsible for these chains' increased share of food store sales between
1948 and 1964.' Our analysis strongly suggests that when a large food chain or
large nonfood firms makes a market extension merger an increase in concentra-
tion in the market involved can be expected. Thus, there is persuasive evidence
that competition in food retailing will be injured if the FTC abandons the policy
toward market extension mergers adopted in the 1960s. Additionally, our analysis
warrants extending this policy to acquisitions of food retailers by large, powerful
firms not engaged in food retailing.

Since the Supreme Court's 1965 decision in Von's," both antitrust agencies
have pursued a relatively strict line on horizontal mergers. However, during
1975-1976, they permitted three substantial horizontal mergers by large com-
panies (Lucky, Allied, and A&P). Each of these acquisitions was made by one of
the nation's largest food chains and resulted in greater combined market shares

"o Supermarket News, January 3. 1977, p. 16.
" Supermarket News. May 19. 1976, p. 56.
12 Supermarket News, May 24,1976, p. 12.
" hid
"4 The president of Lucky was quoted as saying that the FTC's failure to challenge recent

acquisitions "gives us the idea that the FTC will look more kindly on acquisitions." Super-
market News. November 22, 1976, p. 1. He reportedly stated Lucky would accelerate acquisi-
tions shortly after its consent agreement expires in late 1977. Ibid.

"I Federal Trade Commission Staff Report, "Structure and Competitive Behavior of Food
Retailing". January 1968. pp. 164-167.

'O In addition to the FTC's Food Towon-Lowce's case. the Department of JIustlee in 1974
challenged the acquisition by Albertson's. Boise. Idaho, of Mountain States Wholesale Co.,
also of Boise. This case was recently settled with a consent decree requiring Albertson to
divest Mountain States and to refrain for five years from acquiring any grocery wholesalers
In Idaho or Eastern Oregon without prior approval.
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than those in the Von's-Shopping Bag case." In addition, four-firm concentrationwas much higher in each of these cities than in Von's.YTime permits examination of only one of these mergers in some detail, Lucky'sacquisition of Arden-Mayfair in 1975. The failure to challenge this acquisition isparticularly significant because Lucky had previously signed an "Assurance ofVoluntary Compliance" (AVC No. 895) in connection with another matter whichrequires Lucky to secure Commission approval prior to acquiring food stores. Bypermitting the merger in 1975 the Commission gave explicit approval of a mergerof this type, thereby providing precedent for the large horizontal mergers madeby Allied and A&P in 1976.The salient facts are these. With sales of $2.9 billion, Lucky was the fourthlargest food retailer in 1974, and with sales of $649 million Arden-Mayfair wasthe 20th largest food retailer. Lucky and Arden-Mayfair each operated storeswith annual sales of about $33 million in the Seattle metropolitan area,"9 result-ing in a combined share of about 10 percent."0 The combined shares in the Tacomamarket appeared to be somewhat higher."0Based on its analysis of the probable competitive effects, the Commission staffrecommended that the proposed acquisition not be approved. But, according tothen FTC chairman, Louis A. Eugman, "The Commission after careful considera-tion, approved the acquisition, with Commissioner Hanford dissenting." a Eng-man stated that important in the Commission's decision was "the distinct possi-bility that Lucky and Arden-Mayfair would leave the Seattle and Tacoma mar-kets if the acquisition was not permitted." Arden-Mayfair, whose Seattle-Tacomaoperation allegedly had suffered a loss in the first quarter of 1975, told the Com-mission it was withdrawing from these markets. Lucky informed the Commissionit also would leave the market "because of below-normal profits unless it couldstrengthen its operation by the proposed acquisition."-' Engman stated that "de-parture of Lucky and Arden-Mayfair would likely result in Safeway becomingmore entrenched. Therefore, although the acquisition would combine the opera-tions of two competitors, disapproval of the proposal could have a very sn1bstan-tial adverse effect on the state of competition in the relevant markets." 'The Commission's justification for its action was questionable at best. Themerger made Lucky the second largest chain in both Seattle and Tacoma; in eachmarket the top four firms made 49 percent of sales. Although the merger maywell have improved Lucky's profit and growth prospects, this is not sufficientpublic policy grounds for approving the merger. It is incorrect to infer that whatis good for Lucky is good for competition. Insofar as the merger improved Lucky'sposition vis-a-vis Safeway, it presumably also improved its position vis-a-vis small-er retailers. Indeed, by permitting the merger the Commission may have fosteredthe emergence of two dominant firms instead of one, as well as contributing toan increase in four-firm concentration. Our economic analysis indicates that underthese circumstances consumers in these markets are likely 'to pay higher prices.Many Independent retailers in the Seattle and Tacoma market expressed fearsthat FTC approval would result in adverse competitive effects. Mr. F. N. McCow-an, Executive Director of the Washington State Food Dealers Association, whichrepresents about 1,000 retail grocers in the State of Washington, told the FTCthat after the merger: "the market would be controlled by three chains [Safeway,Lucky, and Albertson's]." >lMr. Morrie Olson, owner of a number of small stores in Seattle urged the Com-mission to "withhold" its approval because:"The monopoly resulting from this transaction would intensify the growth anddominance of these three chains in the Seattle area, as well as enabling them to
DT In Von'g, the merging retailers had a combined market share of only 9 percent of theLos Angeles market. In 196S the FTC disapproved a proposed merger where the acquiringcompany's market share was iS percent and the proposed acquired retailer operated threesupermarkets with about 1.5 percent of the market. Federal Trade Commission, advisoryOpinion Digest No. 344.18 In 1958 the top four firms had only 24.4 percent of the Los Angeles market.'5 Letter from Lewis A. Engman. Chairman of the Federal Trade Commission to Congress-man Edward Mezvinsky December 30. 1975.2 This Is an estimate. Metro Markets estimates the shares of Lucky and Arden-Mayfairas 6.1 percent and 4.7 percent, respectively.20a Metro Markets estimates the respective shares as 12.8 percent and 2.6 percent.21 Engman, op. oft.
22 Ibid.
23 Ibid. Emphasis added.24 Letter from F. N. McCowan to FTC. May 21, 1975. The FTC requested publc commenton the proposed merger. Four grocery retailers, a food wholesaler, and the executive directorof a retail grocery association opposed the merger. (The retailers operated from two to tenstores each.) Two Mayfair stockholders wrote in favor of the merger.
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expand this dominant control into the outlying communities of western Washing-
ton" .n5

Mr. Richard C. Rhodes, owner-operator of three supermarkets observed the
irony that Lucky and Mayfair "got their start" in the market by acquiring suc-
ecessful small businesses but were now asking to merge with one another rather
than giving small businessmen a chance to buy Mayfair's stores. He wrote:

'1t is interesting that Lucky and Mayfair got their start in this market through
acquisition of successful small companies who couldn't turn down the lucrative
offers made by these two chains.

"The independent retailers' position is not being jeopardized because of his skill
or ability to compete price-wise or management-wise, but because of the lack of
opportunity for growth. If the opportunity to purchase the Mayfair stores were
presented to the independent grocers, I doubt that Mayfair would have difficulty
in disposing of their stores-providing the price was fair".2,

Since neither Lucky nor Mayfair were failing firms, they could not rely on the
failing company doctrine. And while Alayfair-Arden evidently was intent on leav-
ing this market. Lucky merely threatened to do so (unless the Commission per-
mitted the merger) because it was earning "below normal profits."

In rejecting its staff view that the merger not be permitted, the Commission
traded off lower market concentration and the probable increased competitive
viability of several small chains (that would have purchased the Mayfair-
Arden stores) for increased four-firm concentration and the hope that increas-
ing Lucky's market share would increase competition. This was a dubious
trade-off. It was based on the assumption that competition is more likely to
be enhanced by a merger leading to a market dominated by two or three chains
than a merger that would lessen concentration and strengthen the competitive
position of a number of small chains. We believe that not only did the Com-
missions' decision have an adverse effect on the Seattle and Tacoma markets,
but that it set an unfortunate precedent for other mergers, specifically the
two large horizontal mergers permitted by the FTC in 1976 (Allied and A&P).

In sum, we believe the Commission should not abandon the merger policies
it pursued in the 1960s. With respect to horizontal mergers it should enforce
the law as strictly as enunciated by the Supreme Court in its Von's decision.
With respect to market extension mergers, it should not abandon the policy
expressed in the National Tea decision 2 and FTC's 1967 food distribution guide-
lines, which state:

". . . whereas mergers by retail firms with annual sales in excess of $500
million may contribute to further concentration of buying power, in addition
to any adverse effect that they may have at the retail selling level, it is unlikely
that the prohibition of mergers by such companies would have an adverse
effect on efficiency. Moreover, insofar as economies of scale require fairly large
scale operations, the goal of promoting efficiency might be better achieved by
channeling mergers away from the largest firms to those whose efficiency would
be enhanced by further growth." 22

Improving contsumer information
The results of this study indicate that a firm's prices in different metropolitan

areas are positively related to its market share and the level of market con-
centration. This suggests that price differences within markets persist, at least
in part, because consumers are unable to accurately evaluate the price levels
of competing sellers.29

The complexity of the retail grocery market requires consumers to possess
substantial amounts of information to evaluate alternative sellers. Individual
consumers can seldom afford the search time required to become adequately
informed when the average supermarket stocks 8,000 items, changed prices
relatively often, and offers a variety of weekly specials to attract customers.

23 Letter from Morrie Olson to FTC. May 15, 1975.
s Letter from Richard C. Rhodes to FTC. May 19, 1975.
7 FTC Opinion Docket No. 7453, National Tea Co.. March 4, 1966.

28FTC, "Enforcement Policy with Respect to Mergers in the Food Distribution Indus-
tries." Jannary 3.1967.

m Since in a market economy. "sovereign" consumers are relied upon to direct the alloca-
tion of resources, either misinformed or uninformed consumers can lead to faulty market
signals. Consumers may be "sovereign" in a technical sense (their decisions still determine
the allocation of resources among alternative uses) but are unable to knowledgeably exer-
-cse this power for their own best Interest.
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A significant gap between the information needed and available to consumers-
is therefore likely.

Few empirical studies have examined the adequacy or influence of market
information. Two recent Canadian studies examined the effects of increased.
retail food price information; their findings merit note.

A study in Ottawa-Hull in 1974 collected prices weekly on 65 food items in
26 supermarkets over a 28 week period.s Prices were collected but not pub--
lished for 17 weeks, after which they were collected and published in daily
newspapers for the following five weeks. Thereafter prices were monitored
for six weeks but not published.

The impact of this information program on the level and dispersion of
store prices in the market was substantial. Immediately prior to the pub-
lication of information, there was a 15 percent difference in the weighted
market basket price at the highest and lowest priced stores. An S percent
difference existed between the average prices of the highest and lowest priced
corporate or voluntary chains.

During the information publication period, price dispersion across stores
Iropped to 5 to 8 percent, suggesting that previous price differences did not
accurately reflect consumer valuation of the differences in the goods and services.
offered. The differences in the average prices of different chains declined to
3 to 5 percent.

Average prices for the entire market declined by 7.0 percent during the
period when price information was published as high priced stores rapidly-
dropped prices to become competitive. During the six week post-information
period in which prices were monitored but not published, average prices in--
creased 8.8 percent. Because the study took place during a period of inflationary-
food prices, prices in other Canadian markets increased throughout the study
period. Thus, even with the post-information price increase of almost 9 percent,.
Ottawa-Hull prices remained low relative to other markets (fig. 1).

Pre-test and post-test surveys of Ottawa consumers indicated some significant
shifts in patronage away from higher to lower priced firms. The largest chains
in the market generally benefited from this shift; four-firm concentration,
increased from 74 percent during the pretest to 81 percent during the posttest
period. Although the evidence suggests that the market became more com-
petitive during the publishing of price information, the resultant increase
in market concentration could lead to a deterioration in long-run competitive-
performance.

A post-test survey indicated consumers would be willing, on average, to-
pay 34 cents per week for the price comparison information. With approx-
imately 120,000 families in the Ottawa-Hull area, the perceived value of the
information was about $40,000 per week. The cost of the program, including-
consumer questionnaires, was approximately $875 per week.

Although the results of the Ottawa study were impressive, information
was published for too short a period to ascertain the long-run effects. The-
price reductions that occurred in Ottawa may have been a short-run response
that would not and perhaps could not be sustained over a longer time period.
In the long-run a price information program might also be used as an instrument
for the collusion of leading companies, particularly in highly concentrated
markets.

A follow-up study by the same researcher was conducted in Regina and Sas--
katoon during 1976. Prices were published weekly over a 6-month period. Pre--
liminary results indicate similar though less dramatic results than In Ottawa.
The dispersion of prices across stores and firms was reduced; average prices
in both markets also declined. When prices In Regina and Saskatoon were
compared to prices in other Canadian cities prior to and during the informa--
tion period, the Information program was estimated to have led to a 1 to 2 per-
cent decline in prices over the 6-month period. Although the reduction in prices
that occurred at the outset of the information program was less than in Ottawa,
a substantial portion of this price decrease was maintained throughout the-
0-month publication period. Both markets are highly concentrated. However,
there was no noticeable change in concentration as a result of the information
program.

sD. Dgrant Dpvlne. "An Examination of the FffpetR of Publihing Comnarattve Price-
Information on Priee DIsriArsion and Consumer Satisfaction", unpublished PhD dissertation,
Ohio State University, 1976.
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TIGURE 3.-Monthly Consumer Price Indexes for food consumed at home for
Ottawa, Winnipeg, and all Canada, May 1974 to May 1975.
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No comparable studies have been conducted in the United States. In a few cases,
consumer organizations or newspapers have published comparative prices on a
sample of items. The accuracy, duration and effects of these efforts has not been
assessed, to our knowledge.

The effects of comparative price information programs on market concentration
is an important long-run concern. The results of the present study indicate that
a firm's prices are positively related to their position in the market. In markets
where this is true, (e.g., city b in report), comparative price information would
be expected to cause some shift in patronage to the lower market share and lower
priced firms (thereby reducing concentration) and/or a rapid realignment of
prices in the market. In the long run, shifts in consumer patronage would depend
upon the cost levels of competing sellers (and hence their ability to compete on
a price basis), and the importance to consumers of differences in the non-price
offers of competing firms. Although large chains appear to enjoy some cost ad-
vantages, independent supermarkets and small chains may have lower wage rates
and superior store level operations.

The ability of large chains to subsidize across markets could result in their
using comparative price information programs to restructure markets. This makes
it particularly important to develop price monitoring programs in a number of
metropolitan areas, (whether or not the information is published in all cases)
so that cross-subsidizing behavior can be detected.

An important long run salutatory effect of a comparative price information
program is the erosion of entry barriers. The advertising advantages of large
established firms would be substantially reduced by a credible and readily avail-

Otto~
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able source of price information. Established firms would find themselves in less
secure positions, and would be expected to reduce prices to a level that discour-
ages new entrants. Thus, whether entry is actually increased or not, the reduc-
tion in entry barriers would be expected to have beneficial results.

The potential impact of increased information on consumer and seller behavior
is sufficient to warrant additional exploration and analysis by government agen-cies. The Bureau of Labor Statistics, Department of Agriculture, or the FederalTrade Commission are likely the most logical federal agencies to explore thefeasibility of such a program. Appropriate state agencies might also be encour-
aged to support such programs. A variety of publication procedures should betested, including continuous publishing every week, periodic publishing for 4 to 6weeks but with continuous price monitoring, and continuous price monitoring
with once a month publishing of the previous four weeks of data. The number of
metropolitan areas involved in the program should gradually be expanded to
allow analysis of the impact of comparative price information in different market
environments. If data were available for 30 to 50 markets with a variety ofstructural characteristics, efforts to collude in any particular market would bequickly detectable. Such a body of data would also allow periodic analyses of
the factors affecting both price levels and price changes in different markets.

The cost of such an effort would be reasonable considering the potential bene-
fits. The Canadian studies cited earlier employed professional price takers at $15/
store/week for a market basket of 85 items. Using this rate, if 20 stores were price
checked in 30 markets every week of the year, the total amount collection cost
would be approximately $450,000. If BLS were to collect the data, the compli-
mentary with its present price collection efforts should result in an incremental
cost that is lower than this estimate. The costs of analyzing and publishing the
data must also be considered but are not likely to exceed the cost of price
collection.

Some may argue that such comparison price information programs constitute
public invasion of business privacy. However, we believe public comparison of
privately displayed prices is a legitimate function of the public sector, not unlike
the many market news programs for farm products sponsored by U.S.D.A. and
many states. Since informed consumers are a sine qua non of a viable market sys-
tem, programs to improve consumer Information should be an essential part of an
overall pro-competition policy.
Coonsumer cooperatives

Consumer cooperatives play a small role in food retailing in the U.S. compared
to some other nations. For example, consumer cooperatives make only about 0.5
percent of U.S. grocery store sales compared to about 17 percent in Great Britain
and 27 percent in Sweden.' They also are very important in some Canadian cities.

Although various factors may explain the historically low profile of consumer
cooperatives in the United States, perhaps one reason is that food retailing herehas generally been more competitive than in other nations. In any event, given
the increasing concentration in food retailing and the resulting noncompetitive
prices and profits, consumer cooperatives should be included among the alterna-
tive public policy options dealing with excessive market power In food retailing.

One of the few empirical studies of the subject found that a chain's prices were
generally lower In markets where it competed with a consumer cooperative
than In comparable markets without a cooperative. The average price difference
for the 27 paired markets studied was approximately 1 percent and was statisti-
cally significant.0 Although the price difference was modest, the results support
the hypothesis that consumer cooperatives are a beneficial influence on compe-
tition.

Many consumer cooperatives apparently had little or no Impact on competition.
Some, however, did result in sizeable savings to their customers-In the order of
3 percent to 6 percent. This suggests that consumers can only expect to realize
meaningful savings if cooperatives are well run and of sufficient size to achieve
all or most economies of scale.

a ILoys L. Mather. "Conemmer Cooperatives in the Grocery Retailing Industry". Ph.D.
dissertation: University of Wisconsin, 1968.

32 MNather. op. cit., p. 93-130.
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The potential benefits of successful consumer cooperatives is illustrated by theCalgary Cooperative Association, reportedly the largest consumer cooperative in
North America.3 Organized in 1958, this Canadian cooperative's 114,000 membersincluded two-thirds of the population of Calgary by 1976." It had total sales of$92.5 million in 1976, $67 million of which came from its eight supermarkets.

Not only were its supermarket gross margins below 17 percent, but it paid itsmembers a patronage rebate of 3.2 percent of sales. Its effective gross margin ofless than 14 percent was well below the average gross margins of large chainsin the United States.
The Calgary Cooperative example is especially relevant because of the com-petitive environment in which it operates. The top four chains in the market

(including the cooperative) had over 80 percent of sales in 1976. Although Safe-way is the market leader with nearly 50 percent of sales, by 1976 Calgary Co-operative had expanded its share to approximately 30 percent.
Our analysis shows that a dominant chain in a comparably concentrated U.S.

market would enjoy prices about 9 percent above a more competitively structured
market where the top four firms each had 10 percent of sales. This suggests themagnitude of savings consumers could realize from efficient consumer coopera-
tives in highly concentrated markets.

We are unable to propose a program for creating efficient consumer coopera-
tives in the United States, where to date they generally have had lackluster
records. Two of our other recommendations-lowering entry barriers and im-proved consumer information-would improve the environment for the develop-
ment of cooperatives. But additional steps are needed. Consumer organizations
should give high priority to aiding the development of consumer cooperatives,
especially in highly concentrated markets where the stakes are high.
Industrial restructuring

The various options mentioned above may not be sufficient to erode concentra-
tion or eliminate its adverse effects in markets that have become highly concen-trated, especially where one or two firms dominate a market. In these cases, which
fortunately are still relatively few, more direct action may be required to reducemarket power or its effects.

One alternative is to permit such power to exist but to control its use through
government regulation. We reject this as an unrealistic alternative. Setting "ap-propriate" prices in food retailing would be a regulatory nightmare.'

A second alternative is industrial restructuring. This requires a case-by-case
approach. In excessively concentrated markets, however defined, there are two
main options.

The most drastic approach requires leading firms to divest part of their busi-ness in a particular market. The other restructuring approach places restraints onthe growth of the dominant chain (or chains) in a market until such time as its(or their) market share is reduced to some target level.
The Canadan consent decree mentoned earlier limited Safeway's expansion forthree and one-half years in the cities of Calgary and Edmonton. The decree pro-vided that Safetway "will not significantly increase the total square footage occu-pied by its stores and will be restricted to opening only one (1) new store in eachof the two cities." a
Many public policy officials and courts are reluctant to restore competition

through industrial restructuring. This often reflects a fear that such actions willdrastically disrupt business affairs, eliminate jobs, injure stockholders, and per-haps even injure consumers.
While not unmindful that difficult problems may arise in the course of publicly

ordered restructuring, in our judgment such fears are greatly exaggerated. Ex-

3 Coop Consumer, February 1977. p. 3.
X4 Ibid. and Calgary Cooperative Association, 2Oth Annual Report.
:> The price controls in effect during 1971-74 did not deal with the monopoly problem Infood retailing or in other Industries. They limited price Increases of all retailers. whetherin competitive or highly concentrated markets. As shown In our report, profits of food retail-ers were positively associated with the level of concentration and firm dominance during theprice control years as well as before.
s8 Consent Order In Regina v. Canada Safewvay Limited, op. cit., p. 62.
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perience has shown that businessmen are adept at adjusting to changing cir-
cumstance. Certainly they are very adept at restructuring actions that result in
high concentration. Such actions likely inflict greater costs on injured competitors
and consumers than they themselves would experience if forced to divest them-
selves of some properties or limit for a time their expansion.

The public policy issue is clear: Where excessive market power cannot be
adequately redressed by other means, are we sufficiently concerned about the
costs to consumers and competitors to take the steps necessary to reduce such
power?

TABLE 1.-ESTIMATED INDEX OF GROCERY PRICES AND PRETAX PROFIT-TO-SALES RATIOS ASSOCIATED WITH
VARIOUS LEVELS OF MARKET CONCENTRATION AND RELATIVE FIRM MARKET SHARE

4-firm concentration ratio (CR I)

40 50 60 70

Profits Profits Profits Profits
Index of as Index of as Index of as Index of as
grocery percent grocery percent grocery percent grocery percent
prices ' of sales a prices of sales prices of sales prices of sales

Relative firm markets share
(RFMS):

10 100.0 0.37 101.0 0.99 103.0 1.22 105.3 1.28
25 -100.8 1.15 101.8 1.77 103.7 2.00 106.1 2.06
40 -102.4 1.93 103.4 2.55 105. 4 2.78 107.7 2. 84
55 -103.6 2.71 104.5 3.33 106.5 3.56 108.9 3.62

' The estimated grocery basket cost for each combination of RFMS and CR4 was calculated using equation Ige table
3.3 and holding other independent variables at their respective means. The index was constructed by setting-the grocery
basket computed for RFMS=10, CR,=40 equals to 100.

2 Profits as a percent of sales were estimated for each combination of RFMS and CR4 using equation Id, table 2.7 in-
troducing all other variables except API at their means; the binary variable API was introduced with a value of 1. Equa-
tion Id was developed using the average division profitlevels for the 3 years 1970,1971, and 1974. The grocery price models
were based upon 1974 prices.

TABLE 2.-MARKET SHARE OF THE 20 LARGEST GROCERY CHAINS, CENSUS YEARS, 1948-751

lIn percentj

Share of grocery store sales in-

Rank of chains 1948 1954 1958 1963 1967 1972 1975

A. & P- 10.7 11.3 11.1 9.4 8.3 6.6 4.9

Istto4th -20.1 20.9 21.7 20.0 19.0 18.1 17.9
Sth to 8th- 3.6 4.5 5.8 6.6 6. 7 7.1 7.6
Istto8th -23. 7 25.4 27. 5 26.6 25. 7 25.2 25.5
9thto20th- 3. 2 4.5 6.6 7.4 8.7 11.9 11.5
1st to 20th -26.9 29.9 34.1 34.0 34.4 37.1 37.0

Top 20 excluding A. & P -16.2 18.7 23.0 24. 6 26.1 30.5 32.1

National Tea and Loblaw were treated as a single entity and their sales were combined accordingly. This adjustment
placed National Tea-Loblaw 4th among the largest grocery chains in both 1963 and 1967 and 9th among the chains in 1972.

Source: 1948-63 estimates based upon U.S. Census as reported in National Commission on Food Marketing, "Organiza-
tion & Competition in Food Retailing," June 1966. Estimates for 1967 are based upon the Federal Trade Commission, 1969
Food Reiling Survey and 1967 Census of Business, Retail Trade. Estimates for 1972 are based on data supplied by leading
retail food chains and the 1972 Census of Business, "Retail Trade, Establishment and Firm Size," RC72-S-1, September
1975 and the 1972 Census of Business, "Retail Trade, Merchandise Line Sales," RC72-L September 1975. Estimates for
1975 from "Weekly Digest," American Institute of Food Distribution, vol. 83, No. 27, July 3,1976.
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TABLE 3.-SHARE OF GENERAL-LINE WHOLESALE GROCERY SALES, BY TYPE OF ORGANIZATION, CENSUS YEARS
1948-72

fIn percentj

Share of sales in-

Type of business 1948 1954 1958 1963 1967 1972

Affiliated:
Voluntary groups:

4 largest -2.2 5.2 7.4 9.7 11.2 14.9
Slargest -3.8 9.2 11.8 13.6 (') 21.2
All voluntaries -(') C-) 38.5 45.7 47.4 229.9

Cooperative groups:
4largest -3.2 5.2 7.9 8.5 10.0 8.3
8largest -4.2 7.3 10.6 12.4 (') 12. 2
All cooperatives -(') (l) 25.4 24.4 26. 4 32. 2

Nonaffiliated -() C-) 36.1 29.5 26.2 37. 9

Total…--) -)-------------- 100. 100 100. 0 100. B

' Not available.
-Although these figures appear to bein error, staff members in charge of the "Census of Wholesale Trade" were unable

to either find an error or explain the drastic changes in 1972. "Progressive Grocer" reports that wholesale grocery sales
in 1974 were distributed as follows: 49 percent to voluntary wholesales, 29 percent to cooperative wholesales and 22
percent to unaffiliated wholesalers. "Progressive Grocer," "42d Annual Report of the Grocery industry," April 1975.

Source: Data for 1948, 1958, and 1963 are from National Commission on Food Marketing, Organization and Competition
in Food Retailing, technical study no. 7, appendixtable 17. Data for 1967 were estimated from issues of monthly "Wholesale
Trade." Data for 1972 are from Bureau of Census, "Census of Business 1972, Wholesale Trade."

TABLE 4.-AVERAGE 4-FIRM CONCENTRATION FOR 194 SMSA'S CLASSIFIED BY 1954 4-FIRM CONCENTRATION
LEVEL, 1954-72

Market size and level of 4-firm concentration
level in 1954

SMSA's over 500,000:2
CR 4 less than 40 .--
40.0 to 49.9
50.0 to 59.9.
60.0 and over.

Number and average .

Number 4-firm concentration Average 1972
of market sales

SMSA's 1954 1958 1963 1967 1972 (thousands)I

17 35. 3 39. 7 40. 8 41. 5 46.4 $803, 505
21 45. 4 49.2 49.4 47. 5 49. 2 568, 975
18 53. 5 55. 6 54. 1 54.2 53. 0 725, 802
2 69.7 68.7 67.9 67.3 75.0 524, 411

58 45. 8 49. 1 49.0 48. 5 50. 4 684, 850

SMSA's under 500,000:2
CR 4 less than 40 44 34.8 41.8 42.6 45.6 46.8 113, 654
40.0 to 49.9 54 45. 2 49. 0 51. 0 52. 7 54. 1 107, 092
50.0 to 59.9 -30 54. 0 57. 1 57. 4 56. 1 57. 1 107, 916
60.0 and over 8 64.0 63.9 62.4 60.3 61.7 111, 216

Number and average . 136 44.9 49.3 50.4 51.6 52.9 109, 639

Average all SMSA's 45.2 49.2 50.0 50.7 52.1 281, 610

06-514-7 7 i

I Grocery store sales for establishments with payroll.
2Population in 1970.

Source: 1954 and 1958 Census of Business, Retail Trade, vol. 1, summary statistics; 1963 Census of Business, Retail
Trade, United States, BC 63-RAt; 1967, a special tabulation by the Bureau of Census for the Federal Trade Commission;
1972, a special tabulation by the Bureau of Census for the Federal Trade Commission and the U.S. Department of Agri-
culture. Appendix F shows data for individual SMSA's.
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TABLE 5.-ACQUISITIONS OF FOOD RETAILERS, 1949-75

IDollar amounts in millionsl

By all acquirers By 20 leading food chains ' By 10 leading food chains '

Percent PercentNumber Number of total Number of total
of ac- Sales of of ac- Sales of acquired of ac- Sales of acquired

quisitions acquired questions acquired sales quisitions acquired sales

5 $66
5 4

12 28
10 71
13 88
24 76
55 559
69 450
52 319
74 517
63 319
44 307
50 518
53 306
51 568
41 312
28 558
40 539
33 1 350
51 1, 155
45 715
36 688
27 435
59 5 1, 069
27 5 206
18 0 1, 591
29 255

1 $47
2 3
6 25
5 55
4 77
7 37

23 465
32 310
20 194
41 361
34 136
25 201
30 407
24 179
27 463
16 188
5 61
6 110
3 21

14 41
9 74
2 28
6 242

13 5 29
4 30
5 99

Total -1, 014 12, 879 376 4,197

71 1 $47 71
75 1 1 25
89 5 19 68
77 4 53 75
88 2 61 69
50 4 31 41
83 15 267 48
69 20 141 31
61 14 170 53
70 27 261 50
43 14 24 8
65 10 36 12
79 16 292 56
58 14 157 51
82 16 416 73
60 8 153 49
11 3 35 6
20 3 73 14
2 0 0 0

27 6 a 199 a (2) 17
8 6 13 3

11 5 22 3
6 2 28 6

20 1 3 (5)
14 3 11 5
2 3 14 1

39 3 .84 35

32 206 2,611 20

I For 1949-66, data are for largest chains of 1963. Subsequent data are for the largest chains of 1975.2 The FTC merger notification program did not require reports from food distributors until June of 1976.
J Includes Lucky's acquisition of Eagle Stores, with estimated sales of $175,000,000. See text.I Percent excluding Lucky's acquisition of Eagle Stores, which was approved by the FTC. See text.' Sales data not available for 1 firm in this category.
c Less than 1 percent.
7 Data for 1975 are not complete since premerger notification data were available only for the Ist months of 1975.
Source: Data from 1949-66 are from Bureau of Economics, Federal Trade Commission as reported in Willard F. Mueller,"The Celler-Kefauver Act: Sisteen Years of Enforcement." Report to the Antitrust Subcommittee of the Committee onthe Judiciary, House of Representatives, Oct. 16, 1967. Data for 1967-75 from FTC merger notification reports supplied

to the Joint Economic Committee, and from secondary sources. FTC data reported 185 retail acquisitions with combinedsales of $4,455,000,000. Secondary sources reported 142 retail acquisitions with combined sales of $2,954,000,000. Ofthis latter total, 8 acquisitions had combined sales of $1,265,000.000, These large acquisitions involved the acquisitionof large food retailers by large firms not involved in food retailing. The FTC notification program did not requirereporting these mergers.

TABLE 6.-FOOD RETAILER AND WHOLESALER ACQUISITIONS, BY TYPE OF ACQUIRING FIRM, 1967-75

[Dollar amounts in millions]

Acquired grocery retailers by type of acquisition
Acquired food

Total Horizontal Market extension wholesalers
Nature of acquiring firm Number Sales Number Sales Number Sales Number Sales

Food retailers:
Top 10 - 29 $372 17 $104 12 $268Top 20 68 876 43 1 316 28 560 1 $4
Other retailers…------ 162 2, 477 105 ' 1, 206 67 1, 271 13 105Food wholesalers -83 808 71 530 17 278 25 996

Conglomerate -12 3,108

Total- 2325 7,269 219 2,052 112 2,109 39 1. 146
'Sales data not available for I firm in this category.
I Number of mergers in various categories do not add to total because some mergers involved 2 categories.
Source: Federal Trade Commission merger notification reports submitted to Joint Economic Committee, and secondarysources. FTC data reported 211 acquisitions of grocery retailers and wholesalers with combined sales of $5,494,000,000;secondary sources reported an additional 155 acquisitions with combined sales of $3,601,000,000. Of the latter total, 8acquisitions had combined sales of $1,256,000,000. These large acquisitions involved the merger of large food retailersand largefirms notinvolved infood retailing.The FTCmergernotification programdid notrequirereportingthesemergers.

Year

1949
1950----------- ------------
1951-- - - - - - - - - - -
1952-- - - - - - - - - - -
1953-- - - - - - - - - - -
1954
1955 5
1956-- - - - - - - - - - -
1957
1958-- - - - - - - - - - -
1959
1960 -- -----------
1961 961 - -------
1962
1963-- - - - - - - -
1964-- - - - - - - - - - -
1965-- - - - - - - - - - -1966
1967 a
1968
1969
1970- --1971-- - - - - - - - - - -
1972-- - - - - - - - - - -1973
1974
1975 5

,



TABLE 7.-COMPETITIVE INTERFACE BETWEEN 17 LARGE GROCERY CHAINS, 1966 AND 19741

Al-Sue- t
A. & bert- First Food Grand Nat'l Safe- mkt. S Winn-P. Acme son's Allied Nat'l Fisher Fair Giant Union Jewel Kroger Lucky Tea way Gen'l Shop Dixie

A.&P .. . 30 2

Acme - 30 (35) (2)
(35) (1)

Albertson's - 2 10
(2) (1)

Allied -48 5 3
(16) (2) (0)

First National ---- 20 4 0
Fisher - (24) (6) (0)

Fis er --- --- -- 9 6 3
(3) (B) (0)

Food Fair ------ 38 19 1
(37) (12) (0)

Giant-2----- 2 0a
(2) (2) (0)

Grand Union - 24) 4 13 0
(22) (11) (0)

Jewel-------17 0 1
(11) (0) (1)

Kroger - 60 6 4
(69) (6) (1)

Lucky - 9 13 11
(7) (2) (4)

Nat'l Tea 2 - 24 4 7 1
(28) (8) (0)

Safeway - 16 17 27

Supermkt.Gen's1 16 8 0

Stop & Shop 21 5 0
(19) (0) (0)

Winn-Dixie - 37 0 0
(34) (0) (0)

48
(16)

5
(2)
3

(0)

0
(0)
7

(0)
(

(0)
0

(0)
3

(0)
3
(2)
39

(16)
4

(0)

(2)

(1)
0

(0)
0

(0)
17
(2)

20
(24)

4
(6)
0

(0)
0

(0)

B

7(0)
(12)

0
(0)
12

(14)
7

(4)
0

(0)
0

(0)
0

(0)
0

(0)
9

(5)
20
(17)
0

(0)

9 38
(5) (37)
6 19

(0) (18)
3 1

(0) (0)
7 5

(0) (0)
0 7

(0) (12)
0

(0)
0

(0)
0 2

(0) (2)
0 17

(0) (12)
1 0

(0) (0)
11 0
(3) (1)
4 1

(0) (0)
0 2

(2) (2)
5 7

(0) (6)
0 13

(0) (8)
0 9

(0) (7)
0 14

(0) (8)

2
(2)
2

(2)
0

(0)
0

(0)
0

(0)
0

(0)
2

(2)

1

(1)
0

(0)
0
I(1)

(0)
0

(0)
2

(2)
0

(0)
0

(0)
0

(0)

24
(22)
13
(11)

0
(0)
3

(0)
12

(14)
0

(0)

(12)

17

(12)

(1)
(1)
0

(1)

(0)
5
(5)

13(1)
8

(4)
13
(7)
0

(0)

17 60 9
(11) (69) (7)

0 6 13
(0) (6) (2)
I 4 12

(1) (1) (4)
3 39 4
(2) (16) (0)
7 0 0

(4) (0) (0)
I II 4

(0) (3) (0)
0 0 I

(1) (1) (0)
0 0 1

(0) (1) (0)
1 0 1
(1) (1) (0)

6 4

(7) (1)
7) (3)

4 4
(1) (3)
7 9 7

(3) (21) (4)
2 10 17

(2) (6) (12)
0 0 0

(0) (0) (0)
8 0 0

(5) (0) (0)
0 17 0

(0) (16) (0)

24
(28)
7

(8)

(0)

(2)
0

(0)
0

(2)
2

0
(0)
5

(5)
7

(3)
9

(21)
7

(4)

(2)
0

(0)
0

(0)
2

(2)

16
(18)
17

(11)
10
(7)
0

(0)
5

(0)

2(6)
(2)

(I)
2

(2)
10
(6)
17
(12)

1
(2)

0
(0)

(1)
0

(0)

16
8(8)
8

(8)
0

(0)
0

(0)
9

(5)
0

(0)
13

(8)

0
(0)

'8'

(4)
0

(0)
0

(0)
0

(0)
0

(0)
0
(0)

10(0)
0

(0)

21 37
(19) (34)
5 0

(0) (0)
0 0

(0) (0)
0 17

(0) (2)
20 0

(17) (0)
0 0

(0) (0)
9 14

(7) (8)
0 0
(0) (0)

3 0
(7) (0)
8 0

(5) (0)
0 17

(0) (16)
0 0

(0)+ (0)
0 2

(0) (2)
1 0

(1) (0)
1 0 0
(0) (0)

0
(0)

(0)

Com-
petitive

inter-
face Percent Num- Num- Net Percent

(1966 change ber of her of change change
and (1966- SMSA's SMSA's (1966- (1966-

1974) 74) 1966 1974 74) 74)

373 +11. 3
(335)

145 +34.3
(108)

64 +220.0
(20)
153 +225. 5
(47)
79 -3. 7

(82)
46 +475. 0
(8)

136 +20.4
(113)

10 0
(10)

99 +25. 3
(79)

57 +50. 0
(38)
166 +9. 9

(151)
77 +133. 3

(33)
77 -1. 3

(78)
116 +50. 6
(77)
64 +93.9

(33)
87 +55. 4

(56)
87 +40. 3

(62)

147 142 -5 -3. 4

36

11

24

24

3

37

2

22

13

71

16

33

57

8

19

34

44

29

56

21

14

40

2

26

20

65

25

28

62

16

23

38

+8 +22. 2

+18 +163. 6

+32 +133. 3

-3 -12. 5

+11 +266. 7

+3 +8.1 co

0 0

+4 +18. 2

+7 +53. 8

-6 -8. 5

+9 +56. 3

-5 -15.2

+5 +8. 5

+8 +100.0

+4 +21.

+4 +11.8

I Based on 199 SMSA's.
2 National Tea includes Loblaw stores in 1966 and 1974.
3 Supermarkets General operated under Shoprite loao prior to 1969.

Note.-1966 markets in parentheses.
Source: Metro Market Studies 1967 and 1975. Supermarket News 1968-69 and 1975.
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TABLE 8.-AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY 5 FIRMS IN CITY B,
OCTOBER 19741

1974 market Grocery Market Meal Market and
Company share 2 basket baskets basket meat basket

E- 31.8 102.4 102.2 103.4 102.5
K- 30.5 102.3 102.0 100.0 101.5
A- 6.8 100.0 100.2 100.5 100.3
F- 6.4 99.7 99.3 102.8 100.2
- 1. 4 95.5 96.3 93.3 95.5

' See app. B. Indices were derived by expressing the estimated market basket costs as a percent of the mean values.
2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of "Grocery Distri-

bution Guide." Metro Market Studies, Inc., adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard data, and metro market. See app. B.

3 This market basket contained frozen food, dairy, and grocery products.

TABLE 9.-AVERAGE COST INDEXES FOR MEAT AND MARKET BASKET ITEMS SOLD BY 5 CHAINS IN
CITY C, OCTOBER 19741

1974 Grocery Market Meat Market and
Company marketshares basket basket3 basket meat basket

T- 15.8 99.6 99.6 99.7 99.7
H- 14.1 98.9 98.7 96:1 98.2
J---------------------------------- - \10.9 101. 4 101. 3 102. 5 101.7
A- 6.9 100.9 100.5 101.1 100.7
S-. 2.4 99.1 99.3 100.3 99.6

1 See app. B. Indexes were derived by expressing the estimated market basket costs as a percent of the mean value.
2 The 1974 market shares are the average market share for each firm from the 1975 and 1976 issues of "Grocery Dis-

tribution Guide," Metro Market Studies, Inc., adjusted proportionally to equal the 1974 concentration ratio. The latter was
estimated from the 1972 census concentration ratio, hard data, and metro market. See app. B.

3 Included grocery, dairy, frozen food, and health and beauty aid products for all firms except firm S, in which case
health and beauty aid products were not included.

THE UNIVERSITY OF WrscoNsiN,
SCHOOL OF ECONOMICS,

Madison, Wie., July 16, 1977.
Representative GILLIS W. LONG,
House of Representatives,
Congress of the United States,
Washington, D.C.

DEAR MR. LONG: I suspect you have seen the enclosed article on food prices
appearing in the June 30th issue of the Washington Post. It compares chain
grocery store prices in 19 cities.

You will recall that at the hearings on our Report the industry witnesses criti-
cized our price data because they excluded meat and produce products and were
based on a single month, October 1974. The critics asserted that for these reasons
our sample prices for cities were not representative of actual prices. We agreed
that 'there might well be errors in our sample, but that the effect of any such
errors was to weaken the statistical relationship we observed.
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You may therefore be interested in how our prices compared with those appear-
ing in the Washington Post story. The Post sample consisted of any 35 items, in-
eluding eight meat items and seven produce items. Unfortunately, only five of our
cities overlapped those in the Post story. It is interesting, however, that the rela-
tive prices in these five cities were remarkably similar in the two samples, with.
one exception. Below I have listed the five cities and expressed the estimated
prices in each as a percent of the estimated prices in Phoenix, the lowest price
city in both samples.

[in percent]

J.E.C. Washington
October Post

City 1974 June 1977 Difference

Phoenix -100.0 100.0-
Dallas -107.4 107.3 0.1
St. Louis- 108. 8 107.9 .9
Denver -105.5 109.3 3.8
Washington, D.C -------------------------- 116.4 116.8 .4

Of the five cities included in both studies, Washington and Phoenix had the
highest and lowest prices in both samples, differing by about 16% in each year.
The relative prices for Dallas and St. Louis also were very close in the two
samples, differing by less than 1 percent.

The only noncomparable city is Denver, where prices were 3.8% higher (rela-
tive to Phoenix) in June 1977 than in October 1974. This is a very interesting
difference because it bears out the point we made that any errors in our data
resulting because prices were 'temporarily out of line during October 1974 would
weaken our relationship. As it happens, the Denver price was a very bad obser-
vation in our study. Based on the high level of concentration and the relative
dominance of the leading firms in Denver, our statistical analysis predicted
higher prices in Denver than actually existed in October 1974. Thus, the Wash-
ington Post price estimate for Denver in June 1977 was much more in line with
expected prices than our estimated prices in October 1974. Had we used a price
for Denver comparable to that found in June 1977, our statistical findings would
have been even stronger than we reported.

Although the number of comparable cities in the two studies are quite limited,
and the sampling procedures different, I think this is another piece of evidence
supporting the basic validity of our study.

We have received many inquiries about the study. Independent economists who
have examined it carefully have commented favorably on it. I have received
copies of several letters that leading scholars in the field have written to Mr.
Bolling and you. I hope that written comments, whether favorable or unfavorable,
could be included with the printed public record of the hearing. I think this would
be particularly appropriate in this case because no independent economists
testified at the hearing, whereas the industry hired several academic economists
to comment on the study. Although one of these-Mr. Padberg-did not even
appear at the hearing, his statement was placed in the record.

Sincerely,
WILLARD F. MUELLER,

Professor of Rcscarch.
Enclosure.
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[From the Washington Post, June 30, 1977]

FOOD PRICES: WASHINGTON ToPs THE LIST

(By William Rice)
A national market basket survey conducted early this month placed Washing-ton supermarket food prices at the top of 17 cities in the continental UnitedStates. Prices were higher only in Anchorage, Alaska, and Honolulu, Hawaii.The price of the 34-item market basket in Washington was $34.93. This was9.2 percent over the national average and 7.8 percent higher than the priceof the same items one year ago.
Food editors in each city shopped in three chain stores on June 2. The lowestprice they found for an item in each category was used to compile their market-basket. Editors in five Canadian cities conducted a simultaneous survey. The costof the market basket was higher than Washington's in every Canadian city.Washington led the American survey with its price for canned tuna fish (17cents above the average )and was highest in the continental United States forinstant coffee (a whopping 91 cents above the average), evaporated milk, canned

peaches and canned pineapple. The sugar price, $1.15 for five pounds of granulatedwhite, was equalled only in Portland, Ore., and Denver, Colo.Anchorage, participating in the survey for the first time, was not factored intothe averages. Market baskets were not compiled in two cities that participatedlast year, Philadelphia and Detroit.
On a national basis, the market basket reflected the effect of the cold winteron fruit and vegetable supplies and improved supplies of meat and poultry.Prices were down from 1976 for eggs, flour, sugar, beans, rice, rump roast, groundbeef, pork chops, wieners and chicken. The items that had increased most sharplyin price were: instant coffee (up 52.9 percent), mayonnaise (up 20 percent), icecream (up 20.2 percent), frozen orange juice (up 20 percent), frozen broccoli(up 23.6 percent), carrots (up 47.3 percent) cabbage (up 23 percent), lettuce(up 26.5 percent) and oranges (up 16.7 percent).
Washington was below the average for eight items: cheese. bread, cereal,beans, ham, cabbage, bananas and tomatoes. The ham price, 69 cents for onepound of smoked butt end, was the lowest in the survey, 35 cents less than theaverage.
On the other hand, District prices were significantly above the average for 10items in addition to tuna fish and coffee. Among them: mayonnaise (39 centsabove the average), rump roast, pork chops and wieners (all more than 20 centsabove the average), and oranges (20 cents above).
Last year orange and orange juice prices here, as well as ham, were well belowthe average.
Boston, another city In the "Northeast Corridor," where operating costs forsupermarkets are traditionally high, had a market basket valued at $34.04, trail-ing Washington by 89 cents. But New York City, with a $32.85 market basket, waswell down the list.
Industry experts cite numerous factors that result in the high price of foodhere, including labor costs, distance from centers of production of meat, fruitsand vegetables, local demand for high quality and service. They also point outdeficits in this and other market baskets. The 34 items are only a minute samplingof the 10,000 or more Items stocked by large supermarkets. The survey is doneonly on a single day, Is subject to error and is not weighted. (For example, a10-ounce jar of instant coffee will last a family some time; one pound of steakwill disappear during a single meal.)

Paul Forbes, assistant to the president of Giant Food, said the consumer shouldrealize supermarket pricing is not similar to automobile pricing. "There is nota fixed wholesale and a fixed markup," he said. "It all depends on the ever-changing merchandise mix and you can determine that only by looking at thetotal market basket."
But the food editors' market basket is a snapshot of food prices and Wash-ington has consistently been near the top. Other studies, more thorough and moreextensive, tend to support this finding.
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One charge raised consistently by consumerists is that food prices are high
in Washington because it is a concentrated market, with more than 60 percent
of sales divided between only two chains, Safeway and Giant. The chains refute
this, contending there is considerable competition.

According to Bruce Marion, a University of Wisconsin professor who helped
prepare a study on prices and profits in the supermarket industry for the Joint
Economic Committee of the Congress, "there is pretty strong evidence" that lack
of competition "tends to lead to high prices.

"When a market is dominated by two chains, as is the case in Washington,
two things happen. The firms tend to shy away from head-on price competition
and move toward non-price competitive factors (such as advertising and games)
and prices go up enough to result in increased profits."

Marion discounted transportation and rent or building costs as not significant
enough to explain price differences in a market such as Washington. Labor, he
said, is a "real biggie," but Washington labor costs are not the industry's highest,
he said. He cited "softer competition" as a potential cause of looser cost controls
and internal inefficiency."

The Joint Economic Committee study said of City B, since identified as Wash-
ington: "little, if any, price competition existed between these two (dominant)
firms." The result, the study concluded, was that consumers here paid an
additional 6.9 percent for groceries in 1974.

Even if the market basket is small, the survey findings have been consistent.
But for explanations, the industry and its critics will have to look elsewhere.



A NATIONAL MARKET BASKET SURVEY PLACES WASHINGTON'S FOOD COSTS AT THE TOP OF 17 CITIES IN THE CONTINENTAL UNITED STATES-ONLY HONOLULU AND ANCHORAGE, SHOWN SEPARATELY BECAUSE IT WAS NOT SURVEYED LAST YEAR, WERE HIGHER
[Shopping date: June 2,19771

1976 1977 Percentage San San DesItem average average difference Diego Tampa Francisco Moines Phoenix Milwaukee Atlanta Dallas C

Milk, homogenized, At gal- 50.78 $0.81 +3.8 $0.64 $0.88 $0.69 $0.81 $0.71 $0.80 $0.97 $0.85Eggsn Housgrad lge2- .70 .62 -11.4 .63 .48 1 3 3 59 .69 .63 .58 8 53Cheese, l oza, sharp, Cracker Barrel - 1 ---------------- .36 1.42 -4.4 1. 39 1.29 1. 43 1. 39 1. 47 1.45 1.44 2 1. 43Margarine, 1 lh, 4 sticks, Blue Bonnet or Parkay .47 .55 +17.0 .49 .62 .44 .49 .55 .59 .44 .55Bread, white, sliced, 24.-z loaf.-------- f-uid _ .46 * 50 +8.7 .25 4. 38 .49 .63 .43 .45 .45 .53Flour, 5 lh, all-purpose, Gold Medal or Pillshury ----- .83 .78 -6.0 .63 .68 .67 .57 .67 .79 .79 us5Special K, 51 oz package.-------------- .78 .88 +12. 8 .80 .5 3. 93 .83 .80 .81 .89 .86Sugar, 5 lb, white granulated.------------ 1.12 .92 -17.9 .96 .87 1.10 .99 .93 1.13 3.58 .99Instant coffee, 19 oz, Nescafe or Maxwell House- --- 2.80 4.28 +52.9 3 3.39 3.39 3.69 3.49 3.69 4.32 3.78 4.19Great Northern beans, dry, 1 lb----h---------------- 1 .43 .36 -16. 3 .32 .36 .35 .31 .32 .37 .37 .29Rice, 2 lb, Uncle Bun's convested.----------- 1. 09 1.04 -4. 6 .99 .95 1.05 .99 1.05 .99 1.04 .99Mayonna ise, I ijl, Best Funds, Htellrnan's, or Kraft ---. 1. 10 1.32 +20. 0 .98 1.18 1.27 1.19 .95 1.19 1.29 1.47Peanut hatter,' 18 oz jar, smooth, Jif, Peter Pan, Plan.ters ofSkippy.------------------ .94 .95 +1.90 .89 1.02 .99 .89 1.02 .79 .79 .99Tuna, 6y2-oz can, light chunk meat in oil, Chicken of
the Ses or Starkist.------------------------------- .57 .64 +12.3 .58 .549 .59 .67 .63 .65 .68 .69Ev ported milk 5 ca (53 fli on. Car-

natina, Golden Key, or Pet. ----- .33 .36 +9. 0 .31 .30 .35 8.30 .32 .39 .34 .35Cln pahhle,2ozcnhev rpDel
Monte, Hunt, Lihhy, or S ~ ~ ~ ---kley .61 +13.0 .51 .59 .45 .63 .59 .67 .59 .59Pinape 0o osicd ev iu ronjuice,
Del Monte or Dole.~~~~----- .56 .61 +8. 9 .56 .60 .59 .59 .56 .63 .61 .57



Ice cream, 3' gal, any brand -. 89 1. 07 +20. 2 .69 3 77 1. 19 98 1. 09 1. 05 78 1. 39
Frozen orange iuice concentrate, Grade A or Fancy,

6-oz can, any brand -25 30 +20 0 .23 .26 334 .25 31 31 30 35
Broccoli spears, frozen, 10-oz package, grade A or

fancy -38 47 +23. 6 43 49 51 53 39 49 45 61
Rump roast boneless, Choice, -b- 1. 60 1. 43 -10. 6 1. 19 1. 78 1. 39 1. 49 1. 69 31. 19 3 1. 18 1. 38
Sioin steak, bone-in, Choice, 1 lb 1. 77 1. 80 +1. 7 1. 48 1. 88 61. 49 1. 79 2. 09 1. 89 2. 19 1. 48
G~round beef, regular, 1 lb.-------------- .81 .79 -2. 5 1. 19 .78 .68 .69 .69 .79 .88 .68
Pork loin chops, 1 lb, X to /-in thick, with tenderloin 1. 83 1. 75 -4. 3 1. 88 1. 78 1. 79 1.59 1. 79 1. 69 1.79 1.79
Ham, smoked, butt end, I lb 1. 01 1. 04 +3. 0 1. 18 88 .89 89 98 79 3 78 1. 09
Bacon, regular slice, I lb, Armour, Cudahy, Hormel,

Oscar Mayer, Rath, Swilt or Wilson 1. 68 1. 38 -17. 9 1. 18 1. 19 1. 63 1. 25 1. 33 1. 19 1. 39 1. 65
Wieners, all meat, I lb, Armour, Cudahy, Hormel,

Oscar Mayer, Rath, Swilt or Wilson 1. 08 1. 07 -.93 89 1. 09 79 1. 24 95 1. 29 3 89 133
Chicken, whole, broiler-fryer, never frozen, grade A,

I lb .54 50 -7. 4 .49 .48 45 49 .49 3 39 338 45
Potatoes, 5 lb, regular, all purpose, USI - - .87 .90 +3. 4 .50 .79 .49 .98 69 89 99 89
Carrots, whole, I lb, US. ,19 28 +47. 3 20 23 25 4.30 20 ,34 29 29
Cabbage, I lb, USI .13 .16 +23.0 08 14 12 19 12 14 z.10 .10
Lettuce, 1 head, USI -. 34 .43 +26. 5 29 34 .29 49 39 39 34 ,33
Bananas, I lb yellow. 24 .26 +8. 3 19 23 .29 25 29 29 23 20
Tomatoes, Ilb, vine-ripened, 3 in in diameter .45 46 =&i+2. 2 tri'T .39 D o .35 39 59 20 69 59 39
Oranges, 5 lb, ieice fruit -.- 9--9--P-w -03 1-l -- Ls.. ' P +16. 7 Ad .87 98 79 .86 1.0 '119 1.39 99

Subtotal 29. 82 31. 75 27. 6741t,7r 29.38 29.58 30.21 29. 90 31. 57 30. 57 32.09 o C

Percentage tax on food 0 0 0 0 5. 0 0 0 0

Amount of tax on food 0 0 a 0 1 50 0 1. 22 0

Total ---------------------------------- 45 32. 29 +6. 0 27. 67 29. 38 29. 58 30. 21 31.43 31.57 31.79 32. 09

Percentage of difference from average -14. 3 -9. 0 -8. 4 -6. 4 -2. 8 -2. 2 -1. 5 -61

See footnotes at end of table.



A NATIONAL MARKET BASKET SURVEY PLACES WASHINGTON'S FOOD COSTS AT THE TOP OF 17 CITIES IN THE CONTINENTAL UNITED STATES-
ONLY HONOLULU AND ANCHORAGE, SHOWN SEPARATELY BECAUSE IT WAS NOT SURVEYED LAST YEAR, WERE HIGHER-Continued

[Shopping date: June 2,19771

Salt Portland, Washington,Item New York Lake City Chicago Ore. Cleveland St. Louis Denver Boston D.C. Honolulu Anchorage

Milk, homogenized, M. gal -------------- $0. 73 $0. 74 $0.84 $C. 72 $0.78 $0.82 $0.85 $0. 73 $0.83 $1. 11 $1. 36Eggs, 1 doz, grade A, large -. 83 1 .50 .595 .485 .495 .575 .59 .79 .67 .73 .72Cheese, 10 oz, sharp, Cracker Barrel--------------- 1.43 1 49 1. 52 1.395 1. 39 1. 29 1. 40 1. 25 1. 29 1.75 1.73 oMargarine, 1 lh., 4 sticks, Blue Bonnet or Parkay ---- .65 .47 3 .50 .57 .39 .59 .65 .69 .63 .65 .79 0Bread, white, sliced, 24 oz loaf- 4 .73 .50 .49 '.27 .595 .50 .53 4 54 .49 3 .69 .96Flour, 5 lbs., all-purpose, Gold Medal or Pillsbury .83 .87 .90 .99 .85 .69 .775 .89 .99 a .60 1. 25Special K, 11-oz pacKage -. 88 .91 .83 .91 .89 .87 .91 .89 .87 1.17 1.05Sugar, 5 lbs., white granulated - .89 .99 5.69 1.15 2.79 3 .29 1. 15 1.05 1.15 .895 1. 32Instant coffee, 10 oz, Nescafe or Maxwell House 4.29 4.59 3 4.70 4.99 a 4.79 4.98 4. 58 4.19 3 5.19 4.79 5.49Great Northern beans, dry, I lb -. 43 .34 .35 .38 .39 .33 .29 .43 .29 .55 .41Rice, 2 lbs., Uncle Ben's converted 1. 09 1. 15 .99 1. 12 1.05 1. 15 .89 1. 05 1. 09 1. 12 1. 29Mayonnaise, 1 qt., Best Foods, Nelman's ar Krall 1.47 1.27 1.47 1.49 1.49 1. 29 1. 52 1 55 1.49 31. 19 1.79Peanut huller, 12-sz jar, smooth, iu, Peter Pan,Planters or Skippy .89 1. 06 .955 1. 09 579 .97 1. 05 .99 1. 00 '.89 1.33Tuna, 63-oz can, light chunch meat in nil, Chicken
of theSea arStarkist -. 71 .54 355 .68 .49 .67 .67 .79 .81 .71 .75Evaporated milk, 14.5-az con (13 fluid ounces), Car-
nation, Galden Key ar Pet.. .38 .34 .39 .39 .40 .34 .37 .38 .41 .35 .43Cing peach halves. 22-az can, heavy syrup, Del Monte,
Hunt, Lihhyaor Stakely- .. 61 .67 3.49 1.62 .71 .55 .66 .65 .69 .62 .73Pineapple, 20-az can, slced, heavy syrup or own
iuice, Del Manteeor Dale-.64 .63 .65 .63 .63 59 62 63 .69 .56 73Ice cream, 3 bgal., any rand- 1.19 1.16 a .79 1.19 1.29 a 99 1. 22 .99 1. 29 1. 23 1. 69Frozen orange juice concentrate, Grade A or Fancy 6
oz can. anyhbrand-.30 3.20 .35 3 .25 .35 .33 .29 334 .30 .35 .49Broccoli spears, frozen, 10 oz package, grade A or
fancy- .49 ,43 47 39 53 45 340 47 50 49 45



Rump roast, boneless, Choice I Ib -5 1.19 3 1.19 a 1.19 1.34 1.48 1.59 a 1.48 3 1.39 1.69 1.89 1. 85
Sirloin Steak, bone-in Choice, 1 lb- 1. 49 a 1.98 3 1. 38 e 2. 57 1. 58 1.69 1. 58 1.99 1.94 1.99 I 2. 79
Ground beef, regular, I lb .95 3 .55 .79 .74 .72 .69 .69 .99 .79 .95 .85
Pork Loin chops, 1 lb A to -in. thick, with tenderloin- 2.09 1. 78 7 1. 09 1. 88 1. 58 1. 89 1. 75 1.79 1.99 1.19 2.45
Ham, smoked, butt end, 1 lb -1. 25 1. 19 .99 8 99 1. 38 .77 1. 15 1.69 .69 1. 19 1. 09
Bacon, regular slice, I lb Armour, Cudahy, Hormel,

Oscar Mayer Roth Swift or Wilson -. 89 3 1.29 1. 19 1. 09 1. 68 1.69 1. 55 1. 59 1. 39 1. 59 1. 93
Weiners, all meat, lI b Armour, Cudahy, qlormel, Oscar

Mayer, Roth, Swift or Wilson. 1.19 3.88 .79 3 .99 1.19 1.35 3.92 1.09 1.29 1.09 1. 59
Chicken, whole, broiler-fryer, never frozen, grade A

II b .. 45 .49 3 . 38 3. 49 .58 49 .62 .55 57 69 .95
Potatoes, 5 lbs regular, all purpose, USI -. 89 3 .45 1. 59 4 .60 1. 29 1. 09 .95 .98 .99 1. 09 1. 25
Carrots, whole, I lb USI .29 .20 '.34 .25 .33 .33 .29 .34 .34 a.25 .49
Cabbage, I lb USI .19 .15 .25 3.15 .25 .19 .12 .23 .14 .13 .29
Lettuce, I head, USI .59 .30 .59 .39 .49 .59 .49 .34 .49 '.61 .69
Bananas, I lb yellow .19 .30 .25 .34 .16 .27 .29 30 .25 .33 .45
Tomatoes, I lb vine-ripened, 3 ins, in diameter .49 .49 3 39 39 a 57 39 39 .39 .45 .79 .69
Oranges, 5 lbs juicefruit -. '.98 1.00 1. 39 '. 99 1. 12 99 81.00 1.09 1.25 1.00 1.89

Subtotal -32.58 31.09 31.11 32.80 33.48 32.27 32.68 34.04 34.93 35.52 44. 11

Percentage tax on load -0 5.0 5.0 0 0 4.5 3.5 0 0 4.0 0

Amount of tax on food -0 1.55 1.55 0 0 1.45 1.14 0 0 1.42 0

Total - ------------------------------- 32.58 32.64 32.66 32.80 33.48 33.72 33.82 34.04 34.93 36.94 44.11 CD

Percentage of difference from average -+. 89 +1.1 +1. 1 +1. 6 +3. 7 +4. 4 +4. 7 +5. 4 +8. 2 +14. 4 +36. 6

' Grade AA eggs. ' Boneless sirloin steak price adjusted 50 cents per pound to compare with bone in steak prices.
Extra sharp cheese. 7 Combination of cuts from pork loin.

'Special. 3 Small salad tomatoes.
4 Price adjusted. 9 Hot house tomatoes.
' With coupon.



40

Representative LONG. Thank you, Mr. Mueller and Mr. Marion. Most
interesting.

I have had an opportunity to review the study a good bit, and have
three or four questions to ask that I think go to the heart of the matter.
The 14-percent price variation between cities due to the absence of
competition, I guess, is the most startling result of your study. That is
quite a large variation in price levels. Your study also suggests that a
good portion of this-an indeterminate amount, I guess, but really a
good portion of the 14 percent-is due to the absence of stiff competi-
tion in particular markets and to the fact that a few firms really hold
up the prices in those areas.

Is it fair to say that food chains go to the extent of subsidizing the
operations in competitive markets with profits that are earned in mar-
kets where little competition exists and where the chains can charge
higher prices? In your study, did you have any evidence of this?

Mr. MuiLviiR. WTe had a table in the study that does show the food
chain store operating divisions over the study period which experi-
enced substantial losses; and the only way in which these firms could
maintain those divisions is to subsidize their operations from profits out
of other markets.

*Were A. & P., for example, to consist of numerous independent firms
in lieu of each of its divisions, many of those divisons would have had
to shape up a lot earlier. So, yes, there is a great deal of cross-subsidiza-
tion in retailing.

Representative LON-G. Does that carry down to individual stores?
Let's assume that one chain attempts to penetrate a market. The chain
builds two stores at the beginning in particular neighborhoods. Do vou
have any evidence whether existing chains lower their prices at their
stores in those particular neighborhoods in order to undercut the
competition?

Mr. MUELLER. In the example I gave in our prepared statement on
public policy, the evidence did show that in W1ashington, D.C., this did
happen.

Representative LONG. They actually-
Mr. MUELLER. Yes. The leading chains reduced prices, not across the

entire city, but rather in the area in which these new stores were lo-
cated.

Mr. MARION. This was also a factor in the consent decree that we
referred to in Canada. Safeway was involved in this sort of practice
in Edmonton and Calgary; that is, selective price cutting in certain
areas. The consent decree forbid them from continuing this pricing
behavior within those metropolitan markets.

I would like to make a clarification on that 14-percent figure. That
was the range in prices we found between the high and low-the two
most extreme markets. At the same time, our statistical analysis indi-
cated that there was not, on average, that much difference between less
concentrated and highly concentrated -markets.

Representative LONG. I understood that was from the very top to the
bottom.

Mr. MARION. Yes. On average, we are talking about more like an 8-
percent difference between the least competitive and most competitive
markets.

Representative LONG. Even 8 percent itself is very substantial when
yon are dealing with these items.
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The thing that seems to me to be lacking here is a proper considera-
tion of the cost differences in the different areas. Being relatively un-
sophisticated in this field, it's difficult for me to determine whether or
not the difference in the costs in a particular area and the cost of
living in that area are a cause of this or an effect of it.

I would like both of you to comment on that, if you would.
Mr. MARION. One of the costs that one would expect might be impor-

tant would be labor costs, because labor constitutes approximately half
of the operating expenses of retail food firms and does vary from one
market area to the other. Now, there is no particular reason why we
would expect union wages to vary directly with concentration; that
is, to be higher in concentrated markets and lower in unconcentrated
markets. Union wages are bargained and set largely on a regionwide
basis.

Nevertheless. to cover this possibility, we did obtain data for 22
SAMSA's on union wages for retail clerks and meatcutters, and in-
cluded a wage rate variable in our price model. This is not included
in our report, since we did it just recently in response to the comments
received from some of those who reviewed the study.

We thought this was one cost element that was worth looking at to
see whether it had any influence on prices. When included in our
regression model. the wage rate variable itself was very insignificant
and had essentially no influence on the overall regression results. The
results came out essentially the same whether the union wage rate for
the different metropolitan areas was in the model or left out. This
suggests that differences in wages do not explain the differences in
prices in the different markets.

So we did test this -major cost factor.
The other cost factor that could be involved is differences in trans-

portation costs. A transportation variable was included in the study
by the USDA, which incidentally is not comparable to ours and can-
not be used to confirm or refute our study. The price data. used in that
study is not sufficiently disaggregated for use in a sophisticated inter-
city-firm analysis. It's just not adequate as the authors themselves;
realized.

INADEQUACY OF USDA STUDY RECOGNIZED BY USDA AND AUTIIORS:

Representative LONG. As you know, this USDA study is one I will
put in the record at the end of these hearings. I went back and made a:.
rather cursory examination of the study, attempting to determine what.
their views were on this particular problem. If you look at the Grinnel--
Crawford-Feaster study on this, which I gather was basically paid for
by the Department of Agriculture, it strikes one that the authors
seemed to have experienced some frustration. They say such things as,
"All retail food price series are hampered by a lack of usable price
information."

They say, "The question of whether individual firms with high
market shares charge higher prices wvas not addressed in the study."

They say, "Data are not available to determine whether market
concentration is positively related to identical items among the series."

They say, "It could not be determined whether food prices increased
over time due to rising levels of concentration in a given market."

They say, "Additional price data are needed for more cities."
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They say, "Additional price measures are needed to more adequately
make price comparisons among cities."

If you come down to their conclusions, they said that because of data
limitations and model insensitivity, the findings of their study should
not be considered conclusive. It is of no value in evaluating the rela-
tionship of prices and market concentration because, "price data was
not available." Yet, this is exactly the new data you had which they
did not have.

I really ended up not getting very much out of it. But I think it
ought to be put in the record just in order to make the record complete.
Do you feel, with respect to a study of the cost factors, that they did
go into that in some detail?

Mr. MARION. I just wanted to comment that there was one cost fac-
tor that they included in their models that came out highly significant.
That was a proxy variable for transportation.

Representative LONG. How do you feel the availabality of data to
you in the study that was conducted by yourself and Mr. Mueller and
your groups, compare with the data that were available to this group,
which evidenced considerable frustration about the inability to have
what data they needed to form any logical conclusion?

Mr. MARION. There are some very important and substantive dif-
ferences in the data sets. In our study, we were comparing prices of
food chains across different markets-the same chains across different
markets-for a standard market basket of items. If we had Minute
Maid orange juice in our basket, we priced Minute Maid orange juice
across all markets.

Representative LONG. You feel it is much more substantive.
Mr. MARION. Yes. The USDA study is based upon BLS data which

even BLS stresses are not suitable for comparisons across markets be-
cause the brands of products included in the market basket change
from one market to another. They may price orange juice, but they may
pick up Minute Maid at one store and a private label in another store
or another market.

The BLS data used in this USDA study also includes prices from
small stores, convenience stores, and other food stores in their calcula-
tions since they are attempting to come up with an average price across
the whole market.

BLS data is designed to compare changes in prices in particular
markets over time, not at comparing prices across markets. It becomes
extremely tenuous to try to use this data to compare prices across mar-
kets in order to learn something about competition.

Representative LONG. I assume that is the reason why most people
who have attempted to do studies in this field, without having evidence
and information of the type that was available to you, have felt those
same frustrations.

Before my time is up, let me ask you two short questions, hoping
that you can simplify your answer because I have about expended all
my time.

One, what do you two gentlemen see as the reason behind the cost
differential between name brands and house brands, and why has the
difference between the two been reduced during the last few years by
the degree that you mentioned earlier in your report?

Mr. MARION. We can only conjecture on that. I would think of two
things. One is that as consumers have become more conscious of house
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brands because of publicity that house brands are cheaper, they
have perhaps turned to them more and chains have been able to charge
somewhat higher prices for them as a consequence. The acceptance of
private brands probably has increased over time.

I also think that during 1972-74, many chains were in a profit
crunch. One of the places where a retailer might pick up a little mar-
gin would be by increasing the price on house brands. It is tougher for
shoppers to compare prices on house brands than it is on national
brands.

Representative LONG. What causes the basic differential?
Mr. MARION. What causes the basic differential?
Representative LONG. Yes. How are they able to sell house brand

products so much cheaper than they are able to sell name brand
products?

Mr. MARIoN. In most cases they cost much less.
Representative LONG. What underlies that additional cost?
Mr. MARION. The manufacturers of store brands are not involved

in extensive advertising and product differentiation activities which
add to the cost of the national brand products.

Representative LONG. Aren't the name brands and the house brands
basically-as everybody says exists in gasoline-made and manufac-
tured by nearly the same people?

Mr. MARION. I think in many cases this is true, although we don't
really have evidence in our report to be able to document that one way
or the other.

Representative LONG. Mr. Mueller, do you have any comment on
this?

Mr. MUELLER. I agree with Mr. Marion.
Representative LONG. Let me ask one more question. Back in 1974,

at the time the Joint Economic Committee staff evaluated the pre-
liminary data that were available to them under the subpenas that
had been issued, the staff discovered that the two largest chains in one
city had identical prices on 66 percent of their items. Identical prices
on 66 percent of their items. They also discovered that prices were
changed in a parallel fashion. Not only were they parallel in 66 percent
of the items, but when one chain changed a price, in 75 percent of the
cases the other chain changed it again to an identical price.

Is this a common occurrence in food retailing?
Mr. MUELLER. I think in the market that you are discussing we had

two dominant chains. Competition was less intense.
It is true that in a perfectly competitive market, like the grain ex-

change or the stock exchange, prices tend to be identical. In an in-
dustry such as food retailing where there is some service differentia-
tion, firms do not have identical prices. They do have different mixes
in their prices.

Representative LONG. Are you saying that this-
Mr. MUELLER. I think it is an understatement to say that this is

evidence of the absence of keen price competition.
Representative LONG. That's the question I was about to ask. This

evidently is a characteristic more common to a market where there
is a lack of competition than it is to a market where there is a great
deal of competition.

Mr. MMUELLER. It is quite an achievement for two chains to have so
many identical prices.
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Representative LONG. Fine. Thank you very much.
Congresswoman Heckler.
Representative HECKLER. Thank you, Congressman Long.
Mr. Marion, in your prepared statement you said that the increasein food costs in 1974 attributable to the lack of competition might total

$662 million.
As you propably know, the food industry news organ Supermarket;

News has taken issue with your study and with some of your conclu-
sions. I am sure they would take issue with that one.

As a matter of fact, I think some of their questions should be raisedhere relating to the methodology of your study itself.
Concerning the issue of monopoly overcharge, which we have beendiscussing, there's some question about the criteria that you have se-

lected. That is, you assume that overcharges exist in any market where
the largest four firms control 40 percent or more of the total food sales.Why did you select 40 percent instead of 49 percent which is the
national average?

Mr. MARION. The reason for selecting that particular benchmark
was that our computer mathematical analysis of prices indicated thatprices are apparently competitive and change little at lower levels ofmarket concentration but increased quite sharply above that threshold
level.

This graph, which we just prepared, shows the pattern of prices
that we found for different levels of concentration. As you can see,prices flatten off about at the level where CR4 is 40. At this point,
and lower levels of concentration, prices are apparently competitive.
As expected, prices are essentially the same in competitive markets.

As concentration increases above a CR4 of 40, however, prices goup as well. Eventually, all of the monopoly profits are achieved atvery high levels of concentration, and prices level off again.
The rationale for our selecting a relative firm market share of 25as the competitive norm was simply that this would mean the top four

firms have equal market shares.
[The graph referred to follows:]

Relationship of Four-Finn Concentration Ratios and Food Prices*
Cost of Grocery Basket
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* Source:

95 / The Profit and Price Performance
94 of leading food chains, 1970-1974.

Table 3.3. equation number 1G.
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Representative HECKLER. What do you think the graph would look
like if you had chosen a CR4 of 49 for the national average? How
would that have affected your estimate of monopoly overcharges?

Mr. MARION. The monopoly overcharge would have beeen reduced.
However, it would still have been fairly substantial. From our pre-
pared statement you can see there is one market alone, for example,
that had $80 million in overcharges. Those markets that are extremely
concentrated and have dominant firms end up with very high monop-
oly overchage figures.

Representative HECKLER. How many SMSA's would fall into your
category of the largest four chains sell at least 40 percent of all the
food sales?

Mr. -MARION. What percentage?
Representative HECKLER. How many cities nationally fall into your

monopoly overcharge category?
Mr. ML-ELLER. Over 50 percent.
Representative HECKLER. Over 50 percent?
Mr. MARION`. I can check and give you a precise figure.
AMr. MUELLER. While he is looking up the figure I might mention

one thing. The range between 40 and 50 is one in which prices are in-
creasing modestly. It is 1 percentage point. It is when you get above
this that it takes off by a larger amount.

Mr. MARION-. There were 89 percent of the S1ISA's in 1972 that had
CR4 's over 40 percent.

Representative HECKLER. Eighty-nine percent?
Mr. MARION. Eight-nine percent. Substantially more than half.

There are a big chunk of them-about one-third of all markets-where
the CR4 is between 40 and 50.

Representative HECKLER. Another criticism of your study was the
fact that you selected only about 100 food items, and omitted some
fairly common, and definitely essential commodities such as meat.

Now how do you justify your conclusions and consider them repre-
sentative considering the exclusion of something like meat?

Mr. MARION. First of all, I think it is important to recognize-and
[ think we made this fairly clear in the report-that we were limited
by the data that was available. We would have liked to have included
meat. We would have liked to included fluid milk. We would have liked
to have included other items. However, price comparison data for
those were not provided by the food chains, despite subpenas.

What we have then are 110 grocery products and then about an
additional 50 private label items. We have something like 160 items
that are largely in the grocery area. Those were the items that the food
chains themselves price checked most frequently-a key point I urge
you to keep in mind.

I think it is reasonable that the most price sensitive products-those
that chains are going to be the most concerned about trying to keep
in line with their competitors-are not so likely to be meat and pro-
duce items which can vary in quality, which experience frequent price
changes from week to week, and hence are more difficult for consumers
to compare prices. Chains much prefer to focus store pricing strategies
on standard items, that shoppers can easily compare-items like
Campbell's soup, Maxwell House coffee, Tide soap, and so forth. These

96-514-77-4
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are the products that you or I can walk into any supermarket and
compare the prices with the store down the street.

If firms have the discretion to increase the prices of these items,
which are most price sensitive and have the most influence on their
price image, then it is hard for me to believe that they could not like-
wise increase their prices on meat, produce, and less easily compared
items.

So in this sense, we recognize that our market basket is not complete,
but at the same time, we have picked out that part of the store where
we would least expect price differences.

Mr. MUELLER. Just to amplify on that, one of the criticisms made by
food chain representatives is that these other items would have less
variation.

Based on some of the data that we report here from the chains them-
selves, the price data show them to be entirely off base; it shows the
contrary, that for health and beauty needs, for example, the range of
prices between high and low are actually greater than on the items we
included.

We have some tables on that.
Representative HECKLER. Most essentially you said that limita-

tions on your study are really due to the fact that the information
available also was restricted, therefore, you did not have a total range
of commodities to study?

Mr. MARION. That's right.
Mr. MUELLER. The important point is that while these were data

from the chains, their price checks data, these were prices that were
important to them and they-not us-selected them in making their
price checks to find out how their rivals were doing.

Meat is an extremely difficult thing to price check. Many chains
just did not even attempt to make the comparison, but if they do have
discretion in pricing these items, one would expect that they would
have discretion in pricing others as well.

So we are limited by the kind of data that chains themselves are
limited to in making their price decisions.

Representative HECKLER. You selected 110 items upon which to base
your comparative price check. How many other items were available
that you might have used, items that the supermarkets had made
available in terms of prices and information? Did you select all of the
items they provided information on or did you select out a few?

Mr. MARION. The items that we selected were essentially all of the
items that we could get on which prices were available for the three
chains and 32 SMSA's.

When we looked at the chain price data for the three companies
across markets, you quickly sort down from the price check informa-
tion that was provided. Some companies provided whole books of price
information. If for other markets or other companies you have only
prices on 200 or 300 items, that limits the number that you can select
for the whole sample.

We tried to pick up every price that we could meaningfully compare
across markets and across firms.

Representative HEcmLER. What about the criticism that you used
only 1 month's study of the prices? Was this a typical month? Was it
atypical? Is that a representative sampling, the study of 1 month?
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Mr. MUELLER. First, it was the month available. Insofar as this is a
bias in a statistical sense, one would expect that having 1 month in-
stead of being able to average them for 12 months would bias our re-
results toward zero. Of course, we would like to have more price data.
However, in the case of our profit data, we average over 4 years which
is an accepted statistical procedure in this area.

Yes, we had 1 month. There's no reason to believe that the level of
prices in that month would be irrelevant. It is statistically highly un-
likely that the relationships we found were due to chance.

The striking fact is that our findings are so strong in spite of the
fact we only had 1 month, whereas ideally we would like to have more.

That lends strength to the study.
Representative .HECKLER. Two other quick questions, Mr. Mueller.
You have stated that there is something of a lethargy at the FTC

in terms of antitrust enforcement against food chains. How would you
characterize the present attitude. Second, why is it that this lethar-
gy, or looking the other way, developed? What prompted that? Is
there some justification in the marketplace for that?

Mr. MUELLER. Well, I see no reason, first with respect to market ex-
tension mergers, why the FTC would have been concerned during the
fifties, one with a Republican administration, and during the sixties, in
a Democratic administration, with these kinds of mergers and not be
concerned today.

I can only explain it by a radical change in their philosophy of
what the antitrust laws involve and what the possible effects of these
kinds of mergers are.

As to horizontal mergers: All the cases, plus one I didn't cite, have
been difficult cases in the sense that one of the companies is usually in
financial difficulty.

We should always make every effort-and the FTC in the Arden-
Mayfair case did not-to seek out buyers other than a leading firm in
the market.

Representative HECTOR. Mr. Mueller, you have, I think, reached an
all-time high in the mastery of semantics. You referred to industrial
restructuring. That has much less of a chill factor than divestiture. You
get right down to divestiture really when you start to restructure.

Based on the study that you have compiled and your investigation
of the facts which have been made available, is it your judgment that
a strong case for divestiture exists based on this study itself ?

Mr. MuELLER. Well, first, I am not afraid of the word. There's been
a great deal of restructuring and there have been divestitures in food
retailing and merger cases under very difficult circumstances, so it
can be done and it isn't all that painful.

As to the need, as I said, there are two alternatives. One is the less
drastic; namely, placing a limitation on the growth of a chain for a
period of time. That has problems in it as far as I am concerned.

The other is to require that the offending chain divest itself of part
of its stores, and I think there are several markets that are so highly
concentrated that the antitrust agencies should look at it.

Representative LONG. Thank you very much, Congresswoman
Heckler.

Senator Roth.
Senator RoTH. Thank you, Congressman Long.
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If I understand the principal thrust of your testimony, it seems to
me you are saying that as far as the antitrust laws are concerned, they
are probably adequate to deal with these things. What is needed is a
change of policy in the Federal Trade Commission, is that correct?

Mr. MUELLER, I think for the most part, yes. There are other non-
antitrust approaches that could complement those agency decisions.
I have mentioned co-ops and more consumer information, for example.

Senator RoTr. One question that concerns me is whether or not the
consumer is paying a fair price. Your study has pretty much looked at
the horizontal problem, but in trying to determine whether this is a
competitive market and the consumer is paying a fair price, a number
of other questions come to mind, at least so far as I am concerned, which
Y our study doesn't deal with.

I would like to get your reaction. For example. I know a lot of farm-
ers have asked me why, when the price of farm products go up. the
price of bread and commodities seem to go very substantially higlgher.
Yet when they are on a downward trend, you nevrer see prices fall back.

Take the case of sugar; sugar went up very high, and then went
down. I have small children. They are always buying candy, for
example. I know candy and gum went up. Gum for years was 5 cents.
W~hen the price of sugar went up, gum and candy went up very
substantially. There has never been any fallback. Why is that?

Mr. MUELLER. First, I am not sure that everybody would agree that
it does happen. There are independent researchers who have studied it.

I think one reason is that during periods of inflation, firms-depend-
ing upon their competitive circumstances-are always looking at op-
portunities to increase prices to reflect cost increases irrespective of
the competitive situation. So, if some product goes up in price because
of a reduction in the supply, say at the farm level, they may, after
it has fallen in price to them, try to keep its price up in order to get
a larger margin on it. So there is some understandable business reason
why firms tend to behave in this fashion.

Mr. MARION. I think prices tend to be sort of sticky. Consumers don't
like wildly fluctuating prices either, and so retailers tend to move up
only after a time or move down after a time when they have made sure
that the price changes are in fact going to be permanent.

Senator RoTi-r. Many people tend to blame the middleman. I don't
know whether you would say that is right or wrong. As a matter of
technique, if you are going to study prices, wouldn't it be desirable to
make a vertical study as well as the horizontal?

Mr. MUELLER. I think the Council on Wage and Price Stability has
essentially asked that question.

We are asking whether chains are able to, not just in a short run, but
over a sustained period of time maintain significantly higher prices,
and enjoy higher profits in less competitive markets than in competi-
tive ones. I don't think we had any data really to test this other prob-
lem, which I believe is a problem worthy of study.

Senator ROTH. You mentioned in your own testimony the experience
of A. & P. I gather from what you said that in addition to A. & P.
there have been a number of other companies that have been failing or
having serious problems.
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Does that indicate that there is competition generally speaking or
is it just poor management? Why are some of the large companies hav-
ing these difficulties?

Mr. MUELLER. First, A. & P. has had difficulties for a good many
years. almost from the day there were actions brought against it to
prevent it from getting discriminatory prices from its suppliers. I
thinlk the industry generally feels, and observers agree, that A. & P.
has been less than a very efficient firm. Although it is certainly large
enough to achieve all the economies of scale, it hasn't been as efficient
as other firms. So you can have large but inefficient firms in financial
difficulties in industries that are becoming increasingly concentrated.

Also, I think you have to distinguish between competition and
rivalry.

Senator RorH. Between competition and what?
Mr. MUELLER. Between competition as we talk about it and simply

competitive rivalry, different strategies in food retailing. There are
a lot of nonprice means of competing. Many of these are desired by
consumers. A. & P. has been less effective, I think, in keeping up with
its large as well as its small rivals in this area. And a couple of years
ago it was passed by Safeway in volume of sales.

Senator ROTH. One final question.
As I understand it, your study was based on a 5-year period but

2 years were dropped out. is that correct?
Mr. MUELLER. No. We had 5 years of data for profits. As is a com-

mon statistical technique. we pooled the 5 years for some statistical
analyses, then we showed the results for individual years as well.

In one equation we used all the years except 1972 and 1973 because
they were not representative years in terms of profits. In fact, the whole
period is rather abnormal in terms of the history of food retailing,
but those 2 years' profits were particularly depressed.

So when we compared our profit and price models, we left out those
2 years in that equation.

Mr. MARION. If we had left 1972 and 1973 in, it would have shown
even a greater difference between the increase in prices and the increase
in profits. It would have strengthened our findings. But, would have
just been an unfair comparison. Those were very depressed profit
years.

Let me make that point again: By leaving out those two really ab-
normal years. we purposely sought to test our model under the weakest
set of conditions. Yet, we still found a strong, very strong link between
market concentration and high profits.

Senator RoTH. I am not personally drawing any conclusion. I
understand there are those that are critical of that method if it is
limited to 3 years and you have thrown out 2 years where profits were
relatively low.

Let me ask vou this. Do vou think it would be desirable to extend
the period of study?

Mr. MARION. Would it be desirable to extend it beyond the present
time?

Senator Rosr. Yes. to continue the study. try to get a better grasp
of what is happening? Or do you think the present study is adequate?
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Air. MARION. I think the present study is adequate for the timebeing. I do think it would be extremely useful to have the sort ofdata that would allow us to continually monitor what is happeningboth pricewise and profitwise in retailing across markets. Let me re-mind you that inclusion of those two abnormal years would havestrengthened our results, not weakened them. Our critics are missingthis point entirely, to our puzzlement.
Senator ROTH. Thank you.
Representative LONG. Thank you.
One question in regard to what Senator Roth asked: Does the FTC,Mr. Mueller, do any monitoring along the lines which Mr. Marionis speaking of ?
Mr. MUELLER. Not to my knowledge.
Representative LONG. Thank you very much.
Senator Hatch.
Senator HATCH. With regard to those 2 years which you droppedout, if I understand the footnote in your study, it says that inclusionof those years would have lowered the profit estimate of 1.15by 0.36 percentage points in the areas in which concentration is equalto 40 and relative market share is equal to 25.
Does that mean the profit would be reduced by one-third to 0.79?Mr. MARION. It does.
Senator HATCH. Would other estimates be reduced by the samepercentage?
Mr. MARION. Yes. But keep in mind that the key point was thedifference in profits between firms-the relative profits of differentfirms is different markets-and not absolute profit levels. Differentabsolute profits would have no impact on that sort of analysis.
Senator HATCH. Isn't this more than a "slightly lower" estimatefor profits that you characterized it as in your report?
Mr. MARION. The profit estimates would be lower across the board.I think one thing to keep in mind is that we only dropped out those2 years in one model out of all the models we examined. Most ofthem have the whole 5 years.
The only reason we used that particular model for this comparisonwas that in looking at all of the other evidence in the report, you canhardly say that 1972 and 1973 are typical profit years for this industry.So, in putting together a table which compares prices in 1974, amore normal period, with profits, we wanted to use those profit yearsthat were the most normal, 1970, 1971, and 1974.
Senator HATCH. Your study maintains that the inclusion of thoseyears, 1972 and 1973, would lead to "slightly lower" profits estimatesfor various estimates of market shares. What I point out is if theprofit estimates would be reduced by more than one-third that wouldbe more than iust "slightly lower" which is your characterization.
I iust wanted to bring that out.
The study seems to make some verv important statement on profitsin this industry based on a 5-year period but only after 2 years ofdata are removed.
These 2 years would have shown very little profit for the firms. Ithink you would agree with that, is that correct?
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Mr. MARION. Yes. But let me repeat, the relationship we found be-
tween concentration and profits is independent of the issue you have
just raised.

Again, adding these 2 years would have strengthened our results.
Senator HATCH. I would like to ask you, Mr. Mueller, if the exclu-

sion of these 2 years lessens the significance of the study in your eyes ?
Now you have indicated, at least the way I have interpreted it,

that you don't think that it does.
Mr. MUELLER. No; not at all. Quite the reverse.
Senator HATCH. I am not talking about the mathematical signifi-

cance of it.
Mr. Mu-ELLER. No; because even A. & P., for example, which is very

depressed, when we have a table in the appendix showing just the
A. & P. divisions, we still come up with these strong relationships
between concentration and profits.

A. & P. itself does better in concentrated markets than in less con-
centrated markets. The main thing we were looking for was the dif-
ferential price and profit relations across markets, not the par-
ticular level of profits. Let me say again: There are tables in the study
which reveal how depressed 1972 was in this industry, but the basic
relationship between the variables we used came through in those
years as well as others.

Again, the basic relationship we found between prices/profits and
market concentration existed with or without the 1972 and 1973 profit
data.

We explained why for a particular purpose we thought it appropri-
ate to exclude those years. It was solely to show a comparison of a
more normal level of profits.

Senator HATCH. There's a crucial question concerning the concen-
tration-price relationship. I would like to address it to you at this time.
That is, in reaching the relationships between concentration and rela-
tive firm market share with prices, data concerning 3 of the 17 shows 39
observations on 94 items was used. This data was compiled for only 1
month, October 1974.

Now is it risky to make broad statements based on data from only 1
month? For a few of the firms? After all, if 1974 is the only reference
point, could not the conclusions drawn be somewhat olouded by the
strange economic appearances of that time?

For example, during the fourth quarter of 1974 employment was
rising very rapidly and inflation was quite high. I ask you is there a
problem with the narrow scope of the price data on which the study's
conclusions are drawn if we try to expand those conclusions to other
time periods or try to say they are typical of time periods other than
the one study here?

Mr. MARION. That is the same question raised earlier. And I think
the response Mr. Mueller gave Congresswoman Heckler covers the
issue concerning the use of a single month's prices. The representative-
ness of the three firms and 39 markets is a relevant question that does
need to be considered.

What we are really asking here is: Are these typical observations,
representative for the whole industry? In our report we make it fairly
clear that we can't say that they are. We have looked at these firms, at
the markets that were included-
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Senator HATCH. You have to admit they were relatively limited?
Mr. MfARION\. That's right. Because that's all the data which the food

chains supplied on prices even though they were under subpena.
Senator HATCH. You have a very limited, very narrow scope?
Mr. MARION. 32 markets, 36 observations. If you look at the average

concentrations for those markets, it was very similar to the average
concentrations for all SMSA's. Our markets tended to be somewhat
more clustered than the whole population in the CR 40 to CR 60 range.

As to the three firms involved, we took a look at their division profits
and compared them with the distribution of division profits for all 17
firms. The distribution of their profits is very similar to the distribu-
tion of division profits for all 17 chains.

I don't think we are able to stand up and say we can be assured that
these are representative. At the same time, there is no strong evidence
that they are not representative either-that there's some sort of a
bias.

Senator HATCH. You would admit that the scope of your evaluation
was quite limited and quite narrow?

Mr. MUELLER. No. No impartial economist could agree to that asser-
tion either. And. I would not agree with that. You interpreted it to
imply that we think the number of areas covered is inadequate in any
wav in a statistical sense. That is an incorrect interpretation.

For example, the USDA study used only 20 markets.
Senator HATCH. That doesn't justify saying that this is a definitive

study. The thing that bothers me is not that you may be right. What
bothers me is it is so narrow I think it should be considered highly
questionable.

I would like to know-f rom what I see here in your study-it doesn't
appear to me that it is broad enough nor is it expansive enough nor is it
pervasive enough to really give us a definitive set of conclusions.
Therefore, you are judging the whole industry by this study which
seems to me to be very narrow in scope and very restricted.

Mr. MUELLER. In a statistical sense, the possibility of our findings
being due to chance is extremely remote. That's the bottom line and I
think that is why industry spokesmen are so concerned-and critical-
of this studv as we'll no doubt see later.

Senator HATCH. Based upon the criteria you have used, can you
determine that from your statistical test?

Mr. MfUELiER. Yes. The tests are traditional, standard academic
ones to test whether our findings are in effect due to random events or

vlhether these are due to the variables that are being used to explain
them.

You have confidence. do you not, in the USDA Food Market Basket
Price Index data? WVell, we used more cities than they do. Did you
know that, sir?

Senator HATCIT. Let me ask another question. During 1974 when
pricing samples were taken, the average negotiated wage increase was
9.8 percent for the supermarket industry. This uncharacteristically
higher.

Also, there were poor crop years in 1970 and 1974, two of the vears in
the study. These reports suggest supermarkets were faced with high
increases in costs at the time of your pricing survey. If the time period
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studied may contain unusual pressures on prices. wouldn't the model
only reflect the prices of those few years and not necessarily for other
years? Don't we run into problems when we try to use a model such
as this that uses data from what must be considered an unusual eco-
nomic time period and try to make predictions?

Mr. MUELLER. Well, I think probably we failed to make completely
clear to you what is involved here. The matter of, say, wage contracts,
or other factors that are pushing up the overall price level are one
thing, but you would not expect that this would result in this kind of a
dispersion of prices across markets related to competitive situations.

You would expect all prices to be pushed up across all markets. It is
absurd to suggest as some might that a differential pattern of rising
costs are responsible for the strikingly strong and consistent pattern
we found of high prices and profits in concentrated markets and lower
prices and profits in more competitive ones. No professional economist
or statistician would be that naive.

Additionally, those kind of shocks to an industry would tend to bias
our results toward zero and result in our not finding any relationship.

We asked ourselves the same kinds of questions you are asking. I am
perfectly happy to try to answer them to your satisfaction.

What factors could there be that might have resulted in these kinds
of findings that we haven't taken into account 9

As I said, one of the main problems is that this is a period in which
there have been those kinds of shocks, and yet despite the fact that
these would tend to result in our not finding any relationship, we find
quite robust ones.

Representative LON-G. My colleague, Congressman Brown.
Representative BROWN of Ohio. Thank you, Congressman Long.
I would like to continue on the line that Senator Hatch has been on

for a minute.
Mr. Mueller, you cite a study by Mr. Willard Hunt, the coauthor of

the Cornell University project, entitled "Operating Results of Food
Chains." Mr. Hunt spent a little time with one of the members of my
staff and he says this concerning price conclusions: His theory about
taking the data from 1 month is that the food chains may operate in a
price cycle determined in part by the season of the year.

In other words, at different times during the year you have different
prices in a particular community.

Now, I come from a community of 12.000 people where we had. a
couple of years ago, two chain supermarkets. One chain had two or
three stores, that was it. And the other one was an independent which
had two stores in that community.

I don't know whether they qualify as the over-a-million dollar sales
supermarket or not, but nevertheless, in our community they are all
supermarkets.

Each of those stores, at different times of the year, does different
things depending upon the purchases that they can make sometimes
from the local community farmers, sometimes from their suppliers
and their wholesalers, and sometimes from corporate headquaters.

I guess that is what Mr. Hunt is inferring. Also, lie believes in addi-
tion that because of the use of computers in price determination., price
testing is now much more frequently done. In other words, you can
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very quickly jack up prices on one product for a period of time, knock
them down at another time when you want a loss leader.

He concludes that those two factors combined mean that a single
month, your test period, may be too short a time period when you are
dealing with a local market.

Now, can you give me some kind of reaction to that?
Mr. MARION. It is an irrelevant comment. I think that for this rump

suggestion to be valid, then what we would essentially have to say is
that seasonality of prices, or the increasing and decreasing of prices
by chain is in some way related to the concentration of different mar-
kets. Although some of this may be occurring-they may go through
certain price-rising cycles-there is no reason to believe that this would
occur in a certain way in concentrated markets, and in a different. way
in unconcentrated markets. The point is that our study showed differ-
ent prices between stores depending on market structure at the same
time. So, seasonality is not an issue.

Representative BROWN of Ohio. I am not suggesting it is for differ-
ent markets that it is different. It may be different for different mark-
ets at different times.

I am assuming that as the pigs farrow or sows farrow at different
times of the year in various parts of the country, you might have pork
sales related to that at a different time in different parts of the country.
But you do have that impact on prices, if you pick a certain month?
You have certain things going on that operate differently in that
month?

Mr. MARION. That is true, particularly in the perishable area. If
we had been pricing produce items in different parts of the country,
that would have been a valid concern, even for one single month. We
mav have quite different produce prices in some of the different areas.

For canned grocery products-if you take one point in time-you
are not going to have any particular difference across the country.

Representative BROWN of Ohio. You might have a difference in
canned items, let me say, if you went to last-in, first-out accounting
procedure as opposed to a first-in, first-out accounting procedure,
wouldn't you?

In other words, if you had something that had been on the shelf for
3 months, and canned peas doubled in a 3-month period, and if you
priced on the basis of a first in, first out, you would still be pricing
your can of peas at 18 cents if you did it that way; but if you changed
to last in, first out, you might very quickly move that can of peas up to
36 cents, wouldn't you?

Mr. MARION. That would have had no impact on our study results-
which focused on prices and profits for the same chains in different
markets. As you know, any price change due to accounting alterations
would generally be true across the whole firm.

Representative BROWN of Ohio. Let me ask you, how would that be
reflected in terms of a profit for the company that changed its account-
ing procedure? Wouldn't the profit be one-time only inventory profit?

Mr. MARION. It would be a reduction in the year the change in
valuation is made, and 1974 as we indicated before, for the 4 firms out
of 17 that did make that change-
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Representative BROWN of Ohio. So that excuses the study to some
extent?

Mr. MARION. No. You see, those accounting changes, of course, oc-
curred at the end of 1974 for the entire profit year. Our profit data for
1974 are for the first three quarters. If you weigh those in with the other
4 years, the effect is extremely small in terms of effect on profit. Let
me also make our earlier point: our study focused on relative price
differences between stores, not on absolute profit levels. I urge you to
keep that salient point in mind.

Mr. MUELLER. Again, if I may add to Mr. Marion's comments. Both
the sort of random events that impact on profits and on prices would
work to undermine the kind of findings we came up with. That reality
strengthens our findings, because the random events would normally
result in not having differences based on the level of concentration or
the importance of the firm in the market.

Representative BROWN of Ohio. Let me look, if I can, for a minute
at the figures which impacted on the food industry during the years of
the study or the year of the study.

Farm products went up 18.7 percent in 1972. Processed foods and
feeds went up only 11.6.

The next year farm prices went up 36.1 percent. Now these are the
years in which you had an effort at price control by the Federal Gov-
ernment. You remember the wonderful time when we didn't have any
beef on the shelves because the Federal Government, in its wisdom, was
controlling prices and the farmers just said thanks a lot, we can't grow
it and loose money, so we won't grow it or sell it.

In 1973, there was a 36.1-percent increase in farm commodity costs
in the wholesale price index, and a 20.3-percent increase that year in
processed foods.

Now the next year, farm product costs went down 1.9 percent from
the previous year, but processed food costs continued to go up 20.9
percent. So there is a lag behind, because in the next year, farm prices,
wholesale, went up 5.5 percent, but processed food costs went down
3.8 percent.

Now I want to go to 1974, the year of your study. Farm product
wholesale prices were going down 1.9 percent, while processed food
costs were going up 20.9 percent, but let me look-I don't have the
monthly figures for that particular year, but I do have the monthly
figures for 1976.

In the food costs of the Consumer Price Index, there is 1 month in
1976 when they went down 0.9 percent, which I suppose translates
into-what would that be? What would that reflect on an annualized
basis ?

Down 10.8 percent, right? If you picked that month, food prices
would be going down.

If you picked the same month a year later, the same month now,
food prices went up 0.9 percent. So that would be an increase of 10.8
percent.

Yet, here you had during that 1-month period the total change for
the year was 0.6 percent. Now, I guess what I am getting at is that it
seems to me the monthly variation and what was happening to the
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food price situation at a very volatile time, it was going down in the
wholesale area and up in the process area still.

The next year it went up in the wholesale area and down in the
processed retail food area. The month you pick in a volatile time like
that is significant. isn't it?

Mr. MARIoN. Well, I think that it becomes particularly important
if you want to try to compare prices across time periods. But, if Vou
are comparing prices across markets at the same time as we did, then
similar types of cost increases or decreases are going to be impacting
on companies throughout the country. You gentlemnen must understand
this key point.

You are talkino about national types of trends here. There is no
reason for us to expect that they would impact differently on con-
centrated markets than they would on unconcentrated markets. The
impact is going to be the same.

So we would have no expected effect on the relationship of prices
across markets and market concentration at the same period in time.

Mr. MUELLER. Just remember what we are doing. We have a chain,
one chain with a market basket, an identical market basket going
across 15 markets. The question wve are asking is: Why does it charge
a higher price for the same products for which it presumably has paid
about the same price in city A than in city B or in city C?

Why does a chain operating across, say. 10 markets and with an
identical market basket and costs operate this way? Why does it charge
more at the same point in time in city A than in city B?

So we separate out those factors that would tend to elevate the whole
level of prices in our attempt to answer this question.

Why does the same chain charge different prices for the same prod-
ucts in different markets?

Representative BROWN of Ohio. I guess the point I am getting at is
that the part of the country which I represent is served by some nation-
wide distributors, some regional food distributors, some three and four
supermarket chain owners, and as I noted. a couple of stores in that
community and that is all. It seems to me if you )re a nationwide food
distributor, and you are doing business on a last-in, first-ott basis, that
you are likely to experience a sharp inventory profit -when there is a
sharp change in food prices, or inventory loss conversely if it goes
down sharply. Would that be true ?

Mr. MUELLER. Yes. But that will have no
Representative BROWN of Ohio. All right. The little operations in

this community are a lot more flexible. because they frequently buy
their beef off the farm, grind it up, and have hamburger at a much
lower price than the chain operation can have it because the chain
operation made arrangements perhaps for their hamburger out of
Chicago and the contract is let 2 months ahead of time or 3 months
ahead of time.

They have a price factor that has to stick with that hamburger as it
goes through their chain operation. I was trying to remember in the
situation I described to you whether the nationwide chainstore oper-
ated in our community in October of 1974.

The only thing I can tell you is that they are not in the community
now. The guy that drove them out was the guy with the six chainstore
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outlet or six-store outlet. He is currently in trouble because he is now
being competed with from both ends by the two-store man and the
regional chain operator.

It is such a volatile profit, pricing, and availability of commodities
kind of business-I must say I don't understand it-that I can't under-
stand why the big chain got driven out after 1974 or about 1974 by a
guy who is now in some trouble in that community because he is getting
pressure from two other kinds of food operations. I really don't under-
stand from your study how that can be. because your study seems to
come to the conclusion that by all rights the only store we should have
left is the nationwide chain operation. It isn't the case.

Mr. MUELLER. No. On the contrary, we show that when large chains
are unable-if vou want to characterize it that way-unable to
compete effectively because of whatever reason in a situation such as
you described., they would have low profits and low prices. They don't
win every battle; but, the long-term trend suggested they are winning
more than they are losing as indicated by their increasing share of the
business.

Representative BrowN of Ohio. My time is up, but what I am sug-
gesting is: If you took 1 month in this continuing struggle of who has
the food market leverage in one community, it might skew your study
rather significantly because what was going on 3 years ago isn't going
on there today. It chan-ges with the changing times, availability,
what's happening in the total consumer price index, the wholesale
price of food, the farmers, and the whole spectrum of things that im-
pact on food, production, and sales.

Mr. MUELLER. *Well, in our price analysis based on comiputer pro-
grams we did analyze these short-run effects. We have a volatility in-
dex as a variable.

Our analvsis is significant without it in there, but it is more sig-
nificant with it in. That would have reflected the situation You de-
scribed.

If the leading firms were experiencing increasing or decreasing mar-
ket share, this is an indication that competition is

Representative BROWx- of Ohio. Could I just ask a question
directly? Why didn't you take a 2-year study and do it on that basis?

Mr. MARION. We would have loved to if we had had the data on
prices. We had 5-year data on profits and examined that full period
in the analysis.

Representative BROWN of Ohio. Do You think the data could
have been different from what you got on a 1 month?

Mr. ALkRION. The data would have been different, but the results the
same. The chances of coming up with the relationships we did by
chance for a 1-month study are extremely small. If we had had 1 whole
year or 2 years of price data we could have averaged, and I would have
expected the relationships to have been stronger.

Representative LONG. It seems to me that either I didn't understand
it correctly or that the line of questioning as to the absolute level of
prices is really relatively insignificant here.

Mr. MARION-. The latter is correct.
Representative Long. The thing you were attempting to determine

was the relative difference in prices between markets, rather than
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the absolute level of prices. I assume that the base you used is
representative; I have got to believe that it is. I looked at the Depart-
ment of Agriculture report and they had only 17 or 19 cities-19 cities,
I guess-in that report. You have 32 in yours, and this seems to me to
indicate a much greater degree of representatives than found in any
prior report.

I assume that both of you gentlemen are absolutely convinced-in-
sofar as you can be when you are dealing with statistics-as to the
reliability of the statistics in the period that you used to support the
conclusions that you drew; is that correct?

Mr. MU-ELLER. That is correct. Your characterization is precisely
what we were concerned with. Not looking at prices over time. but
rather looking at prices across markets at a point in time.

Representative LoNG. We will go into this further. If it is agreeable,
what we will try to do is go through and try to finish here. We can
spend another hour at it.

I would like to ask our panel members to come forward, if they
would.

Mr. Goldberg, I would like to ask you to lead off.
Mr. Goldberg is a Moffett professor of agriculture and business at

the Graduate School of Business Administration, Harvard Univer-
sity. We are pleased to have you here. Mr. Goldberg has had an oppor-
tunity to review the report at the request that we received from the
Food Marketing Institute. He is not here as an employee of the Food
Marketing Institute. although his appearance is at that organizations
specific request. He is an outstanding scholar in his field. -

Mr. Goldberg, we are glad to have you. Would you proceed?

STATEMENT OF RAY A. GOLDBERG, MOFFETT PROFESSOR OF
AGRICULTURE AND BUSINESS, GRADUATE SCHOOL OF BUSINESS
ADMINISTRATION, HARVARD UNIVERSITY, APPEARING AT THE
REQUEST OF THE FOOD MARKETING INSTITUTE

Mr. GOLDBERG. Thank you, Congressman Long and members of the
committee. I appear before your committee to provide one perspective
of the Mueller-Marion study on the profit and price performance of
leading food chains in 1970 and 1974.

In mv research and teaching activities, my purpose is to train private
and public managers in administration in order to improve the per-
formance of individual participants in the food system in response
to the changing economic, political, and social demands of consumers.

Therefore, our perspective is one that tends to take into consideration
the requirements of the many participants in the food system, labor,
producer, processor, retailer, financier, and farm suppliers as they
coordinate their activities to respond to consumer needs.

My principal concern in reading the original and current draft of
the study is noted in my letter of November 15, 1976, and March 14,
1977, to the JEC is that the authors ignored the studies and practical
information that lead to cost and competitive patterns different from
those they have assumed in their study.

In addition, they have ignored their own excellent words on the
caution one must take in making assumptions about chain pricing
based on 39 observations of 3 chains in 1 month in 1974.
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Parenthietically, I might add that when it came to writing conclu-
sions, they didn't reiterate cautions. They did not put their cautions
very close to the conclusions. If they did, the reader would have a dif-
ferent perception of the study.

Also, in their footnote on page 2, chapter 4, in the earlier draft of the
study, they noted that in the Canadian study from which they quoted,
"No correlation was found between four-firm concentration and oper-
ating expenses."

The first point I would like to make concerns labor costs. Labor costs
in all food marketing had a 10-percent increase in 1974, but for food
retailing including restaurants, labor costs rose 22 percent. Not all
labor costs are the same. They may vary between areas, between labor
contracts, and between union and nonunion wage rates.

One of the most profitable chains cited in the study has 95 percent
nonunion labor. Retail clerks in 1974 had a rate of $5.81 per hour in
one city and $3.90 per hour in another, both union rates, by the way.

In 1973, the range was $5.27 to $3.50 and the high city in each year
was different.

In my hometown of Boston, Mass., 40 percent of the retail market
is organized, 60 percent is nonunion. One reliable industry source
estimates that 55 percent of the 20-percent gross margin cost is labor
cost and that the nonunion differential in the form of restrictions,
benefits and pensions would amount to 1 percent on sales difference
between the two types of operators.

Similarly, a St. Louis operator indicates that 67 percent of their
total cost of doing business is labor. He pointed out that retail clerks
in St. Louis for a 40-hour week averaged $300 in 1976 whereas in
Miami they averaged only $159.

More important than just the labor cost differences between areas in
union and nonunion labor rates are the work restrictions in some
cities such as St. Louis where retailers cannot buy boxed beef, pre-
packaged chickens, or have central meat operations. Costs in different
locations involve more than market structure differences. They also
involve the nature of the labor market that represents 55 to 67 per-
cent of the costs.

TRANSPORTATION COSTS

In a 1974 Governors Commission on Food for the Commonwealth
of Massachusetts, a nonpartisan report organized by a Republican
Governor and implemented by a Democratic Governor, it was noted
that Boston is one of the 4 highest of 38 metropolitan areas in the
United States with respect to food costs. It was shown that the main
reason for the food costing more in Massachusetts and New England
was the high cost of transportation.

I hope you will permit a portion of that report which is attached
to this statement to appear in the record.

Similarly, a more recent study in 1976 by Department of Agricul-
ture employees, Grinnell, Crawford, and Feaster indicated the same
point as well as taking exception to the Mueller-Marion hypothesis
[sic].

I realize that Professor Marion and Professor Mueller don't think
too much of that study, but nevertheless it did come up with the
opposite conclusion. The fact they didn't even note it bothered me.
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EXCESS CAPACITY

Excess capacity in the food distribution of the United States is an
overriding factor in determining the future shape and structure of
the supermarket industry in 1980.

In an excellent study by Prof. Robert Buzzell and Prof. Walter
Salmon of m+- facultI, underwritten by Circle magazine [sic]. a divi-
sion of the \ew I York Times, and presented at an annual meeting of
the National Association of Food Chains at the expense. by the way, of
Circle magazine and the New York Times, not the Association of Food
Chains, the effects of this excess capacity were set forth. To quote:

"Concurrent with the growth of super-stores and convenience stores,
price competition intensified. This situation reflected growing idle
capacity in food distribution.

"From 1968 to 1972, sales per square foot adjusted for inflation
actually declined by 1.9 percent. It also reflected growing recognition
that additional volume could be achieved at only modest additional
expense. This situation encouraged selected food store operators to in-
itiate price wars in the hope of capturing and retaining additional
share of market. It quickly became apparent that, even in a period of
prosperity."-that was before our current recession-"with food stores'
prices rising more slowly than the overall cost of living index, ad di-
tional patronage -was attracted by strong price appeals."'

Again, I have included the entire report of Professors Buzzell an(l
Salmon as part of this overall report to you.

Excess capacity is not a barrier to entry but rather leads to more
competition by the independents. The A. & P. selling of stores to local
managers is but one indication of this.

Inl a way. A. & P. is forming a giant cooperative of independent
managers wvhich is probably a good way, and is another recommenda-
tion that Professor Mueller and Professor Marion might want to add
to their excellent ones.

Anyway, the quotation from Buzzell and Salmon is as follows:
A second aspect of industry structure involves who will own the selling points.

The most significant issue in this area is whether chains or independents wvil
gain in market share. The thrust of this study is that the chain share of market
wvill level out or even decline slightly. There are several reasons for this con-
clusion.

First, independents through affiliation with cooperative or voluntary whole-
salers have gained the staff services and, in many instances, even the financial
muscle formerly available only to the chains.

Second, independents are not as frequently unionized as the chains. This situa-
tion may result in somewhat lower wage rates. Such differences are important.
particularly in the operation of the consumer desired and labor-intensive service
departments.

In addition. the lack of union restrictions for independents may result in
greater flexibility in hours of operations

Other weaknesses in the study are the fact that items such as meat,
produce, dairy. frozen foods, health and beauty aids which amount to
over 50 percent of the supermarket volume could show different profit
pattei-ns as would the selection of other divisions, and the size of store
used by the participants with the higher market share.

I "The Consumer and the Supermarket-1980," p. 13.
2 Ibid, p. 24.
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One of the reasons A. & P. is having so much trouble is not because
of their huge market share, it; is because of their very small stores.
Some of these weaknesses are acknowledged by the authors and
then ignored in reaching their conclusions. That I don't understand.

By the way, this view of mine is shared by Professor Buzzell of
Harvard University, who at my request and on a confidential basis,
maintained the confidentiality requested by the committee, reviewed
the study and had the following observations:

"One, the inference that food chains with large relative market
shares tend to have both higher profits and higher operating ex-
penses seems very tenuous to me."

I think it is important here to make sure that Buzzell is not arguing
that market share and profits go together. What he is arguing is
whether both higher profits and higher operating expenses may go
together.

-The authors are saying, in effect, that there are no real economies
of scale in food retailing. The basis for this is a comparison of the
results of the separate profit and price regressions which, as the au-
thors acknowledge, are based on different samples."

Although the authors assert that "other studies show relationship
between market power and inefficiency, my own experience"-this is
Buzzell speaking-"is quite the reverse."

"Certainly our analysis of the relationship between market share has
shown that a large share of businesses tend to enjoy economies of
scale reflected in lower operating expense and better utilization of
facilities.

"In food retailing specifically, it is generally believed, although
perhaps not documented publicly, that large share of local market
brings with it operating economies in warehousing, delivery, super-
vision, and advertising costs, among others.

"Obviously, this point is a crucial one. If chains with large market
shares are profitable because of economies of scale, then the alleged
monopoly overcharges may not exist or may be much less in magni-
tude than the authors claim."

The important thing here is that I don't think anyone really
knows, sir. I don't think the authors of the article who wrote this
statement to me or anybody else really knows the answer to the ques-
tion, but the real problem is to make an assumption and say that that
is the answer. Buzzell also said, "The authors use a base point of CR4
equal 40 and relative share equal 25 as a standard for determining
'monopoly over charges.' I don't understand the rationale for this
'base point.' According to table 1.3, why is 40 used as the basis for
a computation of overcharges?" I thought I should raise the same
question he raised.

The third point Buzzell makes is that the regression models used
to explain variations in profits and prices do not include some poten-
tially important variables. The variables include:

Differences in product mix, especially the extent of nonfoods; inter-
market differences in wage rates, extent of unionization, real estate
costs, and general level of consumer prices.

Finally, what are the implications of the study for antitrust
enforcement?

96-514 -77----
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First of all, I might say that I thought the suggestions made by
Professor M ueller are good ones. I find no fault with trying to improve

competition in the United States, but the implications of this study

for antitrust enforcement is that if one takes into account an excess

capacity, changing labor markets, union versus nonunion competi-

tion, chain versus independent competition, then food retailing is one

segment of the food system that should remain extremely competitive

over the next several years.
This study would have been useful if it had taken into consideration

other studies related to it, and most important of all to me, had taken

into consideration the total food system and the economic environ-

ment in which this analysis was made.
This committee has a reputation for being nonpartisan. It has

reason to study and be concerned with concentration. There are also

many studies that indicate a correlation between profits and market
share.

Unfortunately, this particular study has not taken into considera-
tion so many factors that lead to the opposite conclusion with respect
to cost assumptions by the authors that it may tend to discredit other

valuable studies that point up the necessity of maintaining creative

competition responsive to changing consumer needs.
I have taken more than my time, but I would like to say if you do

read the Buzzell and Salmon report very carefully, you -will find differ-
ent answers to the questions that were raised earlier in this morning's
hearings.

[The comments on Mr. Goldberg's testimony by Mlessrs. Mueller and
Mlarion and the prepared statement of Mr. Goldberg follow:]

COMMENTS ON TESTIMONY OF RAY A. GOLDBERG BY WILLARD F. MUELLER AND

BRUCE W. MARION

At the request of the National Association of Food Chains (now Food Market-

ing Institute) the Joint Economic Committee asked Mr. Goldberg to review a

pre-publication version of the Report in the fall of 1976. In his initial review

of the Report, IMr. Goldberg raised several points for consideration and com-

mented, ". . . the report is a very scholarly work, very thorough and well docu-

inented". Most of his criticisms were minor, in our judgment, and are dealt with

in footnote 6 of chapter 4 of the Report.
In an unsolicited follow-up review of the Report on March 14, 1977, Mr. Gold-

herg reflects a change of heart. Although the Report had been changed little

from the earlier version he reviewed, Mr. Goldberg now finds that, "the con-

clusions of the 'authors are open to attack because other reputable studies have

shown different and in some cases even opposite relationships. The authors have

jumped to conclusions with insufficient and/or unrelated data". The latter letter

was sent during the period the Food Marketing Institute was organizing its

efforts to discredit the report, and echos several of the criticisms made by FMI

economist, Mr. Hammonds.
In his testimony on March 30, 1977, Mr. Goldberg reiterated several of the

criticisms raised in his two review letters. His criticisms will be answered in

the order they are given.
1. The study fails to consider differences in wage rates and in the degree of

unionization in different markets and geographic regions (Goldberg, p. 1-2).

Although we have been unable to examine the influence of unionization, wage

rates were included in our price models and were not significantly related to

grocery prices. (See Comments to Hammonds, C.2.)
2. The study fails to consider differences in transportation costs (Goldberg,

p. 2). (See Comments on Hammonds, C.2.)
3. Inadequate attention is given in the study to the competitive influence of

excess capacity (Goldberg, p. 2, 3).
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Goldberg bases his argument on a report written by Buzzell and Salmon for
Circle Magazine. See our discussion of this report in Comments on Hammonds,
E., Buzzell-Salmon Report.

4. The study findings indicate no economies of scale in retailing as a firm's
market share increases. This is contradictory to conventional wisdom and to a
study by Buzzell, Gale and Sulton (Goldberg, p. 3).

We have not claimed that our study provides conclusive evidence that scale
economies are nonexistent in food retailing. Some scale economies may exist as
market share increases but be offset by increases in other expense categories due
to the greater emphasis on non-price competition. Potential scale economies also
may not be captured due to a relaxation of cost controls by firms with large
market shares. Thus, although our study results suggest that retail expenses
per dollar of sales increase as firm market share increases, the study provides
no direct information on why this is so.

The Buzzell, Gale and Sulton study referred to by Goldberg examined the
relationship of market share to the various cost factors of 620 divisions of 57
large companies from a variety of industries. The data and analytical procedures
used in this study are extremely crude. The mixed results concerning scale
economies are therefore difficult to interpret.

5. The choice of Cit of 40 as the competitive norm is questionable when the
average CR4 for all SMSAs was 52.1 in 1972 (Goldberg, p. 4). (See Comments
on Hammonds, A.)

6. The regression models for profits and prices do not include some potentially
important variables such as differences in product mix and intermarket differ-
ences in wage rates, extent of unionization, real estate costs and general level
of consumer prices (Goldberg, p. 4).

The product mix of supermarkets does vary some from one geographic area
to another. However, there is no reason to expect product mix to be systematically
related to market concentration or relative firm market share in such a fashion as
to be responsible for our findings based on a market basket whose mix does not
change among markets.

The other "important variables" were referred to under 1 and 2 above and
are discussed in our comments on Hammonds, C. 2.

PREPARED STATEMENT OF RAY A. GOLDBERG

Mr. Chairman and Members of the Committee, I appear before your committee
to provide one perspective in evaluating a previous and current draft of the
Mueller-Marion Study on "The Profit and Price Performance of Leading Food
Chains, 1970-74". In our research and teaching activities our purpose is to
train private and public managers in administration in order to improve the
performance of individual participants in the food system in response to the
changing economic, political, and social demands of consumers. Therefore, our
perspective is one that attempts to take into consideration the requirements of
the many participants in the food system-labor, producer, processor, retailer,
financiers, and farm suppliers-as they coordinate their activities to respond
to consumer needs.

My principal concern in reading the original and current draft of the Study,
as noted in my letters of November 15, 1976, and March 14, 1977' to Mr. Tyler,
of the committee staff, is that the authors ignored important studies and practical
information that lead to cost and competitive patterns different from those they
have assumed in their Study. In addition, they have ignored their own excellent
words on the caution one must take in making assumptions based on 39 observa-
tions of three chains in one month in 1974. Also, in their footnote on page 2 of
Chapter IV in the early draft of their Study, they noted that in the Canadian
Study from which they quoted. "No correlation was found, however, between
four-firm concentration and operating expenses."

LABOR COSTS

Labor costs in all food marketing averaged a 10 percent increase in 1974,
but for food retailing and restaurants, labor costs were 22 percent higher. Not all
labor costs are the same; they may vary between areas, between labor contracts,

I See attached letters to this statement.
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and between union and non-union wage rates. One of the most profitable chains
cited in the Study has 95 percent non-union labor. Retail clerks in 1974 had a
rate of $5.81 per hour in one city and $3.90 per hour in another. In 1973 the range
was $5.27 to $3.50 and the high city in each year was different. In Boston, Mass.,
40 percent of the retail market is organized, 60 percent is not. One reliable in-
dustry source estimates that 55 percent of the 20 percent gross margin cost is
labor cost and the non-union differential in the form of restrictions, benefits
and pensions would amount to 1 percent on sales difference between the two
types of operators. Similarly, a St. Louis operator indicates that 67 percent of
their total cost of doing business is labor. He pointed out that retail clerks in
St. Louis for a 40-hour week averaged $300 in 1976, whereas in Miami they
averaged only $159. More important than just labor costs differences between
areas and union and non-union labor rates are the work restrictions in some
cities such as St. Louis, where retailers cannot buy boxed beef, pre-packaged
chickens, or have central meat operations. Costs in different locations involve
more than market structure differences, they also involve the nature of the
labor market that represents 55 percent to 67 percent of the cost.

TRANSPORTATION COSTS

In a 1974 Governor's Commission on Food for the Commonwealth of Massa-
chusetts, it was noted that Boston is one of the four highest of 38 metropolitan
areas in the United States with respect to food costs. It was shown that the
main reason for food costing more in Massachusetts and Neew England was
the high cost of transportation. Similarly, a more recent study in 1976 by
Grinnell, Crawford, and Feaster indicated the same point as well as taking
exception to the Mueller-Marion hypothesis, and I quote:

"Models I and II show that when price changes due to time are removed,
distance (from production areas) is very important in explaining intercity
price variation while 4, 8, land 20 firm concentration ratios are not significant
and may be inversely related to price." 2

ExCESS CAPACITY

Excess capacity in the food distribution function in the United States is an
overriding factor in determining the future shape and structure of the super-
market industry in 1980. In an excellent study by Professors Robert Buzzell and
Walter Salmon, underwritten by Circle Magazine, a Division of the New York
Times, and presented at an annual meeting of the National Association of Food
Chains, the effects of this excess capacity were set forth:

"Concurrent with the growth of super-stores and convenience stores, price
competition intensified. This situation reflected growing idle capacity in food
distribution. From 1968 to 1972, sales per square foot adjusted for inflation
actually declined by 1.9 percent. It also reflected growing recognition that addi-
tional volume could be achieved at only modest additional expense. This situn-
tion encouraged selected food store operators to initiate price wars in the hope
of capturing and retaining additional share of market. It quickly became ap-
parent that, even in a period of prosperity with food stores' prices rising more
slowly than the overall cost of living index, additional patronage was attracted
by strong price appeals." 3

Excess capacity is not a barrier to entry but rather leads to more competition
by the independents. The A&P selling off of stores to local managers is but one
indication of this, as Buzzell and Salmon indicate:

"A second aspect of industry structure involves who will own the selling
points. The most significant issue in this area is whether chains or independents
will gain in market share. The thrust of this study is that the chain share of
market will level out or even decline slightly. There are several reasons for this
conclusion. First, independents through affiliation with cooperative or voluntary

2 "Analysis of the Impact of Market Characteristics on City Food Prices" by Gerald E.
Grinnell, Terry L. Crawford. and Gerald Feaster. American Agricultural Economics Associa-
tion Annual Meeting, Aunust 1076, Pennsylvania State University.

3 "The Consumer and The Supermarket-19S0," Prof. Robert Buzzell and Prof. Walter Sal-
mon, Harvard Business School, Circle Family Magazine, 1976, page 13.
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wholesalers have gained the staff services and, in many instances, even the fi-
nancial muscle formerly available only to the chains. Secondly, independents are
not as frequently unionized as the chains. This situation may result in somewhat
lower wage rates. Such differences are important, particularly in the operation
of the consumer desired and labor-intensive service departments. In addition,

the lack of union restrictions for independents may result in greater flexibility
in hours of operation." '

OTHER WEAKNESSES

Other weaknesses in the Study are the fact that items such as meat, produce,
dairy, frozen foods, and health and beauty aids which amount to over 50 percent
of the supermarket volume could show different profit patterns, as would the
selection of other divisions, and the size of store used by the participants with
the higher market shares. Some of these weaknesses are acknowledged by the

authors then ignored in reaching their conclusions. This view is shared by
Professor Buzzell of Harvard University, who at my request and on a con-
fidential basis reviewed the Study and had the following observations:

1. The inference that food chains with large relative market shares in con-
centrated markets tend to have both higher profits and higher operating ex-

penses seems very tenuous to me. The authors are saying, in effect, that there
are no real economies of scale in food retailing. The basis for this is a comparison
of the results of the separate profit and price regressions which, as the authors
acknowledge, are based on different samples. Although the authors assert that

"other studies" show a relationship between "market power" and inefficiency,
my own experience is quite the reverse. Certainly our analyses of the relation-

ship between market share and profitability in the PIMS project have shown
that large-share businesses tend to enjoy economies of scale, reflected in lowel
operating expenses, and better utilization of facilities. (See the article by Buz-

zell, Gale, and Sultan, "Market Share-A Key to Profitability," Harvard Busi.
ness Review, Jan.-Feb. 1975). In food retailing specifically, it is generally be-

lieved (although perhaps not documented publicly) that large share of a local
market brings with it operating economies in warehousing, delivery, supervision,
and advertising costs, among others. Obviously, this point is a crucial one: if

chains with large market shares are profitable because of economies of scale,
then the alleged "monopoly overcharges" may not exist or may be much less in
magnitude than the authors claim.

2. The authors use a "base point" of CR4=40 and Relative Share=25 as a
standard for determining "monopoly overcharges." I don't understand the ra-

tionale for this "base point." According to Table 1.3, the average CR. for SMSA's
was 52.1 in 1972. Why is 40 used as a base for computation of "overcharges"'?

3. The regression models used to explain variations in profits and prices do
not include some potentially important variables:

(1) Differences in product mix, especially the extent of non-foods.
(2) Intermarket differences in wage rates, extent of unionization, real estate

costs, and general level of consumer prices.

IMPLICATIONS FOR ANTI-TRUST ENFORCEMENT

The implications of this Study for anti-trust enforcement is that if one takes
into account excess capacity, changing labor markets, union versus non-union

competition, chain versus independent competition-then food retailing is one

segment of the food system that should remain extremely competitive over the
next several years. This Study would have been useful if it had taken into con-

sideration other studies related to it and had taken into consideration the total
food system and the economic environment in which this analysis was made.

This Committee has a reputation for being non-partisan. It has reason to study
and be concerned with concentration. There also are many studies that indicate
a correlation between profits and market share. Unfortunately, this particular

Study has not taken into consideration so many factors that lead to the opposite
conclusion with respect to cost assumptions by the authors-that it may tend
to discredit other valuable studies that point up the necessity of maintaining
creative competition responsive to changing consumer needs.

Attachments.

'Ibid., page 24.
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CONGRESS OF THE UNITED STATES,
JOINT EcoNoMIc CONMAMITrEE,

Washington, D.C., September 2_i, 1976.
Prof. RAY A. Gor.DBERG,
Harvard University,
School of Business Administration,
Boston, Mass.

DEkR PROFESSOR GOLDBERG: I am delighted that you are willing to evaluate the
attached Report to the Joint Economic Committee by Bruce Marion, Willard
Mueller and others at the University of Wisconsin. This evaluation is exclusively
for the JEC and at the request of the National Association of Food Chains.

Messrs. Marion and Mueller have been asked to make all data available to
you upon request. They can be reached in Madison at (608) 263-4176.

This Report and its conclusions must remain confidential while in your pos-
session. Some of the data utilized in its preparation is confidential. And, the
unauthorized release of it to anyone or to any organization would be a clear
and specific violation of Committee rules. Of course, only data presented in
the final version of this Report eventually released by the JEC will be available
for your future public use.

Because the Committee's membership will be revised in January, please con-
sider November 1, 1976, a deadline for your evaluation.

Thank you, again.
Sincerely,

GEORGE R. TYLER, Economist.

HARVARD U' IvERsrrY,
GRADUATE SCHOOL OF BusINEss ADMINISTRATION,

GEORGE F. BAKER FOUNDATION,
Boston, Mfass., November 1a, 1976.

Mr. GEORGE R. TYLER,
Economist, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

DEAR MR. TYLER: Thank you so much for your letter of September 24 and
for our phone conversation of last week. I am also sending a copy of this
letter and my statements to Mr. Bruce W. Marion and Mr. Willard F. Mueller,
905 University Avenue, University of Wisconsin, Madison, Wisconsin 53707.
As I indicated to you, there were a few questions which I clarified with them
over the phone on Friday, November 12. As per your original letter of Septem-
ber 24, all of the material I have been reviewing will be naturally treated as
confidential until any or all of it is made public.

First, I think the report is a very scholarly work, very thorough and well
documented. At the same time, through no fault of the authors, there are areas
that might have been explored further, and in that exploration they either add
additional evidence to their conclusions or result in slightly different priorities
and different answers. The items that I feel require additional analysis or
require taking into consideration are as follows:

1. The cost factors were not examined in the study so many inferences
had to be made by the authors with respect to them. They assumed that
where there were higher prices and higher concentration and still the profit
levels did not rise very quickly that this meant that the larger firms may have
been competing with a variety of costly services to get the consumers' attention
or using additional advertising, etc. I believe that a different scenario was
probably taking place at that time than the one that they suggested, namely,
that costs were rising rather rapidly in the industry due to the fact that during
the freeze period, or price control period, wages were held down at an unusually
low level. For example, labor costs in all food marketing averaged a 10 percent
Increase in 1974, but for food retailing and restaurant labor, costs were 22 per-
cent higher than in 1974 than in 1973 and labor costs account for more than 50
percent of total retail and institutional costs in the food spread analysis.
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The other factor that was important during this period is that the industry
itself is in an excess capacity situation. This means that profits are under

tremendous pressure as every retailer attempts to get volume in his or her

store. The excess capacity probably works to the advantage of the larger and

stronger firms. On the other hand, to try to soak up that excess capacity, they

may acquire smaller chains but in the process create a high cost structure

which then invites the independents to come in and become successful compet-
itors to them. This excess capacity, I believe, will continue into the next decade,

and to support this contention as an appendix to this brief report, I am enclos-

ing an analysis made by two professors at the Harvard Business School on the

industry about a year ago. As recently as the Business Week edition of Novem-

ber 22, 1976, which has just been released, the price wars pertaining to firms

such as Safeway are reported on pages 54 and 55 of that magazine, which begins

to substantiate some of these predictions.
2. Although the study is a thorough one, it is so broad that it is difficult

for it to take into account the various structural differences in various firms.

For example, one does not know whether the concentration in one area is

by a firm that has many small stores competing with more efficient smaller

firms that have larger stores and therefore may be at a competitive disadvan-
tage rather than advantage, even though the market share at that particular
moment in time may be higher.

3. Another area that is not clear is the impact of inflation. Many of the
firms had increased profits because of inventory increases. Some firms opted for

a Lifo method which spread out the value of these inventory profits, others did

not. Again, this particular item would confuse some of the findings.
4. The fact that the spread widened between private label and branded items

is a plus for the consumer, because all costs were rising at that time and, there-

fore, the widened differential would mean one form of price competition.
5. I don't believe that the at least temporary new balance of power in favor

of the raw material suppliers was mentioned. It is important in the study
and again the farmers' share increased during much of this time because of raw
material shortages. I don't believe that in the long run this will continue to

occur, except on a temporary basis. But, nevertheless, because of the excess

capacity in the retailing area, many food retailers are looking at procurement
contracts and long-term relationships there as a means of improving profits
or reducing costs, as well as diversifying their operation.

6. As further corroboration of the fact that cost structure is more important
than was given credit in this study was the footnote to the Canadian study
where it was stated that no correlation was found between four firm con-
centration and operating expenses, and frankly I would think that it was a

correct conclusion. I believe that the market structure differences between
individual firms are actually more important than the concentration ratios.
I also believe that the excess capacity environment of this industry means that
it will continue to be extremely competitive in spite of concentration ratios
in local areas. I also believe that labor attempting to play catch-up because of
being held down during the price control programs are not only playing catchup
for those programs but are also still trying to keep up with a lower but still
inflationary pressure.

The report is an excellent one, but I feel that it does need to take into
consideration the other factors that I have mentioned. That is not to say that
one should not be aware of the continued danger of monopoly control in the
industry or monopoly pressure. I think we are fortunate, however, that the
industry itself has so many technological and excess capacity pressures. as well
as unique managerial control pressures at the local level, that this should remain
a highly competitive industry, but one, nevertheless, that continues to need to be
monitored carefully by capable and informed people as the authors of this par-
ticular study are.

I hope these few comments and to the excellent paper that has been presented
for you and put it into a broader perspective than the one I feel was left at the
end of the summation of this particular study. I hope these few remarks are
useful to you.

Sincerely,
RAY A. GOLDBERG.
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HARVARD UNIVERSITY,
GRADUATE SCHOOL OF BUSINESS ADMINISTRATION,

GEORGE F. BAKER FOUNDATION,
Boston, Mass., March 14, 1977.Mr. GEORGE R. TYLER,

Economist, Joint Economic Committee, Congress of the United States, Washing-
ton, D.C.

DEAR MR. TYLER: In your letter of November 24, 1976, you indicated that mycritique of the Mueller-Marion draft would be taken into consideration by theauthors. It is my understanding that, unfortunately, this is not the ease; there-fore, I am expanding my original critique. What I am saying is that the con-clusions of the authors are open to attack because other reputable studies haveshown different and in some cases even opposite relationships. The authors havejumped to conclusions with insufficient and/or unrelated data.
There are three main areas that need to be examined and that lead to mystrong concern.

1. Profit
The whole question of profit was based on inadequate data.
(a) First they rely on profit on sales rather than on assets or equity-the for-mer being a poor and many times misleading indicator of the profitability of thefirm.
(b) They threw out two low profit years of 1972 and 1973-all firms were af-fected by price controls not just chains.
(c) There is no way of knowing how SMA areas and division areas correlate.(d) There is no way of knowing how representative division analysis is ofprofit for the total firms.
(e) Mr. Kenneth Farrell, Deputy Administrator of the Economic ResearchService, U.S.D.A. states: "Based on the earnings performance of food companies,profits cannot be logically used as a major explanation for the magnitude of theincrease and upward trend in farm-retail price spreads or retail food prices." 1(f) Excess capacity in the industry has put tremendous downward pressure onprofits and was ignored by the authors. For example, note Professors Buzzell andSalmon's statement: "Concurrent with the growth of super-stores and conveniencestores, price competition intensified. This situation reflected growing idle capacityin food distribution. From 1968 to 1972, sales per square food adjusted for infla-tion actually declined by 1.9 percent. It also reflected growing recognition thatadditional volume could be achieved at only modest additional expense. This.situation encouraged selected food store operators to initiate price wars in thehope of capturing and retaining additional share of market. It quickly becameapparent that, even in a period of prosperity with food stores' prices rising moreslowly than the overall cost of living index, additional patronage was attractedby strong price appeals." 2
(g) Excess capacity is not a barrier to entry but rather leads to more compe-tition by the independents. The A&P selling off of stores to local managers is butone indication of this, as Buzzell and Salmon indicate: "A second aspect of indus-try structure involves who will own the selling points. The most significant issuein this area is whether chains or independents will gain in market share. Thethrust of this study is that the chain share of market will level out or even declineslightly. There are several reasons for this conclusion. First, independents throughaffiliation with cooperative or voluntary wholesalers have gained the staff serv-ices and, in many instances, even the financial muscle formerly available onlyto the chains. Secondly, independents are not as frequently unionized as thechains. This situation may result in somewhat lower wage rates. Such differencesare important. particularly in the operation of the consumer desired and labor-intensive service departments. In addition, the lack of union restrictions forindependents may result in greater flexibility in hours of operation." a(h) Previous studies indicate correlation between market share and profits butnot between market share and costs. For example, in the Mueller and MarionStudy a footnote on the Canadian Study cited indicated that no correlation wasfound between four firm concentration and operation expenses.

1'"Market Performance in the Food Sector," ERS 653, U.S. Government Printing Office1977 0-241-456/ERS-16.
2 "The Consumer and The Supermarket-1980." Professor Robert Buzzell and ProfessorWalter Salmon. Harvard Business School. Circle Family Magazine. 1976, page 13.3 Ibid., page 24.
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II. Price analysis
(a) Attempting broad conclusions based on 39 observations of three chains on

.94 items for 1 month seems to be very tenuous.
(b) The authors exclude meat, produce, dairy, frozen foods, and health and

beauty aids-over 50 percent of a store's product mix which could lead to a com-
pletely different price analysis.

(c) The authors complain that two stores having identical prices are not com-
peting-other economists have argued that this would indicate intense compe-
tition.
.III. Relationship of Price to Profits

In this area the authors have excluded critical variables such as:
(a) Labor costs and unionization for chains and non-unionization for inde-

*pendents. (Parenthetically there was a major union settlement in October of
1974 in the one area of their study which was much higher than in other parts
-of the country leading to a high cost differential.)

(b) Distance from farm production areas also affect the cost of food as the
Massachusetts Food Commission Report (1974) indicates. Also, see the Grinnell,
Crawford and Feaster Study. "Models I and II show that when price changes due
to time are removed, distance (from production areas) is very important in ex-
jplaining intercity price variation while 4, 8, and 20 firm concentration ratios are
-not significant and may be inversely related to price."'

(c) Finally, Professor Buzzell of Harvard University, at my request and on a
-confidential basis, reviewed the study and had the following observations:

1. The inference that food chains with large relative market shares in con-
*centrated markets tend to have both higher profits and higher operating expenses
-seems very tenuous to me. The authors are saying, in effect, that there are no
real economies of scale in food retailing. The basis for this is a comparison of
.the results of the separate profit and price regressions which, as the authors
acknowledge, are based on different samples. Although the authors assert that
"other studies" show a relationship between "market power" and inefficiency, my
-own experience is quite the reverse. Certainly our analyses of the relationship
between market share and profitability in the PIMS project have shown that
large-share businesses tend to enjoy economies of scale, reflected in lower operat-
ing expenses, and better utilization of facilities. (See the article by Buzzell, Gale,
-and Sultan, "Market Share-A Key to Profitability," Harvard Business Review,
Jan.-Feb., 1975). In food retailing specifically, it is generally believed (although
perhaps not documented publicly) that large share of a local market brings with
it operating economies in warehousing, delivery, supervision, and advertising
costs, among others. Obviously, this point is a crucial one: if chains with large
market shares are profitable because of economies of scale, then the alleged
"monopoly overcharges" may not exist or may be much less in magnitude than
the authors claim.

2. The authors use a "base point" of CR,=40 and Relative Share=25 as a
standard for determining "monopoly overcharges." I don't understand the ra-
tionale for this "base point." According to Table 1.3, the average CR4 for SMSA's
-was 52.1 in 1972. Why is 40 used as a base for computation of "overcharges"?

3. The regression models used to explain variations in profits and prices do
not include some potentially important -variables:

(1) Differences in product mix, especially the extent of nonfoods.
(2) Intermarket differences in wage rates, extent of unionization, real estate

costs and general level of consumer prices.
I believe the above information raises serious questions about this study.

Sincerely,
RAY A. GoLDBERG.

Representative Los-(. We will postpone questioning until after we

finish with all three of the panelists. I would like to make one point,

-though, Professor Goldberg, if I may. You cite here that the study you

Tefer to and rely upon, to the degree that you do, by Buzzell and

Salmon, was underwritten by Circle magazine.

4 "Analysis of the Impact of Market Characteristics on City Food Prices" by Gerald E.

Grinnell. Terry L. Crawford. and Gerald Feaster. American Agricultural Economics Associa-

tion Annual Meeting, August 1976, Pennsylvania State University.
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The fact of the matter is that the publication itself says it was spon-
sored by the National Association of Food Chains.

Mr. GOLDBERG. May I clarify that, sir?
The reason that was done is that Circle magazine wanted the re-

search done. The National Association of Food Chains has an annual
meeting. At that annual meeting, various people are invited to present
their findings; and because these findings were presented at that meet-
ing, they had their name on the cover. There wasn't 1 cent of financial
support given to this by the National Association of Food Chains.

To clarify the record further, I was also asked to speak at that par-
ticular meeting and so were farmers who grow turkeys and farm co-
operatives and farm suppliers and food processers. So if you want to,
you can say that anybody who attended that meeting might be tainted.
I wanted to clarify that.

Representative LONG. The study you referred to is quite concise. It
says the study was sponsored by the food chains and that Family Cir-
cle selected the particular authors, Buzzell and Salmon, as a result of
discussions with the food chains. I think it is considerably different
when the report itself says that it is sponsored by the food chain as-
sociation rather than someone from the food chains just appearing at
the meeting. I won't belabor the point.

Mr. GOLDBERG. I agree with you. I think that was just being courte-
ous to them, sir.

Representative LONG. Mr. Farrell, we would appreciate hearing from
you now. Mr. Farrell is Deputy Administrator, Economic Research
Service, Department of Agriculture. He will give his views on the
study.

Mr. Farrell, we appreciate your comments on the report even though
we recognize that you have not yet had a really long time to look at
it.

STATEMENT OF HON. KENNETH R. FARRELL, DEPUTY ADMINIS-
TRATOR, ECONOMIC RESEARCH SERVICE, DEPARTMENT OF
AGRICULTURE

Mr. FARRELL. Thank you, Congressman Long and members of the
committee.

I am pleased to appear before your committee to comment upon the
report entitled "Profit and Price Performance of Leading Food
Chains, 1970-74," prepared by Messrs. Marion, Mueller, and others at
the University of Wisconsin. With your permission, Congressman
Long, I will attempt to keep my comments brief.

Representative LONG. Please proceed as you wish, Mr. Farrell.
Mr. FARRELL. First, I would like to indicate that in my judgment,

the Marion-Mueller study is an important contribution in the agricul-
tural economic literature to a better analysis and to better understand-
ing of the performance of the food industry. I think it is very
significant that for the first time in more than a decade, non-Govern-
ment researchers have had available to them a comprehensive set of
firm and market-specific data with which to conduct empirical anal-
yses of structure-performance relationships at these levels of the food
industry.
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The Joint Economic Committee is to be commended for recognizing
the analytical potential of these data obtained from major food retail-
ers and in making them available for analysis and in supporting this
particular study.

I welcome this report as a means of generating renewed interest,
discussion, and hopefully more research on performance of the food
industry.

Because of the length of the report, and the varied methodology and
data combinations which were used by the authors, more importantly
because of the limited time available to me for examination of the
report, my comments are going to be of a fairly broad general nature
and will be directed primarily at matters relating to the adequacy of
data and analytical methods.

Now, I think it important at the outset to reinforce what the authors
themselves point out in the study; and that is, that there were or are
several limitations to the data and to the methodologies used in the
analysis.

Now, I would mention among those which the authors themselves
point out and are cognizant of the following: One, abnormality of
the time period studied; two, the lack of a statistically representative
sample of firms and SMSA's; three, incomplete reporting of prices
and profit data-the profit analysis was based on data for 96 divisions
of 12 chains and the price analysis was based on data for 3 firms in
the 32 SMSA's-four, the price and profit analyses were based on
different samples; five, available market structure data used in the
profit analyses were for 1972 only; six, 1 month's prices were obtained
only for competitively sensitive, as opposed to randomly selected,
items representing grocery products which account for about 49 per-
cent of total consumer expenditures in grocery stores; and seven, the
need to approximate several market structure variables by use of
proxies, including market rivalry, the use of supermarkets, barriers
to entry and establishment differentiation.

I would like to turn to a brief examination of the results of their
price analysis. In my judgment, perhaps the most important technical
limitation of the price analysis is that the authors found it necessary
to compare a firm's price level and market share in one city with its
or other firms' prices and market shares in other cities without being
able to control for all of the differences and factors that are poten-
tially important determinants of prices in each city.

For example, costs of goods sold vary among cities because of
transportation differentials from sources of supply. Wage rates also
vary among cities. For example, in 1974, retail clerks' weekly wages
were $187 in Atlanta compared with $252 in Kansas City. Occupancy
costs may vary significantly among different parts of the country.

Second, as the authors note on page 73 of their report, price data
used in their analysis represented only 49 percent of grocery store
sales and excluded significant meat and produce items which grocery
chains often directly use for price specials to generate store volume.
Different results might have been obtained-and I stress might have
been obtained since we simply don't know-if data had permitted
price comparisons based on full market baskets of foods including
meat and produce.
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Further, because of the diversity of the products and services pro-
vided in retail food outlets, assuring comparability among products
-for purposes of price analyses is always difficult. If firms in this par-
ticular study that had higher market shares also offered more nonprice
features that consumers desired and were willing to pay for, the con-
dclusion that prices are high solely because of market share needs at
least some qualification.

Fourth, the study compared prices only among leading firms in
various urban areas. Because they did not have price data for non-
leading firms, they could not statistically determine whether a leading
firm had high or low prices in relation to the average for all grocery
retailers in that market.

The authors argue that a firm's prices are positively related to its
relative market share. I think there is no convincing empirical evi-
dence that this price is above the market average or that it raises the
average price level in that market.

Turning briefly to their profit analysis, as in the case of their price
analysis, the authors were forced by data limitations to estimate profit
relationships with incomplete data. Most notably, they tried to relate
a firm's profits at the division level to structural characteristics of
standard metropolitan statistical areas included in the division's serv-
ice area.

The profits data covered the 5 years, 1970-74, although most of the
market structure data were available for only 1972. The authors state-
and I quote, "the period included in the profit analysis was atypical
for the grocery retailing industry by nearly any standard." We do
know that changes in market structure, including market share, occur
in the very dynamic food industry.

Further, I would point out that differences in firm productivity
could not be taken into account. Relatively efficient firms in our
,economy may be rewarded by higher profits, at least in the short run.
The National Food Commission stated-and I quote-"Sales per
square foot of selling area was the most important determinant of
:net margins."

Because firms with higher market shares tend to have higher sales
per square foot, it is possible that the study or at least the way in which
the authors state their results may overstate market share in explain-
ing profit variations.

The Food Commission also reported that profits. or as they call them.
net margins, of grocery stores depend more heavily upon features of
the individual stores such as its setting, nature of its clientele, and
volume of patronage than specifically or solely on market shares and
other mra rketwide characteristics.

I think it would have been desirable if the authors had been able to
treat such characteristics in a more explicit way in their analysis.

The final limitation of the profit analysis I wish to discuss is the
authors' conclusion that higher profits of firms with hiizher market
shares were the result of both higher prices and reduced efficiency with
the Price effect being stronger.

This conclusion in my Judgment is not fully supported by the anal-
ysis. Indeed, if I looked at the analysis correctly, the price and profit
analyses used-seemed to use independent nonrepresentative samples.
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With respect to the so-called monopoly overcharges estimated in the
report, you have read the report and have seen their estimate of a
monopoly overcharge of 1.6 percent of sales or $161 million in the
sample that they worked with in 1974. They then use those estimates to
estimate monopoly overcharges to U.S. consumers of $662 million in
1974.

I question these estimates on several grounds: first, as already in-
dicated, it seems likely or at least possible that their estimates of the
relationship between food prices and relative market shares have been
to some degree overstated.

Second, the authors by their own estimates show that some of the
leading firms in the market had price levels below the competitive
norm. I would point out that use of a concentration ratio of 40 and a
relative market share of 25 as a competitive norm selected in their
study for purposes of comparisons, are not really adequately support-
able, although I think Mr. Marion's elaboration this morning has
helped in that respect.

By using the methods we believe were employed in the study, "mo-
nopoly" overcharges would be reduced by about 25 percent if the com-
petitive norm used as a concentration ratio for purposes of comparison,
was 50 rather than 40.

Finally, I believe that in the strict technical statistical sense, they
do not have a valid sample of firms or markets from which to generate
statistically reliable estimates of monopoly overcharges for the United
States as a whole. Now, that is not to say that their data are incorrect
or that their conclusions are necessarily incorrect. It is to state in my
judgment at least that on purely technical statistical grounds, one
cannot argue that the estimate for the United States as a whole is
statistically valid.

With respect to consistency of their analysis with other reports,
which you asked me to address, I think that in several respects there is
consistency between their report and those of the National Commission
on Food Marketing. There is general consensus that between the two
studies that net margins to use the Food Commission's terms, and
profits to use the Marion-Mueller term, increase as market share in-
creases. However, I think it important to point out that the Commis-
sion also found that higher market shares were associated with higher
sales per square foot, a measure of productivity and lower expenses.
In contrast, if I read Marion and Mueller correctly, they suggest that
the expenses, or costs, of leading firms are inflated where high market
shares exist.

The finding that firms with high market shares charged higher
prices is not fully consistent, but I would say not either fully incon-
sistent with the findings of the National Food Commission which
stated that-and I quote-"in 30 comparisons between market share
and price, results were random in nature." The Commission analyzed
prices in all major food categories and some nonfood categories also.

THE USDA REPORT DOES NOT REFUTE THE MUELLER-MARION STUDY

Now, mention has been made several times today of a paper pre-
pared in my agency, the Economic Research Service, but not published
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by it, by Grinnell, Crawford, and Feaster; and the fact that it addressed
the relationships between market concentration and retail grocery
prices using data for 19 large cities for the years 1954, 1958, 1963, and1967. At this time I will not elaborate on that study except to say that
the two studies are not really comparable. They were conducted usingdifferent types of data, with different kinds of variables, over different
periods of time and for somewhat different purposes. I think that it isimpossible to either confirm or deny the results of the Mueller-Marion
report from the Economic Research Service report. They simply are
two different kinds of reports.

POLICY IMPLICATIONS

Turning briefly to policy implications, I have emphasized some of
the technical limitations that are in the study at least as I see them.
I must admit that one has to read this report many times to be really
sure of what the authors are concluding and the methodologies which
they have employed. As I stated at the outset, it seems to me the au-
thors themselves have acknowledged most of these limitations, and
it is, of course, easy for me or for others to dwell on those limitations
to the detriment of what is in my judgment an important and analyt-
ically innovative study. But bearing in mind the limitations that I have
mentioned, and that such studies sometimes become a basis for policy
and administrative actions by public bodies, it seems to me that cau-
tion in interpretation and application of the results of their studyto public policy is very much in order.

However, I do believe that the study has produced sufficient evi-dence, albeit qualified, limited evidence, open in several respects to
technical challenge, to warrant continued efforts, if not increased ef-forts, by public agencies and by researchers to monitor and to further
analyze the performance of the food industry, including but not
limited to the retail sector.

Congressman Long, I want to end my statement on a positive note
by again commending the Joint Economic Committee for focusing at-tention on this vital area of market performance. I hope that the in-
formation obtained for the study will be made available as a basis forfurther work in this area.

Industrial organization theory, as broadly defined, which was thebasis of orienting this study, does provide a useful framework, if ap-
plied pragmatically, for an analysis of some aspects of market per-
formance. The Marion-Mueller study is a constructive application of
that theory in the evaluation of performance of the food sector.

Despite the apparent limitations which I and others have suggested,
the report in my judgment makes a substantial contribution to aclearer identification of the role and potential impact of an industry'sstructural characteristic on its performance. Of major importance is
the recognition given in the study to the arena in which competition
occurs and where decisions are made that are reflected in profits andprices of the firm.

I might add parenthetically that the absence of such data in thepast has been a major handicap on the part of my agency and others inaddressing the questions of the relationship of structure to per-formance.
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The study by its inclusion as well as its lack of firm and individual
market data points up the critical need for access to this type of data
if implications of concentration, market share, and other structural
characteristics are to be fully addressed.

I am confident that if the research community were given access to
adequate data on the food retailing industry, it could produce research
findings which could be used with considerable confidence in identify-
ing the implications of specific policy decisions or alternatives.

Finally, I believe that the implications of the findings of this study
to consumers, to the retail food industry, and to the broad public
interest of this Nation will spark greater interest and activity in re-
search directed toward structure performance relationships in our
food distribution analysis.

I would heartily recommend an increase in the effort of such
research.

Thank you.
[The comments on Mr. Farrell's testimony by Messrs. Mueller and

Marion follow:]

COMMENTS ON TESTIMONY OF KENNETH R. FARRELL BY WILLARD F. MUELLER AND
BRUCE W. MARION

It is important that Mr. Farrell's testimony be read in its proper context.

Unlike Mr. Hammonds' strident and unconstructive attack on the Report, Mr.

Farrell's comments were made in the spirit of constructive criticism. In this

spirit he began his testimony by observing: "First, I would like to indicate

that in my judgment the Marion-Mueller study is an important contribution in

the agricultural economics literature to a better analysis and understanding of

the performance of the food industry." (Farrell, tr. 94). Moreover, after his

review of the report, Farrell concluded: "The Marion-Mueller study is a con-

structive application of [industrial organization] theory in the evaluation of per-

formance of the food sector." He further added that, "Despite the apparent limi-

tations which I and others have suggested, the report in my judgment makes

a substantial contribution to a clearer identification of the role and potential
impact of an industry's structural characteristics on its performance. Of major

importance is the recognition given in the study to the arena in which competi-

tion occurs and where decisions are made that are reflected in profits and prices

of the firm." (Farrell, tr. 103, emphasis added).
Farrell testified to what he perceived as "several limitations to the data and

to the methodologies used in the analysis." (Farrell, tr. 95). Farrell emphasized
that the authors noted the various points he raised. However, the casual reader

may infer that we merely made these observations without examining whether or

not they biased our results. A careful reading of our report indicates that not

only did we discuss practically all of the matters raised, but we explained that

insofar as the factors mentioned presented problems of statistical measurement,
they tended to bias our results toward zero; i.e., they were not responsible for

our results, but may have tended to weaken the statistical relationships
tested.

Since many of the points raised by Mr. Farrell and his staff are similar to

those of Mr. Hammonds, we shall cross reference our comments where appro-
priate to those we made in response to Mr. Hammonds' criticisms.

1. The study allegedly did not "control for all of the differences in factors

that are potentially important determinants in prices in each city." (Farrell, tr.
p. 96).

Farrell cited as examples transportation, wage, and occupancy differentials
among cities. We discussed these matters in our response to Hammonds, C.2.

2. ". . . Prices were obtained only for competitively sensitive, as opposed to

randomly selected, items representing grocery products which account for about
49 percent of total consumer expenditures in grocery stores . . . and excluded,
significantly, meat and produce items which grocery chain stores often directly
use for price specials .... " (Farrell, p. 95-96).
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The sample of products included in our market basket was not randomly se-
lected. It was limited to those products that were frequently price checked by the
chains in the study-and hence were apparently considered "competitively
sensitive". While we have acknowledged this possible limitation, we would
expect that these are the products on which retailers have the least pricing dis-
cretion. In anything, the bias in our sample would be expected to understate
the price differences between monopolistic and competitive markets.

Farrell states that the exclusion of meats from the market basket created the
most serious problem. (tr. 138). As we testified, meat was excluded because of the
lack of comparable data. But as we also testified, chains often use meat to dif-
ferentiate their service offerings, some emphasizing expensive cuts and others
more economical cuts. Because of qualitiative differences in their meat products,
it is very difficult to construct a meaningful index of grocery store prices including
meat products. (The problem that service differentiation creates in making price
comparisons is discussed in the Report, pp. 71-72.) We therefore believe that
our index may be superior to one including meat products.

3. "The study compared prices only among leading firms in various urban
areas. Because they did not have price data for nonleading firms, they could
not statistically determine whether the leading firm had high or low prices in
relation to the average for all grocery retailers in the market." (Farrell, tr. p. 97).

This is an incorrect characterization of the data used in the study. Although
the study dealt with large chains, these chains were not leading chains in each
market included in the analysis. Their individual shares varied widely among
different cities.

Farrell's statement concerning the "average (price) for all grocery retailers
in the market" reflects a misunderstanding of the relevant market. As we have
repeatedly stressed, we believe all supermarkets in a market are the relevant
market within which chains operate. They compete only indirectly with con-
venience stores and small grocery stores. The average price for ail grocery re-
tailers in a market would be expected to be above the average price for all super-
markets. While a comparison of a leading firm's prices with the latter would have
been meaningful, had data allowed, comparison to the average price for all
grocery retailers is irrelevant, in our judgment.

4. U.S.D.A. economists criticize the Report's structure-profit analysis because
it allegedly (1) uses aggregated divisional profit data; (2) uses structural data
for 1972 and profit data for 1970-74; (3) covers an atypical time period; and
(4) fails to take account of differences in firm productivity, etc. (Farrell, tr. p.
97-98).

Farrell says that "it would have been desirable" if the authors had been able
to somehow include in their analysis all of these factors. He gives no rationale
as to how these factors may have influenced -the results of the study. The U.S.D.A.
economists apparently are not aware that the problems cited are common to all
studies of this sort, and that it is generally recognized among researchers in the
field of industrial organization that insofar as the omission of such variables
influences the analysis, they tend to result in very weak or no statistically signifi-
cant relationships. Indeed, were all of these matters as important as U.S.D.A.
economists imply, our findings are all the more significant because they find
highly statistically significant relationships despite the omission of these various
factors.

For our detailed comments on these points see our response to the testimony of
Mr. Hammonds: Introduction; B.1; B.2.

5. Farrell states that the Report's "monopoly overcharge" estimate may "have
been to some degree overstated" and that the "concentration ratio of 40 and a
relative market share of 25 as a competitive norm . . . are not really very
adequately supported ... ." (Farrell, tr. p. 99).

We explicitly recognized that there is a degree of error in our estimates, but
the U.S.D.A. economists provide no explanation for their belief that any errors
in our estimates are more likely to be biases toward overstatement rather than
understatement.

The reason for criticizing the competitive norm used in our computations are
not made explicit. However, we have answered a similar criticism made by
Mr. Hammonds. See our comments on Hlammonds, A.1; A.2; A.3; A.4.

6. Farrell states, "I believe that in the strict technical statistical sense, they
do not have a valid sample of firms or markets from which to generate statistically
reliable estimates of monopoly overcharges for the U.S. as a whole." (Farrell,
tr. p. 100).
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We answered a similar criticism made by 'Mr. Hammonds. See our response to
Hammonds, A.4.

7. Farrell noted a number of differences in the findings of the Report and
other studies.

We commented on these reports in our comments on 'Mr. Hammonds' testimony.
See Comment E.

Representative LONG. Thank you very much, Mr. Farrell. We
appreciate your views on this matter.

Our last witness is Mr. Timothy Hammonds. who represents the
Food Marketing Institute. He is that group's vice president for re-
search. Mr. Hammonds, we are pleased to have you and would be
pleased to have your views at this time.

STATEMENT OF TIMOTHY M. HAMMONDS, VICE PRESIDENT FOR
RESEARCH, FOOD MARKETING INSTITUTE, ACCOMPANIED BY
THOMAS L. SPORLEDER, PROFESSOR OF AGRICULTURAL ECO-

NOMICS, TEXAS A. & M. UNIVERSITY

Mr. HA31IONDS. Thank you. I am certainly pleased to be able to
appear here today. I have with me Prof. Tom Sporleder of Texas
A. & M. University. Professor Sporleder is a participant in the NC-117
project and was asked by the American Agricultural Economics Asso-
ciation to coauthor a paper with Professor Marion, presented at last
summer's annual meeting, assessing the state of the art of industrial
organization analysis as a basis for antitrust actions. He therefore
seemed the natural scholar to turn to help us render a judgment as to
whether the authors of this report have lived up to the high standards
set in their collectively authored document last summer.

Mr. SPORLEDER. I have been asked by Mr. Hammonds to review both
studies and his comments before this committee. I would generally
agree with the comments from Mr. Hammonds' statement.

Mr. HAIiMMONDS. Thank you.
We are going to deliver an admittedly strong statement today. We

feel compelled to do this because the authors of the report before us
have made strong charges; and we feel charges that far overreach the
bounds of the sample data available to them.

We feel they are inconsistent with the cautions so well pointed out
by the other economists before you today. We will demonstrate that
the competitive standards set by this report would produce a rate of
return capable of bankrupting any industry within the United States.
The most obvious flaws in the analysis appear in the monopoly over-
charge section. In table 1 of his statement Mr. Mueller selects his com-
petitive market standard as 40 percent of sales held by the largest four
firms in a standard metropolitan statistical area. Before commenting
on this choice, it must be made clear that concentration ratios are but
one measure of competitive vitality and not a substitute for more com-
plete analysis. With this qualification in mind, 40 percent is the most
restrictive standard ever set in industrial organization analysis.

May I point out, it is usual in cases of this sort to set forth a standard.
In this case the authors have examined a set of data and used that to
generate the standard which they apply back to that set of data. There
was no independent assessment of whether this was a reasonable assess-
ment or not.

96-514-77---6
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To help in assessing just how restrictive this standard is, let us look
at a cross section of American industries. A 1975 University of Mlichi-
gan Graduate School of Business publication entitled "Industrial
Market Structure and Performance," by D. N. Winn, lists over 130
domestic industries and their national 4-firm concentration ratios.
Keep in mind that the authors of this report use an even more restric-
tive local market ratio. Of Winn's cross section of industries, over 65
percent had four-firm ratios in excess of 40 percent. The consequences
of accepting the Mueller standard would be to find the majority of all
American industry in violation.

Let us set this same standard in a different light. In table 1, the
authors accept a pretax return on sales of 1.15 percent as their com-
petitive norm. We can easily translate this to return on equity and
return on assets for food retailing. Mr. Mueller himself makes a similar
conversion in the paragraph following this table. Using his own con-
version ratio and applying the well-known formula for such a conver-
sion, we find a 6.3-percent return on equity and a 3.2-percent return
on assets.

These returns are less than that available on certificates of deposit
from a savings and loan institution. In 1976 the all-industry median
return as reported by Forbes magazine was double this at 12.7 percent.
Even the Hart bill suggested monopoly power for returns only in ex-
cess of 15 percent.

As we stated earlier, the competitive standard set by this report
would produce a rate of return capable of bankrupting any major
industry in the United States if continued over time.

You must ask yourselves whether you are prepared to accept the
consequences of adopting these standards as the norms of industry
analysis. If you are not, you must reject this report.

We turn now to one of the most glaring omissions of the analysis.
The failure to adequately consider, or even to acknowledge, the sub-
stantial churning of market shares so well documented by other econ-
omists. The authors would have you believe that the grocery industry
is characterized by steadily increasing large firm market power which
in turn leads to steadily increasing prices and profits.

As a check on the author's objectivity, we used the same grocery dis-
tribution guide cited in the report to determine whether the largest
firms were in fact able to maintain their market shares over time. We
are, therefore using the authors' own source to test the internal con-
sistency of their mnior hvnothesis.

Since we do not know which cities were included in the analysis. we
examined the top 20 metropolitan areas. Of the largest 20, 17 had a
different set of top 4 firms in the census year 1972 than in the census
year 1967. That is, in 85 percent of the markets, at least one of the
original top four firms fell from that group and was replaced by a
diffierent firm. Of these same 20 cities, 70 percent experienced another
turnover of at least 1 firm among the top 4 between 1972 and 1975.

The authors totally ignore this churning and would instead lead the
committee to believe large firms so dominate the market that com-
petition is ineffective. It is precisely the presence of active and intense
competition which leads to the very high turnover rates actually
experienced.
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In fact, the authors studiously avoid an explicit statistical test of
their hypothesis of steadily increasing market power over time. We
have constructed such a test and have attached it to this testimony.
The conclusion from this test is that there has been no statistically sig-
nificant upward shift in the distribution of top 4-firm concentration
ratios in the largest 200 metropolitan areas since 1958.

A marketplace with no significant upward concentration shifts since
1958 coupled with a high rate of change in identity of the top four
firms in each metropolitan area certainly sets an entirely different
tone than established by the authors.

Let us turn now to the models and analytic techniques. Our attach-
ment will be primarily on the price model that forms the basis of
the monopoly overcharge. I might say that the profit model is also
seriously flawed with two factors standing out. The choice of cor-
porate divisions and the average corporate data as the key variable.
Moving to the price analysis, this is both the most critical and the
weakest section of the report. As a vivid illustration of the authors'
unusual techniques, consider their inclusion of the market rivalry
variable. The authors refer to prices which they contend may be up
to 14 percent higher than an arbitrarily selected competitive norm.
Yet the inclusion of this single market rivalry variable nearly doubles
the explanatory power of the equation-table 3.3 of their full study-
and increases the coefficient of the concentration ratio by over 30
percent.

The construction of this market rivalry variable is unusual to say
the least. Even the authors seem somewhat embarrassed to explain
its implication that the impact on market prices is identical regard-
less of whether the top four firms gained by 20 percent in their market
share, or declined by 20 percent in their market share. A variable so
obviously inconsistent with the rest of their analysis, yet so impor-
tant to the strength of their results, can only be viewed with sus-
picion. While the justification of this arbitrary step is highly question-
able, the impact of making the equation fit the authors' preconceived
hypothesis is nothing short of dramatic.

A similar manipulation can be observed in the profit equations,
tables 2.6 and 2.7 of the full study. In neither of these tables is the con-
centration variable statistically significant until it is introduced as an
extremely unconventional concentration ratio transformation; and I
have noted their formula which is a cubic divided by a graphic.

No a priori justification for such a transformation appears in the
report. Apparently, the authors feel lack of correlation between profit
and concentration simply means that the analyst has not been suffi-
ciently inventive in applying a series of complex mathematical
manipulations.

The most serious omission in the price model is the absolute failure
to consider either consumer income or operating cost variables. Con-
sumer income does vary considerably across metropolitan areas and
is a fundamental tenet of market price theory. Its omission is incom-
prehensible to a trained economist. Cost differences are well estab-
lished in the literature as significant determinants of grocery prices.
Their exclusion is likewise incomprehensible.
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I might add there are cost variables other than the wage rate-
cited by the authors in the study. Mr. Mueller argues that costs are
under the control of management and, therefore, need not be in-
cluded separately. He reasons that high concentration leads to lax
management leads to high costs. Yet the most recent study of the
impact of market characteristics on city food prices found transpor-
tation cost to the city to be the strongest and most consistent correlate
with price. This is certainly not a variable under management control.

May I add we are not using that study to compare its conclusions:
with the conclusions of this study. We are using it merely to draw
upon the form of the model that they used and suggest that a similar
model in this analysis would have produced a different conclusion.

The authors agree with other industry analysts that prices and
costs are related. They insist, however, in turning the cause and
effect nature of that relationship up side down. Where other analysts-
find prices commensurate with costs, Mr. Mueller finds only sloppy
management. It is difficult to reconcile the authors' view of a manage-
ment consummately skilled at controlling competitors, yet totally inept
at controlling cost. Their view of the market is simply unrealistic.

If the appropriate variables, including consumer income, trans-
portation cost, and operating cost were included in the price equa-
tion, there is substantial reason to believe these would account for
most, if not all, of the variation in city prices. The result would be
a substantial lessening of the significance of the concentration vari-
able and of the magnitude of its coefficient. Since the monopoly over-
charge is a direct product of this coefficient, it, too, would be sub-
stantially reduced if not eliminated.

Finally we come once again to the overcharge estimate itself. We
do not believe that an unbiased industry analyst, not intent on prov-
ing market abuse, would be willing to produce a national overcharge
starting from such a shallow base as the prices of three firms, for 1
month, for products comprising less than half of store sales.

I might add the test is not the number of cities represented, but
the base in the foregoing line.

This is a gross overextension of the analysis even without the exten-
sive problems with the equations themselves discussed earlier.

One measure of objectivity in a scientific document is the fairness
with which the authors report the sensitivity of their conclusion
to alternative model formulations. This report contains no sensitivity
analysis. We can, however, provide a step in this direction by using
their footnote No. 39. The authors do report, although not in the
body of the text, that their choices of excluding the years 197273
from the profit equation inflated the competitive norm return on sales
by over 45 percent. With this level of sensitivity, it is not difficult
to understand why other information of a similar nature was not
presented.

Another measure of objectivity is the tolerance of evidence con-
trary to the authors' basic hypothesis. Mr. Mueller handles such evi-
dence by simply discarding it. He has, for example, included special
variables to net out the impact of A. & P. in this analysis. He has,
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-in fact, been excluding this company as a special case-a short-run
aberration for over 10 years. His report explicitly states:

This (A. & P.) variable was also included to reflect the fact that for over a
decade A. & P. had profit rates well below the industry average.

If the authors' theory of large firm dominance were correct, one
could never observe a market aberration such as A. & P. Certainly one
cannot dismiss performance for over a decade as an unusual case.

Not only were the data available to the authors of the Mueller
report woefully inadequate to support their principal conclusion that
-price is a strong positive correlate with market concentration, but
responsible analyses during the past decade have reached a directly

-contrary conclusion. The reliability of these other studies is in no
way diminished by their use of data categories different from that un-
derlying the Mueller report, particularly in view of the patent short-
comings of the Mueller analysis.

Foremost among the studies finding an absence of any correlation
between market concentration and price in food retailing is that con-
ducted by the staff of the National Commission on Food Marketing.

Recognizing the inadequacy of such an analysis, the Food Com-
mission staff conducted a study designed to show whether there was
a relationship between a firm's actual selling prices-the same type
of data used by Mr. Mueller-and its market share in different areas.
Prices concerning all major food product categories and some non-
food categories were collected and 30 intermarket comparisons were
made. The NCFM study directly contradicts the Mueller allegation
and discloses no correlation between price level and market share.

By every reliable measure, food retailing is a highly competitive
industry and consumers receive the benefit of that competition.

Although market share calculations are not sufficient by themselves
for even a structural appraisal of competition in a market and a

-structural analysis is itself incomplete, the market share levels and
trends relative to food retailing do not support the conclusion that
the industry is noncompetitive. On a national level, all food chains
operating 11 or more stores continue to be the slowest growing segment
of the industry representing less than 50 percent of total foodstore

-sales. Independents affiliated with cooperatives and voluntary groups
-continue to be the fastest growing firms, other than convenience stores,
in food retailing.

It is interesting in this regard that a conclusion by the principal
-author of the Mueller study to the effect that a strong market posi-
tion can be maintained "for years" without loss of market share or
profitability has been totally disproven. In 1966, Mr. Mueller cited the
National Tea market position in Denver, Detroit, and Chicago as proof
of his market rigidity hypothesis. National Tea is now not even present
in any of those metropolitan areas.

In conclusion, we have presented a detailed but not exhaustive
-documentation of the glaring flaws of this report. We believe the
Mueller argument represents an unwarranted attack on a responsible
sector of the American economy which does not merit the dignity of
_your further consideration.
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[The comments on Mr. Hammonds' testimony by Messrs. Mueller
and Marion and the prepared statement of Mr. Hammonds follow:]

COMMENTS ON TESTIMONY OF TIMOTHY Al. HAMMONDS*
BY WILLARD F. MUELLER AND BRUCE W. MARION

INTRODUCTION
Before responding to many of the specific points in Mr. Hammonds' testimony, a

few comments are in order to place our study in perspective. In particular how do
our findings and the data on which they are based compare to studies by industrial
organization economists of other industries?

Hammonds and some other industry witnesses seem to imply that there is
something unique about food retailing that makes it immune from the laws of
economics. Numerous studies examining the source and consequences of market
power have been made of other industries. The great weight of the evidence
clearly supports the expectations of industrial organization theory that firms
enjoy market power where they hold dominant positions and/or operate in highly
concentrated markets. Professor Leonard W. Weiss, the leading scholar in this
area recently reviewed researchers' "massive effort" to test the economic pre-
diction that concentrated industries will have higher margins. He concluded, "by
and large the relationship holds up for Britain, Canada and Japan, as well as in
the United States. In general the data have confirmed the relationship predicted
by theory, even though the data are very imperfect and almost certainly biased
toward a zero relationship." 1

As Weiss emphasizes, data used in these sorts of studies usually have been
of poor quality. Because of this, the statistically observed relationships often are
quite weak. The data used in our report were of a much higher quality than have
been available in most other studies, especially in food retailing. But while the
deficiencies in the data we used very probably lead to less robust levels of statisti-
cal significance (though less so than other authoritative studies) they do not in-
validate our findings. Indeed the contrary inference is warranted, i.e., our results
are especially signifcant because certain data deficiencies tended to bias our
results toward zero. Among the most serious data problems are: (1) the necessity
to rely on metropolitan market definitions used by the Bureau of the Census (see
Report, p. 30); (2) differences in the procedures used by various chains in cal-
culating their profit-to-sales ratio (Report, p. 45, footnote 28), (3) the avail-
ability of price information for only one month (Report, p. 65) : (4) the use of a
market basket consisting of a sample of grocery products that did not include
some important items, particularly meat (Report, p. 65 ); and (5) a price analysis
based on 32 metropolitan areas for which data were available rather than the
use of a randomly selected sample of metropolitan markets (Report, p. 65-66).
All of these matters were discussed in the report and, where possible. analyzed
to determine whether they introduced a bias. It is our judgment that these char-
acteristics of the data are no responsible for our findings. To the contrary, there
are statistical reasons for believing that had the data been more perfect our
basic findings would have been essentially the same, although statistically
more robust.

A. CRITICISMS OF COMPETITIVE WORM

1. Hammond's assertion that the authors selected an arbitrary standard of
competition (Hammonds, pp. 1-3)

For purposes of estimating potential "monopoly overcharges" by food chains,
competitively structured metropolitan areas were defined as those in which the
largest four firms held equal market shares and together made 40 percent of all
grocery store sales in the market. This standard was not arbitrarily selected. As
we state in our report, "The CR4 level (where four firms hold 40 percent of sales)
was selected because the empirical analyses show that both profits and prices
are continuing to rise in the range around CR. is 40. This suggests that com-
petitive prices . . . occur when CR4 is 40 or less." (Report, p. 80) We might

*Mr. Hammonds testified with reference to a study prepared for the Joint Economic Com-
mittee by Bruce W. Marion, Willard F. Mueller, Ronald W. Cotterill. Frederick E3. Geithman,
and John R. Schmelzer, entitled, "The Profit and Price Performance of Leading Food Chains,
1970-1974."

1 Leonard W. Weiss, "The Concentration Profit Relationship and Antitrust" Industrial
Concentration: The New Learning, H. J. Goldschmidt (ed.), 1974, p. 131.
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have selected an even lower concentration level on the assumption that sufficient
market power existed in the CR 4 30 to 40 range to raise prices here as well.
However, we did not do so because the increases were very slight. As Figure 1
indicates, prices tended to level off at CR 4 levels below 40.

In his testimony Hammonds attacked the standard we used to define a com-
petitive market as "the most restrictive standard ever set in industrial organi-
zation analysis." (Hammonds Testimony, p. 2, emphasis in original). He cites
as authority for this charge the Neal Task Force Report which he says used
70 percent in identifying an "oligopolistic industry", and the Hart Deconcen-
tration Bill, S. 1167, 1973, which stated that "monopoly power" is possessed by
firms with an average return on net worth after taxes exceeding 15 percent for
five consecutive years, or in those markets where four or fewer corporations
account for 50 percent or more of sales.

Hammonds obviously misunderstands the difference between our standard of
a competitive market and those of the Neal Report and the Hart Industrial
Reorganization bill, both of which set standards for shared monopoly markets.
Whereas we applied an empirically derived standard of what appeared to con-
stitute a competitive level of concentration, the Neal and Hart proposals selected
their standards to identify markets where concentration is so high that there
exists a presumption of excess market power. We clearly never implied, nor can
any fair reader so infer, that all markets with four firm concentration levels
above 40 percent were monopolistic markets in need of restructuring. On the
contrary, we stated explicitly in our prepared testimony,

"We emphasize, however, that whereas our study strongly suggests there is
a market concentration problem in food retailing, many markets are still quite
competitively structured. Moreover, many independents and small chains. as well
as large chains in many of their markets, do not have significant market power.
We emphasize this point lest our findings are misinterpreted as implying all
retailers have market power. Our chief concern is with the troublesome fact
that the number of highly concentrated markets has increased substantially in
recent years and is likely to increase further unless public policy intervenes."
(p. 12)

Hammonds misrepresents the Neal Report. In its evaluation of the available
empirical evidence it states that "studies have found a close association between
high levels of concentration and persistently high rates of return on capital,
particularly in those industries in which the largest four firms account for more
than 60 percent of sales."

Hammonds' own statement shows that the number of markets where four
firms control over 65 percent of sales increased from eight in 1958 to 29 in 1972
(Hammonds statement, attached table). Figure 1.7 in our report indicates that
the proportion of SMSAs where four firm concentration exceeds 60 percent has
increased sharply from 5.1 percent in 1954 to 24.7 in 1972. Thus, a substantial
number and increasing proportion of retail grocery markets surpass the Hart
and Neal standards of presumed monopoly power.

The concentration ratios used in our report measure the four firm share of
grocery store sales in a market. However, supermarket sales are a more relevant
definition of the market in which chains compete. The large chains studied
compete only indirectly with convenience stores and "mom and pop" type stores.
When the four firm supermarket concentration is used instead of grocery store
concentration ratios, the competitive norm is shifted from CR4 of 40 to CR4 of
about 50.

2. Hammonds' statement that competitive standard would bankrupt industry
(Hammonds, p. 3)

Hammonds states that "the competitive standard set by this report would
produce a rate of return capable of bankrupting any major industry if continued
over time." (Hammonds, p. 3, emphasis in original) He bases this assertion on
his estimate that large chains would earn only 6.3 percent on equity in competi-
tive markets, i.e., where four firms make 40 percent of sales. This is not an
inordinately low rate of return for 1974, which was a year of abnormally low
profits. For example, in 1974, 24 chains with sales exceeding $500 million had
average net profits on equity of 9.2 percent and 24 publicly owned chains under
$500 million had average net profits on equity of only 4.7 percent (Report, p. 85).
But as we point out, profit rates in the years covered in the report are "sig-
nificantly lower" than -the long-term average in food retailing (Report, p. 81).
There is good reason to expect that average profit rates will rebound to earlier
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levels. Indeed, the latest information shows that whereas the net income of 52
of the largest chains was 7.0 percent on net worth in 1975, this percentage rose
to 12.9 percent in 1976. (Citibank, Monthly Economic Letter, "Net Income of
Leading Manufacturing Corporations for 1975 and 1976," p. 8).

In addition, it is important to remember that many of the competitors of large
chains operate in only one market. The fact that independent supermarkets and
small chains are able to survive in markets with low levels of concentration
indicates that price levels are not at the "bankrupting' level for well-run firms.
If chains can only survive in unconcentrated markets by cross subsidizing from
more concentrated markets (which is what Hammonds' statement suggests),
one might conclude that chains are basically inferior retailers who only survive
because of market power in certain markets.
3. Hammonds' statement that the monopoly overcharge estimate exceeds the total

annual profits of all supermarkets and is therefore inconsistent with the profit
performance of retailers (Hammonds, p. 18)

Hammonds and other industry witnesses attempted to discredit the overcharge
estimate of $662 million by claiming it exceeds total chain profits of $600 million
in 1974. This argument is faulty in two respects. First, the figure used by in-
dustry spokesmen is post-tax rather than pre-tax profits. But more importantly,
the overcharge estimate is not an estimate of excess profits but of excess prices.
As pointed out in the report, both economic theory and empirical evidence sup-
ports the expectation that the costs to consumers of monopoly power are only
partially reflected in higher profits. Our profit and price analysis suggests that
in concentrated markets with one or more dominant firms, increased profits ac-
count for only about one4hird of the increase in prices. Thus, only part of our
monopoly overcharge estimate is made up of excess profits; inflated and excessive
costs constitute the remainder.

Recent events in Phoenix, Arizona, illustrate that prices can be reduced under
competitive circumstances by much larger amounts than profit margins. Accord-
ing to Chain Store Age, "in December 1975 grocery department gross margins
averaged 15 percent. In December, 1976, they were down to 10 percent-12 percent.
*Two or three years ago net-to-sales averaged 114 to 1Y2 percent. Today it is
-one-half to four-fifths of 1 percent" (Phoenix, First Crack in the Sunbelt," p. 31,
Chain Store Age, February 1977). Thus, whereas grocery gross margins (and
therefore average grocery prices) declined by 3 to 5 pecent (and possibly by as
much as 7 percent because margins probably were near 17 percent in earlier years)
net profits-to-sales declined by a much smaller amount. This illustrates that when
chains are under keen competitive pressure, they find ways to reduce costs as
well as prices.

This phenomenon is not unique to food retailing. Prof. F. M. Scherer's "con-
servative best estimate" is that efficiency losses from excessive market power
were 6.2 percent of gross national product (GNP) in 1966. He further estimated
that monopoly profits represented another 3 percent of GNP (F. M. Scherer,
"Industrial Market Structure and Economic Performance," 1971, pp. 408-409).
Thus Scherer estimated that in 1966, market power cost about 9.2 percent of
GNP or $68.8 billion. In contrast, total after tax corporate profits for all indus-
tries (competitive and noncompetitive alike) was $51.0 billion in 1966. (Economic
Report for the President, January, 1969, p. 308). Thus our overcharge is not out
of line with other estimates. Indeed, our estimate (which is only 0.6 percent of
total grocery store sales) is modest compared to those for other industries.
4. Hammonds' contention that the sample used in the price analysis is inappro-

priate for estimating monopoly overcharges and affects the competitive norm
selected (Hammonds, pp. 9-10)

Hammonds criticizes the overcharge estimates on three grounds: the price equa-
tions are based on only "three firms, for one month, for products comprising less
than half of store sales." We acknowledged and discussed all of these limitations
(Report, p. 65-66) ). Although the firms and metropolitan areas included in the
analysis were selected because of data availability, not through random sampling
procedures, this does not necessarily lead to biased results. The growth, average
market share and profitability of the three chains selected were similar to the
17 chains included in other parts of the study. For example, the distribution of
market shares for the 3 firms in the price analysis compares as follows to the
distribution of market share for all 17 chains:
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All chains 3 sample firms

Number of Number of
SMSA's Percent SMSA's Percent

Percent market share:
0 to 4-9 -102 24.3 37 27.4

5 to 9.9 - 123 29.4 29 21. 5
10 to 14.9 -91 21.7 21 15.5
15 to 19.9 -53 12.6 21 15. 5
20 to 24.9 25 6. 0 14 10. 4
25 and over -25 6.0 13 9.6

Total -412 100.0 135 99. 9

The three chains used operated in 32 metropolitan areas. This is a sufficient
number of markets on which to perform valid statistical tests of price differences.
Our results are statistically robust. Appropriate statistical techniques were used
to test for company differences in prices attributable to factors other than those
specified in the models. No statistically significant differences were found. (Re-
port, p. 71, fn. 21). All in all, there is good reason to believe that the 32 market
analysis is statistically valid.

Hammonds criticizes the use of October 1974 prices and the omission of produce
and meat items on the basis that these lead to a "substantial upward bias" of
the price data. He states that "price levels significantly lower than those used"
in the analysis "would affect the norm chosen." (Hammonds, p. 10). The study
measures the differences in profits and prices across markets. Irrespective of the
level of prices, prices were found to rise rather sharply at four-firm concentration
levels of 40 and above, indicating that some market power exists at these concen-
tration levels (Figure 1). These were the reasons a CR. of 40 was used as the
competitive norm, not because a target level of profits was achieved. Thus Ham-
monds argument about the critical nature of absolute price levels is absolutely
irrelevant.
5. Hammonds' allegation concerning the omission of the years 1972-73 from the

profit analysis ( Hammonds, p. 11)
This is another clear misrepresentation of the Report. Except when comparing

the price and profit regression results, all five years are included in the profit
analysis. Profit models using 1970, 1971 and 1974 data were selected for compari-
son with the price model since the latter used price data for the fall of 1974-a
relatively normal period compared to 1972-73. It would be difficult to justify-
comparing profits during the severely depressed years, 1972-73, with prices in
1974.

The undue emphasis during the hearings on our deletion of the two years may
stem from a misinterpretation of how the competitive norm was established. If we
had selected the structural combination that provided some target rate of profit,
the absolute level of profits (and hence the exclusion of two low profits years)
would have an important effect on the combination chosen as the competitive
norm. In fact, the level of profits was not the primary consideration in selecting
a competitive norm. As already discussed this was based largely on the fact that
prices continued to rise, albeit at a slow rate, at four-firm concentration levels of
40 and below.
6. Hammonds' criticism that no sensitivity analysis was provided in the report

(Hammonds, p. 11)

Once again, this is an inaccurate criticism. Throughout the report, we have
indicated the influence on our results of using alternative variables, data sets. etc.
(See, for example. p. 56. footnote 39: p. 60. fn 5., 6, 7; p. 62, fn 11: p. 64. fn 12; p.

71, fn 21: App. Table B.9 and Append. Table B.16) We have described the method-
olozy. data and procedures used in much greater detail than is common.

We did not calculate and include in the report monopoly overcharge estimates
using alternative competitive norms. While we are confident that the combination
CRr of 40 and RFMS of 25 is the most appropriate competitive norm based upon
our analysis, we have since computed the monopoly overcharge using the norm
CR: is 50 and RFMS is 25. The monopoly overcharge estimate using this norm is
1.2 percent of sales instead of 1.6. The national monopoly overcharge estimate for
the top four chains in each SMSA would be reduced from $662 to $496 million
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As these calculations suggest, the major portion of the monopoly overcharge
occurs in highly concentrated markets.
7. Hanirmmonds' assertion that table 1 is vicaningless Without statistical con-

fidence intervals (Hain-nonds, p. 11)
Table 1 was included in the report to illustrate the results of our profit and

price regression equations. The values included in this table are the average prices
and profits that would be expected under various structural conditions. Confidence
intervals provide important additional information about the estimated values.
We have calculated the 95 percent confidence intervals for the price estimates at
three levels of four-firm concentration, holding all other variables (including
RFAMS) at their means. The confidence limits indicate the range which has a 95
percent chance of containing the true mean price. The index values comparable
to those in Table 1 in our remarks to the committee are as follows:

95-percent confidence interval
Index of

CR4 mean price Lower limit Upper limit

40 - - -100. 99 100.06 101. 92
50 --------------------------------------------------------------- 101. 95 101. 29 102. 62
60- - - 103. 89 102.98 104.81

The above values indicate that the estimated average price in markets with
CR4 of 40 is not significantly different from the estimated average price in markets
with CR4 of 50. However, the estimated average prices for CRh of 50 and 60 are
significantly different. It follows that a significant difference exists between the
estimated prices for CR, of 40 and 60.

These findings indicate the obvious, i.e., that the predicted price difference
between where CR. is 40 and CR4 is 50 are quite modest and that the markets
posing particular public policy problems are those in which four-firm concentra-
tion approaches or exceeds 60 percent.

B. CRITICISM OF PROFIT ANALYSIS

1. Hammonds' assertion that analysis of division profits is inappropriate (Ham-
nmonds, p. 6)

This criticism demonstrates Hammonds' woeful ignorance of accepted and
appropriate research techniques used by industrial organization scholars. He
says:

'Although the authors talk about the need for assessing concentration on a
local market basis, they choose to analyze divisions instead of metropolitan areas.
Corporate divisions are very large areas structured to correspond with warehouse
distribution systems. These often are so large as to include more than one stand-
ard metropolitan area and certainly would not meet the relevant market defini-
tion of any economists. S.M.S.A. profit equations are cited by the authors but
discarded in their final analysis." (p. 6).

Because food retailing is a local market industry, the ideal profit data would
be for chains operating in individual markets. Unfortunately, most chains did not
supply data on this basis. However, usable data were supplied for 96 divisions of
12 chains. These data are much more disaggregated and superior in quality to
those used in other authoritative empirical studies of this type. Other studies are
forced to use total firm, industry, or even aggregations of industries in their
analyses (Weiss, op.cit.).

These data were used in conjunction with the weighted average market charac-
teristics of the metropolitan areas within each division. This is comparable to
procedures used in other studies (Weiss, op.cit.). Metropolitan areas within a
division serve as good approximations of the competitive and other characteristics
of the divisions within which they are located. We emphasize, however, that
insofar as our aggregation procedures may introduce some error in the analysis,
the effect almost certainly would be to bias our results to zero, i.e., they would
result in our not finding statistically significant relationships.

Hammonds also states "S.M.S.A. profit equations are cited by the authors but
are discarded in the final analysis." (Hammonds, p. 6). This is yet another totally
false statement. S11SA (metropolitan area) data were provided for 50 SMSAs
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by six chains. These data were analyzed using essentially the same models as the
divisional equations. The results were very similar to those of the divisional
models and are fully reported. (Report, pp. 53-56).

.2. Uammonds' criticism of the use of average profits (Hammonds, p. 6, 7)
Hammonds states, "the authors elected to average the profits of each firm over

the years under study." (Hammonds, p. 6) False! Every profit model was tested
both for individual years as well as for several year (Report, pp. 28, 48, 52, 102).

He goes on, "The technique commonly used in the profession is to enter indivi-
dual yearly observations rather than a single average." (Hammonds, p. 6)
Hammonds again displays his complete lack of familiarity with industrial orga-
mnization literature. The great majority of empirical studies have used averages of
several years (Weiss, op.cit., pp. 204-15). The use of pooled time series-cross
section analysis, as Hammonds proposes, would be expected to encounter serious
*autoregression problems.

Hammonds then selects firm L to demonstrate that average profits for 1970,
1971 and 1974 may be positive when two of the three years have negative profits.
He ignores the fact that our profit analysis comes up with significant relation-
ships between profits and the two structure variables for individual years as
'well as for averages across years.

S. Haammonds' objection to the use of a nonlinear functional form for 4-firm
concentration (Hammonds, p. 8)

Hammonds asserts that our use of a nonlinear functional form involves
"manipulation" that has "no a priori justification" (Hammonds, p. 8). Although
we may not have explained clearly enough for Hammonds the reasons for using
the particular functional form used, there is nothing inappropriate about using
nonlinear forms. On the contrary, on a priori grounds economic theory suggests
that prices and profits would not be linearly related to concentration over the
entire range of concentration. Rather, a priori reasoning suggests that some
critical level of concentration must be reached before firms would have sufficient
market power to raise prices above competitive levels. Thereafter, prices would
be expected to rise until perfect collusion is reached, after which prices would
level off. The functional form we used is a signoid function, which has a lazy
S shape. The estimated prices using this form are shown in Figure 1. One of
the chief purposes of industrial organization research is to identify critical levels
of concentration, not merely to identify whether or not a positive relationship
exists. We believe our analysis makes a significant contribution to knowledge
by helping to identify the critical level in food retailing.

Given the above reasoning, which is based on industrial organization theory,
it is not surprising that our nonlinear measure of CR4 is more significant than
the linear form.

4. Hanmnonds' criticism of the special treatment accorded A. & P. (Hammonds,
p. 12)

Hammonds accuses the authors of "discarding" A. & P. and of "excluding"
it as a special case. Nothing could be further from the truth. A. & P. was neither
discarded nor excluded. It was subjected to special analysis in an attempt to
identify the impact of its WEO program both on its own profits and on its com-
petitors' (Report, pp. 43-44 and elsewhere). One of many very significant findings
ignored by Hammonds was that the profits of A. & P.'s divisions were significantly
correlated with A. & P.'s relative market share and the level of concentration
of its various markets, except (in the case of concentration) for the post-WEO
period (Report, p. 102).

C. CRITICISMS OF PRICE ANALYSIS

1. Hanmmonds' criticism of market rivalry variable (Hammonds, p. 7)
Hammonds finds our market rivalry variable "unusual to say the least."

Because it has important explanatory power, he admonishes the reader that
the results "can only be viewed with suspicion." Hammonds obviously does not
understand this variable since it attempts to capture the price depressing effects
of the "churning" of markets-a phenomenon which Hammonds earlier identified
as an important indication of competitive rivalry. The reader should first note
that the model is highly significant even without this variable. Each of the
market structure variables is significant at the 1 percent level, i.e., there is less
than one chance in 100 that the observed relationships are due to chance.
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The Report spells out clearly the reasons for including the market rivalry
(MR) variable in the equation (Report, p. 61). It says, in part:

"In many industries, including grocery retailing, firms engage in temporary
competitive strategies to improve their position vis-a-vis their rivals. In these
circumstances, rivalry among chains is more intense than would be expected
based upon a given configuration of structural and control variables. When
such rivalry is intense it usually is accompanied by lower prices and often
leads to changes in market shares of firms in the market. We therefore have
used the 1972-74 changes in the market shares of the four leading firms of
1974 as a proxy of short-run market rivalry (MR)." (Report, p. 61).

Hammonds further misinterprets the effect of the inclusion of MR in the'
equation by focusing on its influence on the coefficient for CR4. Whereas the
introduction of MR increases the coefficient for CR. it decreases the coefficient
for the other competitive variable, relative firm market share (RFMS). Hence,
the difference in the predicted prices for the structural combination used as
the competitive norm and where CR0, is 70 and RFMS is 55 is about the same
using the two equations. However, for reasons explained in the Report, we
believe the model including MR is superior in the price analysis.
2. Hammonds' criticism of the omission of consumer income and operating costs-

as variables. (Hammonds, p. 8-9)
"The most serious omission in the price model," says Hammonds, "is the

absolute failure to consider either consumer income or operating cost variable".
The possible influence on prices of operating costs is one of the few germane
points raised by Hammonds. We were not unmindful of the problem, and
included in our analysis the transportation cost variable used in a U.S.D.A.
paper, but it did not effect our results (Report, p. 66, fn. 15). Subsequent
to the completion of the Report, union wage rates for meat cutters, grocery
clerks and checkers were obtained for 31 of the 32 metropolitan areas included
in the price analysis.2 The following regression results suggest differences
in wage rates do not explain the observed differences in grocery prices, or
are already captured by other independent variables. Since store labor expense
typically accounts for nearly 60 percent of the total operating expenses of
supermarkets (Report, Appendix Table A.2), this is a particularly significant
finding.
Without wage rate (36 observations)

NPC=90.67+6.58 RF-4S+15.64 CR4 - .006SS - .08 MG - .48 MSR
(2.88) at (4.86) *t (-3.15)**t(-4.07) t* (-5.25) t*

R2
=.66 F=14.87

With wage rate (35 observations):
NPC=86.66+6.43 RFMS+16.54CR4 - .006SS - .08 MG - .50 MRR+ .67TVG

(2.93) (5. 26)*t(-3.07)*t(-4.17)** (-5.15)* (0.67)
R2 =.70 F=14.29

Admittedly, we have not been able to exhaust the operating cost question. How-
ever, the omission of costs could only explain the observed relationships between
prices and the competitive environment if operating costs are closely correlated
with our two measures of the competitive environment, CR, and RFMS. There is
no a priori basis for expecting wage rates, transportation costs, or occupancy
expense to be related to market concentration or the market position of chains.
These costs would be expected to be influenced by size of city and geographic
region. However, size of city was found to be negatively related to prices. If
costs are higher in large cities, a positive relationship would be expected.

We tested for possible regional differences in prices. Some apparent regional
differences (southern SMSAs high in prices and western SMSAs low relative to
the rest of the country) proved not to be significant when the average store size
variable was included in the model. As explained in the Report (p. 41). this'
variable is used to measure the relative importance of supermarkets in various
SMSAs and hence the extent to which grocery store CR4 understates supermarket

2 Bureau of Labor Statistics. "Union Wages and Hours: Grocery Stores, July 1, 1975".Bulletin 1925. 1976. These data were compared to and supplemented with union wage rate
data obtained from Retail Clerks International Association and Amalgamated Bleat Cutters.
and Butcher Workmen of North America.
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,CR 4 (the more relevant measure of concentration). Average store size had the
expected significant negative relationship to prices in all equations.

Thus, our analysis to this point indicates no significant relationship between
grocery prices and wage rates, transportation costs and other cost factors. Our
results suggest that retail operating costs are higher in concentrated markets,
but not because of higher wage rates, etc. Rather, the evidence suggests that firms
with market power have higher costs because their power permits them to lead
the quiet life and/or engage in cost-increasing competitive tactis (Report, p.
47-79).

Hammonds indicates that our omission of consumer income from our price
models is "incomprehensible to a trained economist". Once again Hammonds
demonstrates his naivete and muddled thinking. Consumer income is a relevant
variable in commodity price analysis. However, commodity prices are largely
determined by national and international supply and demand forces. The price of
beef or pork in the U.S. is not what we have examined.

Across SMISAs, differences in consumer income may influence the total quantity
,of food consumed but are most likely to affect the mix of products purchased.
Wealthy individuals will purchase a higher percentage of expensive items, expen-
sive cuts of meat. etc. However, the wholesale price of nearly all products sold
through grocery stores is established in a national market-not in local markets.
For example, consumer incomes in different SMSAs is expected to have no influ-
,ence on the wholesale price of Maxwell House coffee or Del Monte peaches. Since
the cost of products to retailers is not affected by consumer income, there is no
a priori reason to expect that retail prices will be affected under similar compe-
*titive conditions.

-S. Hammonds' claim that other price data show contradictory results (attach-
ment to Hammonds' testimony)

In an effort to provide evidence that contradicts the price-market concentra-
tion relationship in our Report, Hammonds at the last minute introduced an
exhibit showing the "Urban Intermediate Food Budget" for 22 SMISAs. He finds
a negative correlation between these figures and the market concentration ratios
he has calculated.

As in his citations of other studies, Hammonds shows little concern for the
,validity of the data or research methodology as long as the results can be
interpreted to serve his cause. First. Hammonds has selected total food budget
-data which include expenditures for food away from home as well as food at home
even though data for food at home are in the adjacent column of BLS food budget
publications.

The more important point, however, is that this data set is completely inappro-
priate for studying the effects of competition because of the methods of calcula-
tion. The budgets are based upon the expenditure data from the U.S.D.A. House-
hold Food Consumption Study, 1965-66. Adjustments are made for the changes in
food price levels by multiplying 1965-66 regional expenditure figures by CPI
inflators. The regional food budgets are then adjusted for the SMSAs within the
region by using the differences in the CPI for food at home for the various SMISAs.

The quantity of food products included in the budgets is allowed to vary from
region to region to reflect differences in consumption patterns. (E.g., pork receives
greater weight in the south whereas beef receives greater weight in the north-
east). The method of calculation is plagued by similar brand and outlet biases as
BLS food price data (See Appendix C in Report. All in all, the food budget data
are as objectionable for use in market structure-price analysis as the currently
published BLS estimated food prices.

D. CRITICISMS CONCERNING STRUCTURAL TRENDS IN FOOD RETAILING AND COMPETITIVE
FACTORS THAT ALLEGEDLY WERE IGNORED

1. Hammonds' assertion that concentration is not increasing in food retailing
(Hammonds, p. 4-6)

Hammonds first attempts to discount the concentration trend by asserting that
there exists such great "turnover" among leading firms that there need be no
public policy concern with rising concentration (Hammonds, p. 4). To support
this claim, he indicates that in 85 percent of the 20 largest metropolitan areas, at
least one of the firms among the top four in 1967 were not in the group in 1972.
This comparison is meaningless. First, it does not identify the reason for the
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"turnover" e.g.. turnover may occur because of mergers. Second, market shares
of individual chains change from year to year as they open new stores, etc. This
especially results in "displacement" of firms at the margin of CR4 , where a slight
change in share will move a firm from fourth to fifth place. Third, and most
important, even though market shares of individual chains may change over
time, competitive analysis is primarily concerned with the changes in the level of
concentration; Hammonds' "churning" phenomenon may have short run effects
(which our market rivalry variable picks up), but would only be relevant in the
long run if it reduced concentration.

Hammonds further asserts that based on his examination of 200 metropolitan
areas there has been no "statistically significant" increase in concentration since
1958 (p. 5). Hammonds errs again because our analysis of changes in concentra-
tion includes all comparable metropolitan areas, not a sample, and therefore no
statistical test is necessary to measure changes in average concentration. He does
not explain his statistical test, but it evidently examines shifts among arbitrary
classes of markets. Moreover, the table attached to his statement belies
Hammonds' assertion. It shows dramatic increases in the number of highly con-
centrated markets: the number of markets with CR, of 70+ rose from one in 1958
to nine in 1972 and the number of markets with CR4 of 65+ rose from eight to 29.
As noted in our prepared statement, these are precisely the markets that public
policy should be most concerned with.

A final flaw in this part part of Hammonds' presentation in his use of all
metropolitan areas irrespective of definitional changes. As we note, definitional
changes mask the true extent of rising concentration in food retailing (Report,
fn. 21, p. 16).

Based upon the best and most recent available data, the concentration trends
reported in our study have continued since 1972. As shown in Table 1, 4-firm con-
centration increased an average of 3.4 percentage points between 1972-73 and
1975-76 in the 135 metropolitan areas for which comparable data are available.
This is a larger increase than reported by the Census Bureau for 1967-72,
suggesting an acceleration in market concentration since 1972.
2. Haonmonds' assertion that aft1liated independents are growing Lore rapidly

than chains (Hammonds, p. 5)
Hammonds declares that "the authors completely mask the most dramatically

growing segments of the industry." (Hammonds, p. 5) Hle is referring to the
independents affiliated with cooperative and voluntary organizations, whose mem-
bers he claims consist largely of four to nine store firms which are "the industry's
fastest growing firms." (p. 5)

TABLE 1.-AVERAGE 4-FIRM CONCENTRATION RATIOS IN 135 METROPOLITAN AREAS, 1972-73 AND 1975-76

Number of Average 4-firm concentration
metropolitan

areas 1972-73 1 1975-76'

Level of 4-firm concentration in 1972-73 (percent):
30 to 39.9 -14 35. 5 38.5.
40 to 49.9 -51 45.4 49. 4
50 to 59.9 -42 53.9 59.3
60 to 69.9 -22 64.8 63.1
70 and over -6 73.4 77. 4

Total -135 51.4 54. 8

' The data developed by this source does not cover a calendar year. Thus, the 1977 Metro Market Reports provides esti-
mates for chains during 1975-76.

Source: 1974 Grocery Distribution Guide, Metro Market Studies, Inc., Wellesley Hills, Mass., 1974; 1977 Grocery
Distribution Guide, Metro Market Studies, Inc., Wellesley Hills, Mass., 1977.

Wrong. First, most members of cooperatives and voluntaries must be single-
store independents, since these comprised 75 percent of all independents' retail
sales in 1972; in contrast, firms with four to 10 stores comprised only 13 percent
of independent sales (Report, p. 10 and 83). The truth is that while some indi-
vidual voluntary and cooperative groups are growing rapidly (as noted in the
Report, p. 12-15), these groups are growing within a steadily shrinking universe.
Total sales of independents (defined as firms with fewer than 11 stores), declined
from 66 percent of all grocery stores sales in 1948 to 56 percent ina 1958 and to 43.
percent in 1972 (Report, p. 83).
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These Census figures also refute the assertion by Hammonds-namely that food

chains are the slowest growing segment of the retail food industry and represent
less than 50 percent of total food Store sales (p. 16). Figure 1.4 in our report

shows the trends in the distribution of grocery store sales and indicates the oppo-

site of what Hammonds would have us believe. Chains have experienced a steadily

increasing share of U.S. grocery store sales from 34 percent in 1t4S to 57 percent
in 1972.

S. Hammonds' allegation that A. d P.'s poor performance disproves the market
dominance theory (Hlammonds, p. 12)

A & P's poor profit performance does not disprove the finding that firms with

dominant market positions enjoy larger profits and charge higher prices. The
regression result for A & P itself supports this generalization (Report, p. 102).

All A & P's chronic poor performance proves is that sometimes even large firms
with substantial economic power are run so inefficiently that they perform less

well than smaller, less powerful firms. Had it not been for its profitable positions

in some markets, A & P long ago would have been unable to sustain its numerous
inefficient operations through cross subsidization. This is not unique to food re-

tailing. U.S. Steel's market power enabled it to operate for decades as one of the

least efficient steel companies (see George W. Stocking, "Basing Point Price in

the South," 1954, p. 140 and W. Adams and J. Dirlam, "Big Steel Invention and

Innovation", Quarterly Journal of Economics, May 1966, p. 169).

In addition, while A & P is the second largest firm-it is not dominant in most

of its markets. Table 2.4 indicates that in only 4 SMlSAs ount of 113 where A & P

operated in 1972 did A & P hold over 20 percent of the market; in an additional

14 markets, A & P held 15 to 19.9 percent of the market. Thus, large size and mar-
ket dominance are not always synonymous.

4. Hammonds' assertion that a7filiated independents were ignored as an important
competitive force (Hammonds, p. 5)

We did not attempt to measure the market share held by affiliated independ-

ents. However, their importance in various SMSAs tends to be inversely related to

the four-firm concentration ratio. Where the largest four chains have 70 percent
of all grocery store sales, independent retailers are likely to be less important

than where the largest four chains have only 40 percent of the market.
We disagree with Hammond's contention that affiliated groups of independents

should be treated the same as chains. Although these groups generally participate

in common purchasing and advertising programs, the individual store owners are

free to determine their prices (except on advertised items), the quality of prod-

ucts handled, and the services offered. Thus, the really critical competitive de-

cisions are not made in common. In addition, cross subsidization from a successful
independent to a less successful operator does not occur. This is an important
advantage of corporate chains.

5. Hammonds' claim that ease of entry is an important competitive characteristic
of food retailing and was largely ignored (Hammonds, p. 17-18)

As indicated in our Report (p. 24), entry at the local level is relatively unre-

stricted for independent entrepreneurs satisfied with operating one or a few

stores. Such "entry" often occurs by leasing a store previously operated by a

chain. Hammonds suggests that this has led to rapid growth in the number of
firms with 4 or more stores. Appendix Table A.1 in our Report indicates that
firms with 4 to 10 stores have gone from 4.8 percent of U.S. grocery store sales
in 1963 to 5.7 percent in 1972; during this period the 2 to 3 store firms' share re-

mained virtually unchanged. 5.0 percent and 5.1 percent respectively. On the

other hand, the share of market held by single store independents dropped from

43.1 percent to 32.2 percent. Thus, independents as a group saw their share drop

from 52.9 percent in 1963 to 43.0 percent in 1972. Quite clearly, independents do
not represent as strong a competitive force as Haammonds claims.

Entry into metropolitan areas on a larger scale is much more difficult. The

difficulty of entry would be approximately proportional to four-firm concen-

tration level. This is discussed in the Report (p. 44-45).

6. Hammonds' contention that National Tea's past record disproves the relation-
ship between market share and market powcer (Hamnmonds, p. 17)

Hammonds testified that an FTC study conducted for the NCFM1 stated that

"a strong market position can be maintained 'for years' without loss of market

share or profitability." He then says the FTC Report cited National Tea's market
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position in Denver, Detroit, and Chicago as evidence of this statement. Events
have disproved this conclusion, Hammonds adds, because "National Tea is now
not even present in any of those metropolitan areas" (Hammonds, p. 17, empha-
sis in original). Once again, Hammonds misrepresents the facts in an attempt
to make a point. He incorrectly states that one of the cities cited by the FTC was
Detroit. Actually, those cited were Indianapolis, Denver and Chicago (NCFM
Technical Study 7, p. 368). His substitution of Detroit for Indianapolis is im-
portant to his case since National Tea still operates in Indianapolis, although it
recently withdrew from Denver and Chicago. In the latter city it was permitted
by the FTC to sell 62 stores to A&P.

National Tea has performed poorly for a decade. It is generally recognized,
however, that National's problems originated in its heavy reliance during the
1950s on mergers rather than sound internal growth for expansion. This became
manifestly apparent after the FTC found National in violation of Section 7 in
1966 and prevented it from growing by merger. Indeed, National has been cited
as a classic example of a firm that had attempted to rely on mergers to achieve
strong market positions, only to have its plans frustrated when its illegal merger
activity was stopped by the FTC (William F. Fruhan, Jr., "Pyrrhic Victories in
Fights for Market Share," Harvard Business Review, September-October, 1972.
pp. 102-104.107).

E. ASSERTION THAT REPORT HAS BEEN REPUDIATED BY OTHER STUDIES
(HAMMONDS, PP. 13-16, 19)

Hammonds contends that other studies provide evidence contrary to the major
findings of our report. We will review each of the studies mentioned by Ham-
monds as well as other studies cited in the course of the hearings. The studies
cited were:

1. G. Grinnell, T. Crawford and G. Feaster. "Analysis of the Impact of Market
Characteristics on City Food Prices," unpublished paper, U.S. Department of
Agriculture, 1976.

2. National Commission on Food Marketing, Technical Study No. 7, "Organiza-
tion and Competition in Food Retailing", 1966.

3. Bruce Mallen, "A Preliminary Paper on the Levels, Causes and Effects of
Economic Concentration in the Canadian Retail Trade: A Study of Supermarket
Market Power", Food Price Review Board, February 1976.

4. H. Mori and W. D. Gorman, "An Empirical Investigation into the Relation-
ship Between Market Structure and Performance as Measured by Prices," Journal
of Farm Economics, December 1966, pp. 1496-1502.

5. R. Buzzell and W. Salmon, "The Consumer and the Supermarket-1980."
6. FTC Staff Report, "Food Chain Profits," July 1975, and Council on Wage

and Price Stability. "The Responsiveness of Wholesale and Retail Food Prices
to Changes in the Costs of Food Production and Distribution," November 1976.
Grinnell, et al. Study

The unpublished paper by Grinnell, et al. has received the most attention and
hence warrants particular comment. This paper examines BLS price data for a
market basket of food products across 19 metropolitan areas for four census years.
The analysis summarized in this paper has such serious conceptual, methodolog-
ical and data problems that it can yield no valid conclusions.

The most important problem is the use of BLS data for a purpose for which it
is not intended-comparison of prices across cities. The Bureau of Labor Sta-
tistics warns that its data are inappropriate for cross-section analysis. Although
the reasons why these data should not be used are discussed in Appendix C of
our report, we will summarize two key points here.

1. BLS food price data are estimates of the average cost of food products in
all the food stores in a metropolitan area. Thus, the prices of meat markets, con-
venience stores and independent stores of all sizes are included along with chain
store prices and weighted according to the market share of each type store. Since
small independent and convenience stores have prices that are considerably
higher than supermarkets, BLS average market prices would tend to be rela-
tively high in SMSAs where small stores are important and relatively low in
SMSAs in which nearly all food is sold through supermarkets. Since it is likely
that the percentage of food sold through supermarkets is positively related to
the level of four-firm concentration, BLS price estimates would be expected to
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be negatively related to market concentration, all else remaining the same (e.g.,
assuming prices are the same for each size and type store across markets).

2. Although the basic market basket of food products priced by BLS is the
same across SMSA's, the brands priced are allowed to vary from store to store
and from city to city. In general, BLS selects the fastest selling brand of a prod-
uct in each store. Since private label products are sold more heavily in the stores
of large grocery chains than in the stores of small chains and independent
retailers, the lower priced private label products likely are more frequently
priced by BLS in large chains than in small chains or independents. Our study
found that national brands were 12 percent higher in price than comparable pri-
vate label products, on average. The more frequent inclusion of private labels
among the items priced at large chains would therefore be expected to yield lower
BLS prices for large chains than for independents and small chains. Since large
chains are expected to represent a larger total share of the market in concen-
trated markets than in unconcentrated markets, the variation in the brands
priced also tends to lead to a negative relationship between BLS average market
prices and four-firm concentration, other things remaining the same.

Given the procedures followed by BLS, a negative relationship would be
expected between BLS prices and market concentration. However, industrial
organization theory suggests that market power in concentrated markets will
result in higher prices. Thus, market power and BLS methodology biases are
expected to influence market prices in opposite directions. No clear hypothesis
concerning the relationship between market concentration and BLS prices is
possible. If these two influences are offsetting, then no relationship between BLS
prices and market concentration would be expected.

The defects discussed above are related to a fatal flaw in the Grinnell, et al.
study, i.e., the implicit assumption that there exists a relevant economic market
in grocery retailing consisting of all sellers of retail food products (supermarkets,
corner grocers, specialty meat and vegetable markets, convenience stores, etc.).
As discussed in our Report (p. 41-2), supermarkets are the appropriate sub-
market in which to evaluate the impact of competition on the price and profit
performance of large chains. After completion of the study, we obtained concen-
tration ratios for supermarket sales. The substitution of these values for grocery
store concentration ratios supported our hypothesis that supermarkets are the
relevant market within which large chains compete. (Appendix Table B.15 and
B.16).

In addition to the above defects of the Grinnell et al. study, it also has
numerous conceptual and analytical flaws. For example, while per capita income
and other factors affecting demand have an obvious place in commodity price
analysis, there is no theoretical basis for including these factors in industrial
organization models. Differences in income may affect the mix of products or the
total quantity of products sold in a market. However, if competition is effective,
prices for individual products will be driven down to average costs-,which are
not expected to vary by per capita income of consumers.

Cross section data for four time periods were pooled "to gain degrees of free-
dom" in the Grinnell study. This procedure likely leads to serious autoregression
problems in which the error terms for different time periods are not independent.
Although a statistical procedure exists for handling this problem, the authors
apparently did not use it.

The study also appears to have serious multicollinearity problems among
many of the independent variables. Real income, for example, is only significant
when it is included in equations with store density, real per capita grocery store
sales, and real wage rate. The simple correlation coefficients for real income and

these variable are -.74. .61 and .68 respectively. When these three variables are
removed from the model, real income becomes very insignificant.

The distance of the SMSA from Manhattan, Kansas, a proxy for transportation
costs, was highly significant in most of the equations. Given the other problems
with this study, this could be a spurious relationship. Manhattan, Kansas is

not the geographic locus for many products shipped to retail stores (fresh pro-
duce, canned and frozen products, beverages, etc.). It would be a reasonable
focal point for fresh meat, however. When included in our models for grocery
products this variable was not statistically significant. This variable in the

Grinnell model could be explaining some of the variation in the prices of meat,
which are included in the BLS market basket. With the present data and analy-

tical limitations, the distance variable is difficult to evaluate.

96-514-77-7
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We regret having to so thoroughly discredit this study, since Dr. Kenneth
Farrell acknowledges that "the results of the study do not really address the
hypotheses tested in the Marion-Mueller study." Unfortunately, its authors and
those relying on it are either unaware of its shortcomings or are not discriminat-
ing in the type of studies used to support their arguments.
The Mallen Study

Mallen's study of food retailing in Canada provided results that were similar
to ours in most respects. Mallen summarizes:

"The fundamental findings of this study are that the Canadian Retail Food
Trades does have very high levels of economic concentration in urban areas;
that these levels are rapidly growing; that the four national giants play the
major role in this phenomenon; that barriers to shopping centre sites and
economies of local advertising appear to be the basic determinants of concen-
tration; that the negative impacts of high concentration include a) "overstoring',
and extra profits which lead to higher price levels; and b) less product variety
and less free service." (p. 1959).

Unfortunately, Mallen reveals very little of his data-relying largely on histo-
grams and cross tabulations-and employs rather weak statistical procedures.
Because of our reservations about his data and the rigor of his analysis, we have
not drawn on this study for supporting evidence.
Buzzell-Salmon Report

The Buzzell-Salmon study is an attempt to forecast the future characteristics
of food retailing. Little empirical data are provided. The authors state that
increased price competition occurred during 1968-72 due to an increase in excess
capacity. However, they provide no evidence that either prices or profits were
reduced. They also indicate that they expect chains to level off in market share
and independents to gain increased control over "selling points". This appears to
he conjecture which simply does not match up with the facts (see Figure 1.4
in report).
National Commission on Food Mafrketing Study

Hammonds cites an NCFM study that Involves a simple pairing of the prices
of 30 high and low market share firms (Hammonds, p. 14). The study found
no significant differences between prices of the paired firms (Technical Study
No. 7, p. 210). Since no other variables were used in the analysis, it is impos-
sible to identify the net effects of market share as we did in our multiple
regression analyses. Hammonds quotes Professor Dan Padberg as verifying
the findings of the Food Commission staff (Hammonds, p. 15). This is an obvious
attempt to mislead those that are unaware that Padberg was the author of the
Food Commission study cited.

The NCFM study made other analyses purportedly designed to examine the
effects of "market conditions" on food retailing. "The primary effort [was] di-
rected [at] obtaining an understanding of the causes of variations in gross mar-
gins and net margins at the store level" (Technical Study No. 7, p. 180, emphasis
added).

This study had numerous shortcomings. Most important was its complete
lack of a conceptual model. Step-wise linear regression analysis was used to
identify which of some 15 variables were correlated with the gross margins of
individual stores. Students of industrial organization will recognize the in-
appropriateness of this approach in testing the significance of market structure
variables. Industrial organization theory attempts to identify the relationship
between market structure variables and a firm or industry's margins. profits
or prices. It does not attempt, say in the case of food retailing, to explain the
margins of each individual store of a chain within a market. Many factors
unique to the store, especially its surrounding environment, are likely to influence
its gross and net margins. The most important factor determining an individual
store's net margin is the rate of capacity utilization. It is not surprising there-
fore that factors such as inventory shrinkage, sales per square foot and sales
per store, had the greatest statistical significance in the step-wise regression.

The study was flawed because no model was used that recognized the likeli-
hood that these variables were actually intermediate explanatory variables re-
flecting the underlying competitive environment of individual stores. For example,
if a store holds a local geographic monopoly within a city because of its isolated
location in a preferred store site, it will have very high sales per square foot,
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sales per store una little inventory shrinkage. When the margins of individual
stores are examined, the competitive structure of its immediate market area is the
relevant factor-not the market structure for the metropolitan area. It is there-
fore inappropriate to attempt to explain the performance of each store within
a city with a common set of marketwide structural variables.

The NCFM study also made one marketwide analysis. Again, this analysis
developed no set of hypotheses to be tested, simply using step-wise regression
to identify variables that were most closely related statistically to gross mar-
gins. (It did not report any tests using net margins.) Moreover, rather than
pool the data for the nine chains that reportedly provided data, a separate "test"
was made for each individual chain. The analysis also implicitly defined the
market as including all types of grocery stores, rather than the supermarket
submarket and included no variable to adjust for this bias. As explained previ-
ously, supermarkets are the relevant market when examining chain store per-
formance. Finally, the study tested only linear relationships between concentra-
tion and margins, although, as shown by our analysis, it is more appropriate
to assume curvilinear relationships between supermarket concentration ratios
and performance. All in all, the study involved a very crude, unsophisticated
testing of industrial organization hypotheses of the relationship between struc-
tural variables and margins. Whereas it promised much because it was based
on a large data base, it contributed no reliable knowledge about structure-
performance relationships.
Studies by FTC and Council on Wage and Price Stability (Hammonds, p. 19)

Hammonds inappropriately cites two recent studies by the FTC and the Coun-
cil on Price and Wage Stability to support his case. These studies are irrelevant
to the subect of the impact of monopoly power across markets. They examine the
overall level of prices and profits in the industry with particular emphasis on the
inflationary role of the industry during 1972-1974. These studies do not disagree
with our general conclusion that industry-wide profit data "provide no evidence
of widespread 'profiteering' by grocery chains during 1970-1974." (Report, p. 2).

As we have repeatedly stated, our principal concern is with the increasing but
still minority number of metropolitan areas that are so highly concentrated that
competitive forces do not protect consumers from excessive prices and profits.
These are the markets that present a public policy problem.

Mori-Gorman Study
This study collected prices on a 151 item market basket from supermarkets rep-

resenting at least 90 percent of the supermarket sales in each of 22 cities from
three midwestern states. The cities were selected so that the basic cost factors
were similar. In most cities, the range between highest and lowest priced stores
was about 5 percent. Average market prices for the 22 cities were found to be
significantly different with a range of 4.5 percent.

The model employed by Mori and Gorman to explain average market price was.
extremely simple employing only one independent variable, market concentra-
tion. Other variables that may either affect price levels or the accurancy of con-
centration measures were not included in their model. Not surprisingly, no rela-
tionship was found between average market price and the market share of the-
top four firms.

This study also examined the prices of four national or regional chains, each:
of which operated in from 7 to 18 of the cities studied, and related each chain's.
prices to the market share held by the chain and the market share held by all
other chains. Once again no relationship was found from this very simple model.
The authors acknowledge that other factors may have clouded the underlying
price-market structure relationship. For example, they show that in markets
where a strong grocery discounter operated (holding at least 10 percent of the
market), one of the chains studied had prices that were more than 2 percent less
than in markets without discounters. Mori and Gorman conclude: "It appears
very evident that Chain A makes substantial adjustments in its pricing policy
subject to local competition."

The extremely simplistic models employed in this study is a strong weakness.
In addition, the authors used all food store sales as the relevant market for com-
puting concentration and market share figures. As we have argued previously, all
supermarket sales are the appropriate relevant market for this type of study.
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When supermarket concentration ratios are not available, control variables
should be used to adjust for the bias.

Finally, the sample of cities studied by Mori and Gorman was heavily biased
toward small cities that were highly concentrated. Twelve of the 22 cities had
estimated populations of 25,000 or less; only three cities had populations over
100,000. In the least concentrated market, the four largest firms made 56.4 per-
cent of food store sales and in the smallest and most concentrated market, the top
four made 99.0 percent of sales. In all but three markets, the top four firms made
over 65 percent of sales; in all but nine, they exceeded 70 percent. Had these con-
centration figures been computed as a percent of grocery store sales, they would
have been even higher.

In 1967, the average four-firm grocery store concentration in all metropolitan
areas was 51.1 percent (Report, p. 132). Thus, Mori and Gorman studied mar-
kets whose concentration was far above the average of all markets and had no
nmarkets that were even close to being competitively structured as defined by our
report. Considering the market concentration-price relationship found in our
study (Figure 1), the majority of the cities studied by Mori and Gorman would
have fallen on the upper horizontal portion of our S curve. In this portion of the
curve, prices do not change with changes in concentration since they are already
at the shared monopoly level.

Because of the strong bias in the cities studied and the crude and inappropri.
ate analytical models employed, the results of this study are meaningless.

FIGURE 1.-Empirical relationship found between grocery prices and SMSA
grocery store concentration.
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PREPAE STATEMENT Or TIMOTHY M. HAMMONDS

My name is Mr. Timothy M. Hammonds, Vice President Research of the
Food Marketing Institute. FMI, a non-profit organization, conducts programs
in research, education and public affairs on behalf of its more than 850 member
companies and the customers they serve. FMI members are food retailers
ranging from food chains to one-store operators, voluntary wholesalers and
cooperative wholesalers.

The Mueller report before us today is a technical and complex document
unfortunately flawed by a multitude of incorrect assumptions and inappro-
priate manipulations. Even the noneconomist can readily appreciate the fa&ws
by looking at the absurdity of its conclusions. We will demonstrate that the
competitive standard set by this report would produce a rate of return capable
of bankrupting Any major industry in the United States.

The report:
1. Establishes arbitrary competitive standards leading to equally arbitrary

conclusions;
2. Ignores major competitive forces at work in food retailing;
3. Constructs price and profit models using woefully inadequate data;

and
4. Ignores a wide variety of studies by other economists which establish

the basic competiveness of the industry.
The most obvious flaws in the analysis appear in the "monopoly overcharge"

section. In Table 1.1 Mr. Mueller selects his competitive market standard as
40 percent of sales held by the largest four firms in a standard metropolitan
statistical area. Before commenting on this choice, it must be made clear that
concentration ratios are but one measure of competitive vitality and not a
substitute for more complete analysis. With this qualification in mind, 40 per-
cent is the most restrictive standard ever set in industrial organization analysis.
The Neal Report prepared by the White House Task Force on Antitrust Policy
in 1968 stated:

"The term 'oligopoly industry' shall mean a market in which (i) any four
or fewer firms had an aggregate market share of 70 percent or more during
at least seven of the ten and four of the most recent five base years . . ."

Even the overly restrictive Hart Deconcentration Bill, S. 1167, of 1973, which
was not favorably reported by the Judiciary Committee, set a more lenient
norm than the authors of this report:

... monopoly power is possessed by any corporation if the average rate of
return on net worth after taxes is in excess of 15 percentum over a period of
five consecutive years . . . or . . . if any four or fewer corporations account

for 50 percentum or more of sales . . . in any year out of the most recent
three years preceding the filing of the complaint."

To help in assessing just how restrictive this standard is, let us look at a
cross section of American Industries. A 1975 University of Michigan Graduate
School of Business publication entitled Industrial Market Structure and Per-
formance by D. N. Winn lists over 130 domestic industries and their national
four-firm concentration ratios. Keep in mind that the authors of this report
use an even more restrictive local market ratio. Of Winn's cross section of
industries, over 65 percent had four-firm ratios in excess of 40 percent. The
consequence of accepting the Mueller standard would be to find the majority
of all American industry In violation.

Let us set this same standard in a different light. In Table 1.1, the authors
accept a pre-tax return on sales of 1.15 percent as their competitive norm.
We can easily translate this to return on equity and return on assets for food
retailing. Mr. Mueller himself makes a similar conversion in the paragraph
following this table. Using his own conversion ratio and applying the well-
known formula' for such a conversion, we find a 6.3 percent return on equity
and a 3.2 percent return on assets.

These returns are less than that available on certificates of deposit from a
savings and loan institution. In 1976 the all industry median return as reported
by Forbes Magazine was double this at 12.7 percent. Even the Hart Bill sug-
gested monopoly power for returns only in excess of 15 percent.

As we stated earlier, the competitive standard set by this report would pro-
duce a rate of return capable of bankrupting any major industry in the United
States if continued over time.

I (Return on sales minus taxes) times (asset turnover) equals (return on assets) times
(leverage factor) equals return on equity.
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You must ask yourselves whether you are prepared to accept the conse-
quences of adopting these standards as the norms of industry analysis. If you
are not, you must reject the Mueller report.

The selection of arbitrary and highly restrictive competitve norms is only
symptomatic of the shortcomings of the analysis. This and the additional
questionable techniques which we discuss suggest an effort by the authors to
tailor the analysis to fit their bias.

I. THE REPORT'S ANALYSIS OF MARKET SHARES AND TRENDS IS
SUPERFICIAL AND ERRONEOUS

We now turn to one of the most glaring omissions of the analysis. The failure
to adequately consider, or even to acknowledge, the substantial churning of
market shares so well documented by other economists. The authors would
have you believe that the grocery industry is characteried by steadily increas-
ing large firm market power which in turn leads to steadily increasing prices
and profits.

As a check on the author's objectivity, we used the same Grocery Distribu-
tion Guide cited in the report to determine whether the largest firms were
in fact able to maintain their market shares over time. We are, therefore,
using the author's own source to test the internal consistency of their major
hypothesis without endorsing the accuracy of the Grocery Distribution Guide.2

Since we do not know which cities were included in the analysis, we ex-
amined the top 20 metropolitan areas. Of the largest 20, 17 had a different
set of top four firms in the census year 1972 than in the census year 1967.
That is, in 85 percent of the markets, at least one of the original top four firms
fell from that group and was replaced by a different firm. Of these same 20
cities, 14 (70 percent) experienced another turnover of at least one firm among
the top four between 1972 and 1975, the last year for which data are now
available.

The authors totally ignore this churning and would instead lead the Com-
mittee to believe large firms so dominate the market that competition is ineffec-
tive. It is precisely the presence of active and intense competition which leads
to the very high turnover rates actually observed.

In fact, the authors studiously avoid an explicit statistical test of their
hypothesis of steadily increasing market power over time. We have constructed
such a test and have attached it to this testimony. The conclusion from this test
is that there has been no statistically significant upward shift in the distribu-
tion of top four-firm concentration ratios in the largest 200 metropolitan areas
since 1958.

The authors have also ignored other significant facts prevalent in food retail-
ing which are essential to even a truncated market share analysis. The data
as presented by the authors completely mask the most dramatically growing
segments of the industry. Independent retailers affiliated with cooperative
and voluntary organizations are not included or evaluated as a group. Never-
theless, these organizations do function with common purchasing and mer-
chandising programs, including joint advertising, and most often operate under
a common name. Cooperatives and voluntaries contribute substantially to the
competitive vitality of the industry and represent nearly 50 percent of retail
food store sales. Their members consist in large part of the 4-9 store firmsr
which represent the industry's fastest growing firms. They are, however, totally
ignored as competitive market area factors in the Mueller report.

A market place with no significant upward concentration shifts since 1958
coupled with a high rate of change in identity of the top four firms in each
metropolitan area certainly sets an entirely different tone than established by
the authors.

II. THE MODELS TN THE MUELLER REPORT, PARTICULARLY THE PRICE MODEL, ARE THE
RESULT OF THE IMPROPER USE OF INADEQUATE DATA

Let us now turn to the models and analytic techniques. Our attention will be
primarily on the price model for that forms the basis for the "monopoly over-
charges" produced by Mr. Mueller. I might say, however, that the profit model

2 The relinblitv of the Grocery Distribution Guide as a source of market share Is at best
uncertain. This publication does not use census data and the methodology is unspeeilied.
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is also seriously flawed with two factors standing out: The choice of corporate
divisions as a tool of analysis and the use of averaged profit data as the key
equation variable.

Although the authors talk about the need for assessing concentration on a local
market basis, they choose to analyze divisions instead of metropolitan areas.
Corporate divisions are very large areas structured to correspond with ware-
house distribtuion systems. These often are so large as to include more than
one standard metropolitan statistical area and certainly would not meet the
relevant market definition of any economist. S.M.S.A. profit equations are cited
by the authors but discarded in their final analysis.

As to their choice of profit variables, the authors have elected to average the
profits of each firm over the years under study. The technique commonly used
in the profession is to enter individual yearly observations rather than a single
average. Pooled time series-cross section analysis is well established in agri-
cultural economics. It is the task of regression analysis to explain variation.
Since averaging reduces variation, it makes the dependent variable less difficult
to explain and, therefore, increases the significance level of the equation. This
effect can be seen through firm L in Table 2.3, The "average" profit for 1970, 1971,
and 1974 (the three years included in the author's analysis) is positive even
though two of the three years are losses. This technique is consistent with the
authors tendency to avoid any facts which might weaken their results.

Now to the price analysis. This is both the most critical and the analytically
weakest section of the report. As a vivid illustration of the author's unusual
techniques, consider their inclusion of the market rivalry variable. The authors
refer to prices which they contend may be up to 14 percent higher than an arbi-
trarily selected competitive norm. Yet the inclusion of this single market rivalry
variable nearly doubles the explanatory power of the equation (Table 3.3) and
increases the coefficient of the concentration ratio by over 30 percent.

The construction of this market rivalry variable is unusual to say the least.
Even the authors seem somewhat embarrassed to explain its implication that
the impact on market prices is identical regardless of whether the top four
firms grained by 20 percent in their market share, or declined by 20 percent
in their market share. A variable so obviously inconsistent with the rest of
their analysis yet so important to the strength of their results can only be view-ed
with suspicion. While the justification of this arbitrary step is highly questionable,
the impact of making the equation fit the author's preconceived hypothesis is noth-
ing short of dramatic.

A similar manipulation can be observed in the profit equations, Tables 2.6
and 2.7. In neither of these tables is the concentration variable statistically sig-
nificant until it is introduced as an extremely unconventional concentration ratio
transformation as follows:

(CR 4+.20) 3 /1-3(CR,+.20) +3 (CR4 +.20)2

No a priori priori justification for such a transformation appears in the
report. Apparently, the authors feel lack of correlation between profit and con-
centration simply means that the analyst has not been sufficiently inventive in
applying a series of complex mathematical manipulations.

The most serious omission in the price model is the absolute failure to con-
sider either consumer income or operating cost variables. Consumer income does
vary considerably across metropolitan areas and is a fundamental tenet of mar-
ket price theory. Its omission is incomprehensible to a trained economist. Cost
differences are well established in the literature as significant determinants of
grocey prices. Their exclusion is likewise incomprehensible.

Simple (linear) four-firm concentration ratios are significant in the price equa-
tions hut not in the profit equations. This strongly suggests that prices are higher
in some markets because costs are high. This observation is consistent with the
work of other indutry analysts.

Mr. Mueller argues that costs are under control of management and, therefore.
need not be included separately. He reasons that high concentration leads to lax
management leads to high costs. Yet the most recent study of the impact of
market characteristics on city food prices, by Grinnell, Crawford, and Feaster of
the TT.S.D.A., found transportation cost to the city to be the strongest and most
consistent correlate with price. This is certainly not a variable under manage-
ment control.
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Mr. Mueller agrees with other industry analysts that prices and costs are
related. He insists, however, in turning the cause and effect nature of that re-
lationship upside down. Where other analysts find prices commensurate with
costs, Mr. Mueller finds only sloppy management. It is difficult to reconcile the
authors view of a management consummately skilled at controlling competitors
yet totally inept at controlling cost. Their view of the market is simply un-
realistic.

If the appropriate variables, including consumer income, transportation cost.
and operating cost were included in the price equation, there is substantial reason
to believe these would account for most, if not all, of the variation in city prices.
The result would be a substantial lessening of the significance of the concentra-
tion variable and of the magnitude of its coefficient. Since the "monopoly over-
charge" is a direct product of this coefficient, it too would be substantially re-
duced if not eliminated.

Finally we come once again to the "overcharge" estimate itself. We do not
believe that an unbiased industry analyst, not intent on proving market abuse,
would be willing to produce a national "overcharge" starting from such a shallow
base as the prices of three firms, for one month, for products comprising less
than half of store sales. This is a gross overextension of the analysis even with-
out the extensive problems with the equations themselves discussed earlier.

In overreaching the bounds of their analysis the authors base their "monopoly
overcharge" on a cross-sectional multiple regression model. They do not indicate
that this estimate of monopoly overcharge is sensitive to the absolute level of
prices prevailing in October, 1974 in addition to the relative intermarket prices
used in the estimate. Further, there is reason to believe that the price data used by
the authors contains substantial upward bias with regard to level since only dry
grocery prices are included in the estimating equation. This is true because
other items within a store, especially produce and meat, are frequently price
specialed while dry groceries are specialed (both frequency and depth) less
often. Inclusion of price observations from a representative mix of items within
a store would lead to a lower absolute price level across markets than the
author's used.

The potential variation in estimates of monopoly overcharge due to absolute
price level is not an obvious relationship but is a direct one. Price levels sig-
nificantly lower than used for estimating the parameters of the price equation
upon which Table 3.4 is based would affect the norm chosen. That is, the norm
chosen to represent the same 6.3 percent return on equity would be at a higher
CR, than 40. With a higher CR, than 40, the estimate of monopoly overcharge
would be substantially reduced from the estimate contained in the report.

In summary, absolute price level is a factor impacting on any estimates of
monopoly overcharge which the authors either chose to ignore or did not realize.

In addition, we must point out in the strongest terms possible that Table 1.1,
the heart of the "monopoly overcharge" argument is meaningless without sta-
tistical confidence intervals. We have no way of knowing whether the differ-
ences in price levels depicted in Table 1.1 are significantly different. In fact, we
were able to construct a partial confidence interval from the information pro-
vided in the report which indicates the price levels for four-firm ratios of 40
percent are not significantly different from the levels of four-firm ratios of 50
percent. We can only wonder how many other serious omissions of this nature
cloud the objectivity of the analysis.

One measure of objectivity in a scientific document is the fairness with which
the authors report the sensitivity of their conclusion to alternative model formu-
lations. This report contains no sensitivity analysis. We can, however, provide
a step in this direction by using their footnote number 39. The authors do report,
although not in the body of the text, that their choice of excluding the years
1972-73 from the profit equation inflated the competitive norm return on sales
by over 45 percent. With this level of sensitivity, it is not difficult to understand
why other information of a similar nature was not presented.

Another measure of objectivity is the tolerance of evidence contrary to the
author's basic hypothesis. Mr. Mueller handles such evidence by simply discard-
ing it. He has, for example, included special variables to net out the impact
of A&P in this analysis. He has, in fact, been excluding this company as a
"special case"-a short-run aberration-for over ten years. His report states
explicitly: "This (A&P) variable was also included to reflect the fact that for
over a decade A&P had profit rates well below the industry average". (Emphasis
supplied].
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If the authors' theory of large firm dominance were correct, one could never
observe a market aberration such as A&P. Certainly one cannot dismiss per-
formance for over a decade as an "unusual case."

III. THE BASIC CONCLUSION OF THE MUELLER REPORT HAS BEEN REJECTED BY
BESPONSIBLE STUDIES

Not only were the data available to the authors of the Mueller report woe-
fully inadequate to support their principal conclusion that price is a strong
positive correlate with market concentration, but responsible analyses during
the past decade have reached a directly contrary conclusion. The reliability of
these other studies is in no way diminished by their use of data categories differ-
ent from that underlying the Mueller report, particularly in view of the patent
shortcomings of the Mueller analysis.

Foremost among the studies finding an absence of any correlation between
market concentration and price in food retailing is that conducted by the staff
of the National Commission on Food Marketing and reported by that agency.3

The National Commission was a bi-partisan governmental body appointed by
President Johnson, the then Speaker of the House and the then President pro
tempore of the Senate to study all aspects of food marketing which might have
public policy implications. One of the most important issues as respects food
retailing faced by the agency was the allegation first raised by Dr. Mueller and
his colleagues in FTC's Bureau of Economics that food retailers charge higher
prices in markets with high concentration. The FTC staff had attempted to
' prove" this correlation through a gross margin-market share comparison.4

Recognizing the inadequacy of such an analysis, the Food Commission staff
conducted a study designed to show whether there was a relationship between a
firm's actual selling prices (the same type of data used by Mr. Mueller) and
its market share in different areas. Prices concerning all major food product
categories and some nonfood categories were collected and 30 inter-market
comparisons were made. The NCFM study directly contradicts the Mueller
allegation and discloses no correlation between price level and market share.
The conclusion was:

"In these 30 companies between market share and price, results were random
in nature. By one measure of prices, the firm with the higher market share
had the higher price in 16 of 30 comparisons. By the other measure, the firm
with the higher market share had higher prices in 14 of the 30 comparisons.
These findings tend to confirm the earlier indications that variations observed
in gross margin results more from variation in the sales mix, waste and pil-
ferage than variations in price level." [National Commission on Food Market-
ing, "Organization and Competition in Food Retailing," at 210 (1966).]

Thus, any profit performance which might be associated with market position
derives from customer acceptance and efficiency not with higher than competitive
price levels. These observations are enlarged and sharpened by Professor Daniel
I. Padberg in "Economics of Food Retailing," Cornell University (1968). Pro-
fessor Padberg concludes from the same data used by the Food Commission:

Prices are not systematically related to the market shares of competing firms.
Prices are related to the intensity of competitive challenge, which may be high
in a concentrated market or low in a market of low concentration." [Id. at 170.1

In another analysis of price data in the food retail industry, collected with
respect to 22 cities, an analysis at Purdue University found that there was no
support for the hypothesis that higher concentration ratios result in higher
overall price levels or permit a firm to charge higher prices than in markets
where concentration is lower. The authors explain:

"Present public policy which places heavy emphasis on concentration ratios
has a very weak empirical foundation. [Mori and Gorman, "An Empirical Inves-

3 The Mueller report creates some confusion as to the origins and sources of the Food
Marketing Commission's staff report on food retailing. National Commission on Food Mar-
keting "Organization and Competition in Food Retailing." (1966). Thus, the Mueller report
cites the NCFM report on retailing to support the proposition that there Is a strong correla-
tion between market share and pre-tax profits. In fact, the citation is to a study performed
by the FTC Bureau of Economics whose principal author was Mr. Mueller. In this stnte-
ment references to the NCFMI staff study will be to the report actually prepared by the staff
of the National Commission.

'Interestingly, Mr. Mueller has now apparently abandoned his earlier belief that gross
margins could serve as a surrogate for price levels. The Mueller report itself, page 50, indl-
cates some of the shortcomings of such a hypothesis.
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tigation into the Relationship Between Market Structure and Performance asMeasured by Prices," Journal of Farm Economics (1969).]
Most recently, an analysis of inter-city grocery market basket information inconjunction with a number of variables, including market concentration ratios,was undertaken by U.S. Department of Agriculture economists.r It was thehypothesis that high market concentration is associated with high food pricelevels. To the contrary, according to the Grinnell study, distance from productionarea, a variable not even considered in the Mueller report, is the major con-tributor to inter-city price variations.
In sum, every other empirical evaluation of the issue has concluded there isno support for a correlation between concentration and price levels. The basicconclusions of the Mueller analysis are, thus, further undermined by the con-trary results of these responsible evaluations.

IV. CONTRARY TO THE IMPLICATION OF THE MUELLER REPORT THE RETAIL FOOD
INDUSTRY IS HIGHLY COMPETITIVE

By every reliable measure, food retailing is a highly competitive industry andconsumers receive the benefit of that competition.
Although market share calculations are not sufficient by themselves for evena structural appraisal of competition in a market and a structural analysis isitself incomplete, the market share levels and trends relative to food retailingdo not support the conclusion that the industry is non-competitive. On a nationallevel, all food chains operating eleven or more stores continue to be the slowestgrowing segment of the industry representing less than 50 percent of totalfood store sales. Independents affiliated with cooperatives and voluntary groupscontinue to be the fastest growing firms, other than convenience stores, in foodretailing.
At the local level, where competition in food retailing is most significant,average concentration levels remained relatively stable during the period1967-1972. The concentration ratio data reported by Census, moreover, do notinclude as a competitive unit voluntary or cooperative affiliated retailers althoughthese firms operate as a unit for purposes of procurement and merchandising

including, most often, common advertising. Further, the Census data do notreflect the very important factor of market turbulence-the inability of marketleaders to retain their position. Previously in this statement, we have providedinformation concerning the substantial churning of market position which hasmarked food retailing in recent years. These data are significant in light of theobservations of the National Commission on Food Marketing staff that:
1. Smaller firms tend to retain their market position more tenaciouslythan larger firms;
2. Firms with "market shares" in excess of 20 percent exhibit substantialinstability, and their market position is subject to considerable erosion: and
3. Increases in local concentrations result mainly from growth of localand regional firms.6

It is interesting in this regard that a conclusion by the principal author of theMueller study to the effect that a strong market position can be maintained"for years" without loss of market share or profitability has been totallydisproven. In 1966, Mr. Mueller cited the National Tea market position inDenver, Detroit, and Chicago as proof of his market rigidity hypothesis.7
National Tea is now not even present In any of those metropolitan areas.A dimension of market structure largely ignored in the Mueller report, ease ofentry into the food retailing industry is widely recognized. For example. theFederal Trade Commission itself, in the only contested food distribution mergerease decided by the agency, relied on the facility of entry in the industry indeclining to attempt to require divestiture.' The steady increase in 2-3 and 4-)store operators and the expansion of firms operating 11 or more stores-demon-
strates the free movement of smaller firms into larger size classifications.

Grinriell. Crawford. and Feaster. "Annlvsis of the Imnact of Market Charaeterisfirs on('ltv Food Prices." Paper presented at the annual meeting of the American AgriculturalEe-nromies Apsoeiation (Aug. 15l-1R. 1976).
6 Nationnl Commission on Food Marketing. "Organization and Competition in Food lie-tailinr.," Cnpra, 57.
7 TC.C 2616

N ational Tea Co., 69 F'TC 226 (1966i).
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Perhaps the most striking illustration of ease of entry in food retailing is a
tabulation, published by Chain Store Age, which lists more than 300 firms which
it describes as "unknown 10 years ago" which are currently operating four or
more stores. 9 Even in the unlikely event that the 300 figure represents a complete
inventory, it would mean than nearly 25 percent of all firms operating four or
more stores in 1972 were either not in existence or did not operate two or more
stores in 1963. The success of new competitive factors underscores the competitive
nature of food retailing. In addition, the number of convenience stores more than
trebled during the period 1965-1972. Competition from discount department
stores operating food departments has also increased markedly.

Finally, the profit performance of food retailers is wholly inconsistent with a
monopoly or oligopoly hypothesis. The "monopoly overcharge" alleged by the
authors of the Mueller report exceeds the total annual profits of all supermarkets.
Two government agencies which have recently examined food retail prices have
concluded that whatever price variances have occurred are not the result of
so-called profiteering. According to a 1975 report by the FTC Bureau of Eco-
nomics, food price increases occurring since 1972 were the result of increases in
raw food prices.'0 The Council on Wage and Price Stability concluded in late
1976 that food chain prices respond directly and accurately to upward and
downward movements in farm prices.'

CONCLUSION

Inl conclusion, we have presented a detailed but not exhaustive documentation
of the glaring flaws of this report. We believe the Mueller argument represents
all unwarranted attack on a responsible sector of the American economy which
does not merit the dignity of your further consideration.

CHI SQUARE HOMOGENEITY TABLE, 206 IDENTICAL CITIES

Number of cities

1958 1963 1967 1972 Row totals

4-firm concentration ratios (percent):
70-plus --------- 1 4 5 9 19
65 to 70 7 11 11 20 49
60 to 65 - ------ 27 22 24 23 96
55 to 60 - - - 24 25 33 30 112
50 to 55 - - - 31 44 40 30 145
45 to 50 - - - 53 34 35 36 158
40 to 45 - - - 29 33 27 36 125
35 to 40 - - - 18 17 17 9 61
30 to 35 - - -12 11 11 9 43
20 to 30 4 5 3 4 16

Column total -206 206 206 206 824

Note: Calculated chi square equals 32.86; table chi square value equals 36.7; alpha equals 10 percent, degrees of freedom
equals 27.

Representative LoNG. Mr. Hammonds, you said your testimony was
going to be forceful, and it was. Some of the things you pointed out,
I am sure, will lead to comments from Mr. Marion and Mr. Mueller-
which one of you would like to speak first?

Mr. MHAIoN. MIany of the comments that we made earlier today in
response to the questions raised by the committee about the nature of
the sample, the representativeness of the market basket for example,
have been dealt with.

I think one of the points that he raises that is germane and that I
could respond to again is the question of the inclusion of other expense

9 Chain Store Age, 1972 (Sales Manual) 64.66 (July, 1972).
FTC Staff Report. "Food Chain Profits." Summary (July. 1975).

U Couneil on Wage and Price Stability. "The Responsiveness of Wholesale and Retail Food
Prices to Changes in the Costs of Food Production and Distribution," (November 1976).
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factors that might explain the difference in prices in the various mar-
kets; I would simply reiterate the earlier comment that when we
plugged in wages-which is the most important expense category in
retailing-when you put this in our models, it does not come out as
significant; it has no effect on the relationship which we have estab-
lished between price levels and the concentration of markets and the
relative market share. I -believe the committee now understands this
point; it remains only to convince the food chain spokesmen, Mr.
Goldberg and M~r. Hammonds.

Similarly, the transportation variable was tested, albeit in a rather
limited fashion. But I think that for this to have a particular signifi-
cance on our findings, one has to say there are some other expenses
that are positively related to concentration, for example, that occu-
pancy is higher for some reason in concentrated markets than in low
concentrated markets. We discussed this when doing our research but
really could not come out with any plausible reason why that should be
true. We have certainly heard no such reasons so far today either.

Representative LoNG. What you are saying is that the labor cost dif-
ferential would have no affect upon your findings when it is fed into
the equations and the formulas that you used, and that the cost of
getting the product to the particular stores, in each of the localities,
again, would have a negligible affect upon your findings; is that
correct?

Mr. MIAIiON-. That is right, to the extent we were able to test trans-
portation costs. We did not attempt to extensively test that particular
cost.

Representative LoNG. You are saying that there are some other fac-
tors inherent in concentration that do perhaps have some affect on this,
but that you were not able to measure; is that correct?

Mr. MARION. I am saying there are other expenses certainly in
retail stores, such as occupancy expense. There is no reason, how-
ever, to expect those expenses to be higher in concentrated markets.
In fact, we tend to find store occupancy expense is higher in the larger
cities, where property is expensive. Our larger cities tend to be less
concentrated than our smaller cities; so the main thing we would ex-
pect with this variable is an inverse relationship between occupancy
expense and concentration.

Representative LoNG. Would you like to comment on this, Mr.
Mueller?

Mr. MUFLLER. First, Mr. Ha-ammonds commented that in using con-
centration ratios of 40 we were using a completely unprecedented
standard. He cited the Hart bill which used 50 percent as a standard
and the Neal report which used 70. Well, those weren't standards of
the level of competition but rather the level at which they said firms
had such monopoly power that drastic action should be taken to re-
structure the industry. They were presumed in Senator Hart's bill
to have market power if they had concentration that high.

Likewise in the Neal reporL Neal talks about lower levels of concen-
tration in another part of it; and certainly the 40-percent level which
we use was derived empirically. We found that at below that level in
food retailing, prices and profits were still declining somewhat; and
we could have picked a lower level and said until prices and profits
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level out, we don't have competition. Admittedly, there is something
arbitrary about picking that particular level; but it certainly does
have a basis. Saying that we would bankrupt an entire industry if we
used this kind of a standard, because at this level during this period of
depressed profits, the industry -was only earning 6.3 percent in those
kind of situations, again seems unwarranted. We would not expect
that and we do not expect the food retailing industry is going to con-
tinue in the lowv levels of profitability that it was at that particular
time.

I could comment on every one of his points. If any of them had any
particular appeal to you, I would be glad to do so.

Representative LONG. What about the aberration of A. & P. as he
described it?

Mr. MUELLER. Certainly it-
Representative LONG. It is historically known by many of us that it

has not been these last few years a very successful operation; conse-
quently, are you justified in just casting it aside?

Mr. MUELLER. We are not casting it aside. In fact, we examined
it extensively. What we are doing is showing, in fact, how much
lower its profits are than profits of other chains. We introduce it
in two ways. One, we see what the impact of A. & P. is when it is
in a market of firms that compete with it; and based on this, we
find that generally firms have higher profits in markets when they
compete with A. & P., with the exception of 1972. The other thing
we look at is what happened to A. & P.'s own profits during the time
it was practicing its WEO program. It shows that they went down
substantially. The only time we, in effect, cast aside A. & P. is where
we say, well, we have included it in these ways in these other models.
Now let's take out A. & P. and see what kind of results we get. Then
we look at A. & P. separately to see-just looking across its divi-
sions-whether its profits vary among divisions depending upon
concentration. Let me emphasize that our study's conclusions were
obtained both with and without using A. & P. data.

I would hardly say we are casting it aside. We are just examining it
and saying there is something unique about A. & P. in terms of its
profits, its size, and its WEO program and the way in which it may im-
pact on other firms.

Representative LONG. W1hat about the point that I think Mr. Gold-
berg or Mr. Hammonds made regarding the years 1972 and 1973, and
the carryover of those years. What impact would you expect on your
study's results if the profit data from those years are included in your
study? What would be the relationship of profits to market concen-
tration with the inclusion of those years?

Mr. MuFLLER. We show the same result both including those years
and excluding them. This thing has been bandied about by those guys
to mislead the committee. We have been cautious-and I think schol-
arly-in saying there was something unique about those years. Wre
want to treat them separately from the others and see what would
happen when they are both excluded and included.

Sure, profits were higher when those two historically low-profit
years are excluded. We do not make any more of this than the fact
that it did occur, and then we attempt to measure how much dif-



106

ference it makes. And, as I said earlier, our results would have been
even stronger, had we included those years. Mr. Hammonds' comments
are foolish and naive.

Representative LONG. What happens in your study if you put them
back in?

Mr. MUELLER. The basic relationship exists.
Representative LONG. It does not change the basic relationship?
Mr. MUELLER. No. Not one bit. It makes it stronger.
Representative LONG. Mr. Farrell, you emphasized the need for

better data. I think if one thing is evidenced here it is certainly
that. Would you endorse the efforts by the Joint Economic Com-
mittee to gather additional data from the food retailing industry
and go into this matter further?

Mr. FARRELL. Yes, sir. I believe that the Marion-Mueller study
is an important step in the right direction. I do not think that it
provides incontrovertible, absolutely conclusive evidence with respect
to the issues they are addressing. I would like to see more data
and more analyses of these particular issues.

Representative LONG. Mr. Goldberg.
Mr. GOLDBERG. I agree with Mr. Farrell. In fact, it seems to me

that every one of us on this panel agrees, Congressman Long, only
we have stated it differently. The authors cautioned within their
total study about the slim data and so forth. Then when they get
to the end of the study, they came out pretty hard and pretty strong
with their conclusion. We really don't know whether there are higher
costs or lower costs. We really don't know for sure whether there
are higher costs or lower costs when they have concentration. We do
not know how comparable those particular examples are for the rest
of the food industry. We do not know whether concentrated markets
or nonconcentrated markets impact on different cost matters. We
don't know any of it. I think what concerns me as a researcher and
one that tries to work closely with the Government and private sec-
tors is that when you have a study like this, which is very useful-
and Mr. Farrell is right, and I certainly agree with him on that-
but when you have a study that is so needed by both the practitioners
in the system and by those who need to protect the consumers against
faults in that system, when you stress conclusions with partial evi-
dence and stress those conclusions so strongly, you build up future
barriers between the committee and the industry.

I guess that's what concerns me the most. Frankly, I would like
to get my hands on that data. I asked Mr. Tyler of the committee
staff for it. He said it is not available for public release. I would
like to see how it fits into the total food system, not just that one
small segment of it. I am sure that Mr. Mueller and Mr. Marion are
not pleased to have to say the kinds of things they say about the
conclusions, that it's hazardous to make this assumption, and then
go ahead and make it. Nexertheless, that's what they had to do.

Representative LONG. You have made a misleading statement. For
the record, let me correct a comment you just made, Mr. Goldberg. Mr.
Tyler of the committee staff informed you on September 24, 1976-
over 6 months ago-that all the data used in the study was available
to you. He even gave you the phone number where Messrs. Mueller
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and Marion held the raw data. I understand you never solicited even
one item of that data. In this same letter, incidentally, you were in-
formed that your participation here was requested by the NAFC-
the National Association of Food Chains-initials very well known
to you.

We might go into this thing rather extensively to get a great deal
more information and see if we cannot make it available across the
board. That might be one of our recommendations. We might very
well be able to oblige you in that respect.

Mr. GOLDBERG. I would appreciate it. On the other hand, an in-
dustry that is, I think, going through a competitive stage because
of the excess capacity in it, and obviously quite reluctant to give you
the original data-

Representative LOo-G. Mr. Goldberg, now you sound like the man
who said. "The Lord giveth and the Lord taketh away."

Mr. GOLDBERG. I guess all I am concerned about, Congressman
Long, is that when you come up with a study that is so strongly stated,
you put the defenses up on an industry that we need to get coopera-
tion from in order to get the data.

Representative LONG. That is not the case here. The industry refused
to share that data with us long before the study even began. But I
think that is true. Certainly I think that the lack of available infor-
mation over the many years-and I gather that there has been an
absolute paucity of information-has caused many people who have
attempted to study this a great deal of difficulty in arriving at any
reasonable conclusions that are supportable by evidence. That is cer-
tainly one of the problems Mr. Mueller and Mr. Marion had in trying
to -et their study together. Further complicating the matter is that
in trying to be fair and avoid hurting anyone, we felt the data should
be kept relatively confidential, without identifying particular firms or
markets involved. But, it then becomes difficult to make a specific case
on a specific point when you cannot identify the city involved and
the chains that are involved.

Mr. MUELLER. I would like to make a general statement. There
have been all these comments about the qualifications we made and
the qualifications that if others were doing the study they would make
and so on. And there have been other studies presented before this
committee on this subject, the implication being that they were some-
how of a higher quality.

I think I probably read just about the entire output of this com-
mittee. and particularly the material in this area. No study occurs
to me where witnesses had data as detailed as we did or used as
sophisticated research techniques and models as we did.

Certainly we made statements like "There's a problem here with
this sample." We are cognizant of it. Then we looked at it to see if
it is biased or just how biased it might be.

The data were not randomly selected as you know. But that does
not mean that it is not representative.

In looking at our observation against those of the entire industry,
in fact it looked quite representative.

Representative LONG. Thank you, Mr. Mueller.
Congresswoman Heckler.
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Representative HECKLER. Obviously it is easier to be critical of
a study than to produce a study. One can say that this is an investi-
gation of food pricing, a subject that has been discussed extensively
but not studied exhaustively. The question remains: Why is it that
we may not have been able to draw supportable conclusions; and
the answer obviously is that the information, the original data, has
not been forthcoming in more quantity.

The limitations in part on this study are attributable to the fact
that original data was not submitted willingly by the industry;
and, in fact, it took over a year of negotiations, using the subpena
power of this committee, to have the food chains provide the informa-
tion that is the basis of this study.

So if we still have inadequate facts, and if the academic world
needs them as Professor Goldberg has said, we in Government need
them too. If we cannot develop supportable conclusions without
them, then the question is this: Is the supermarket industry, or the
food industry, willing to provide the information that the consumer
and public policymakers have a right to know?

We are caught in a catch-22 in which we can constantly study
this segment or that yet, ultimately, industry spokesmen find this
weakness or that and speak of restrictions and limitations and
the need to discard the results. Each time we are reliant upon the
original data that is forthcoming and receive criticism from those
not supplying this data because it is insufficient.

FOOD CHAINS ASKED FOR MORE DATA

It seems to me there is never going to be an answer to this until
we have a more open attitude on the part of the supermarket chains.

If it is not true as the professors in this study concluded that the
degree of concentration has produced a 14-percent price spread of 110
selected food items, if that is not a fair conclusion, then how can we find
out exactly what conclusions can be drawn from market share and
from the other factors that are discussed?

So I question Mr. Hammonds on this subject. This committee has
tried to honor the commitments for confidentiality as meticulously
as possible. We are searching for the facts and an equitable solution.
We are caught in a situation where no more answers will be forth-
coming without the cooperation of the food market industry. They
have come to criticize and I think they have an absolute right to do
so. But when are they going to provide us with the kinds of original
data that will give us a study that is comprehensive and effective
so that the good comments made by Mr. Farrell on this study can be
carried a step further and really answer the problem?

Mr. HAMMONDS. Let me respond as best I can as an economist
and not being able to speak as a lawyer for the industry.

Our companies make individual decisions in this regard. The Food
Marketing Institute and its predecessor, the NAFC has no data of its
own on prices or profit levels in the individual firms. So I am
therefore speaking for the institute and not for the individual
members.
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I think our prime concern here today was that the study before
you not be considered the definitive piece of work from which to

generate public policy. It seems to me we are moving very rapidly
in that direction. Beyond that question, I feel the institute has no

objection to legitimate research. It then becomes simply a ques-

tion of the cost of supplying the data versus the application.
I think that is an excellent area for consideration of your com-

mittee. I think that we would need time to put together a panel
either from the institute or perhaps a group of food retail executives
to sit down and talk that over with you.

I think we are ready to be responsive to the committee, but it is

a matter of how the data are obtained, the cost of assembling that

data; and I think that our industry would be happy to discuss
that with you.

Representative HEcKLER. You mean your industry is going to

oblige the legitimate public policy questions raised by this hearing

and by the panelists from various points of view and provide us

with the original data to study the whole subject of the retailer's
role in food policy and food pricing?

Mr. HAMMONDS. You are asking me a question which I cannot

respond to now. That is an individual company decision. We do

not have data at the Food Marketing Institute ourselves. Our in-

dividual companies would have to make their own decisions on that.

Representative HlcKLER. As I understand it, the president of

your organization is present in this committee room. Would it be

possible for him to respond to this question?
Mr. HAMMONDS. I cannot answer that one either.
Representative HECKLER. Is the president of the Food Market-

ing Institute in this room? Either the executive director or the
president?

Mr. HAMMONDS. Mr. Aders is going to appear on April 15.

Representative HECKLER. Mr. Aders, would you like to make a

comment now?
Mr. ADERS. I would prefer to wait until April 5 when I have a

chance to think about the particular testimony. If you have a question

now, I would be glad to deal with it.
Representative LONG. Why don't you restate your question, Con-

gresswoman Heckler?
Representative HECKLER. My question, Mr. Aders, is this: Is your

membership willing to provide us with the original data under the

same conditions that we requested earlier to conduct the limited Joint

Economic Committee study that is the subject of today's hearings ?

The limitation of the study is attributable, according to one of

the authors of the study, Mr. Marion, to the limited number of items

they could consider because they did not have original data on a

sufficient number of items. And second, they only had price data from

3 of the 17 chains from whom we requested this very vital information.

Now what I ask is this: Are you willing to oblige the committee

and provide that kind of data so that we can conduct a comprehensive
investigation of this whole question of food pricing ?

O6-514-77-8
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COMMI-TTEE REFUSED MORE DATA AND URGED TO "GO SLOW' BY FOOD CMAINS

Mr. AHDRs. Well, let me deal first with the implication of thequestion. As I recall the background of this matter, the study was
based upon data submitted to the Joint Economic Committee back
in 1974 and it was submitted by the companies in response to a request
from the committee. I do not know whether the companies were able
to submit more at the time and did not, or whether they fully satisfied
the requirements of the committee at that time.

I assumed until I heard your question that all that was asked for
was provided. Therefore, I would have to conclude that in any sub-
sequent investigations, the companies 'would most likely comply with
whatever request was made by the committee.

I would, however, urge that the committee go pretty slow on that
because it seems to me this is an industry that has been studied quitea bit; and perhaps the best thing that could be done is to compile
all of that previous study, try to evaluate that and see where we are
before we go out for more data.

Representative BROWN of Ohio. Would the gentlelady yield?
Representative H-IECKLER. I would like to say it is my understanding

that negotiations preceded the use of the subpena process by the
Joint Economic Committee. The committee was forced to use subpenas
in order to assemble the data, as limited as it was of the three chains
that are the basis for the price portion of this particular study. Inaddition, while there have been other studies, none of them contradict
the JEC study.

That seems to be the consensus of all the panelists coming from dif-
ferent backgrounds and perspectives. It would seem to me that fur-
ther support and a different attitude on the part of the industry in
being more open in terms of providing this data could resolve thequestions that industry spokesmen raised and that we wish to have
answered in a forthright and equitable way on this committee.

I will yield.
Representative BROWN of Ohio. I wanted to ask if there was anyunderstanding with reference to the submission of data regarding the

confidentiality of that data for individual companies?
In other words, I don't think the committee has any intention oftrying to violate the confidentiality of company data to alter their

competitive relationship, one with another; and I wondered if there
was such understanding at the time?

Representative LoNG. If I may comment, Congressman Brown.
As I understand it, there was no agreement at the time that theinformation would be held confidential. What happened is that under

rule 17 of the rules of the committee, it would remain confidential
until such time as the committee voted to make it public.

One of the things that we might give consideration to is going backto the committee members, and asking them, under rule 17, if theydesire to vote to make that information public-to reveal the names ofthe individual companies involved.
As I understand it, the subpenas that were issued, particularly

with respect to pricing, were really complied with by only 3 of the 17
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companies., and that was only after they were subpenated. Finally,
everybody's patience gave out and we went ahead and decided to
initiate the report based upon the information that was available,
rather than spending another year negotiating with Wall Street law-
yers on the matter.

I think that we can take that up in an executive meeting of the
committee at the proper time.

Congresman Brown.
Representative BROWN of Ohio. Thank you, Congressman Long.
I would like to address one thing that was mentioned by a couple

of people. That is the question of market concentration as a test for
monopoly. Some reference was made to the late Senator Hart's pro-
posal.

Senator Hart's legislation never got out of the committee of the
Senate, with all due respect to all of you, so it has no real impact in
law. The only test I know of with reference to monopoly is a test the
Federal Trade Commission now applies; and that has four areas to it:
First, retail and marketing practices; second, high profits over an
extended period of time; third, barriers to entry of competition in
the field; and, fourth, the combination of companies in terms of joint
ventures that would tend to squeeze other competitors out of the
picture.

Now there is no test in there with reference to concentration ratios
within a field that I am aware of. Do any of you have any informa-
tion about specific law or Federal practice that is at variance with
that?

Mr. MUELLER. Well, it depends on which law you are speaking of.
Under section 7 of the Clayton Act. the Department of Justice has
guidelines as to which mergers they will challenge and which they
will not in the horizontal area.

The only Supreme Court case-
Representative BROWN of Ohio. Are those in this range that you

have been discussing in your testimony?
Mr. MUELLER. I would say in the Von's case where the Supreme

Court held two mergers to be in violation, the market had a concen-
tration ratio of 25 percent; but I won't use this as a standard.

The purpose of that law is
Representative BROWN of Ohio. Is that an average throughout in-

dustry?
Mr. MUELLER. That was the rule in that case.
Representative BROWN of Ohio. Oh, in one case?
Mr. MUELLER. Right.
Representative BROWN of Ohio. I am trying to figure out what the

standard is they are applying generally.
Mr. MUELLER. I don't think there is a standard as such. It is an

empirical question.
Representative BROWN of Ohio. If we look at the automobile in-

dustry, and if everybody in the automobile industry had the same
share of the market. you have the Big 4-the Big 3 and American
Motors-I suppose 25 percent is an area of concentration there. The
only thing is we have all the foreign products now coming in.
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I am not sure that concentration is the test that is generally applied
by the Federal Government.

Let me move on, if I might, to look at the figures. I took the Octo-
ber figures out of the Economic Report of 1976 that show food price
changes on a seasonally adjusted basis from month to month.

In October of 1974, that ratio was 1.3. It changed by 1.3 from the
previous month. In October of 1975, it was up 1.3 from the previous
month; however, in 1974, the total change was 14.4; and in 1974
the total change for that year was 8.5.

So the ratio of October change to the full year change is peculiar.
Then if you take 1976, the October change was the greatest change in
the whole year with a much less, much smaller change in that one year.
So I am having a little trouble again with the problem of that one
month.

Mr. Farrell, let me ask you about the question of what areas have the
greatest competition in supermarket prices? Is it the areas studied by
the Mueller-Marion report? Or is it, as was suggested by Mr. Ham-
monds the areas of meat prices, vegetable prices, and things that are
not apparently embraced in that report?

Mr. FARRELL. Well, prices among stores and among markets vary
for a wide variety of reasons, including the degree of concentration
that these people have attempted to substantiate.

They may vary for other reasons associated with cost. They vary for
reasons associated with seasonality; that is, prices in markets vary over
seasons, although generally in all markets at the same time.

There is a host of factors that causes prices to vary among markets.
I think you are alluding or asking with respect to the question of the
market basket which they constructed which did not include meat and
produce and I guess fluid milk.

Representative BROWN of Ohio. Let me try the question again. What,
makes up most of the market basket cost and what is the area at which
most supermarkets compete with reference to their prices?

Mr. FARRELL. I cannot recall exactly the weights that appeared
in the CPI. I believe red meat is around 20 to 25 percent of the
total weight of that market basket; fruits and vegetables, again I can
be incorrect on these numbers, but I judge that they probably weigh
in on the order of 8 to 10 percent, seasonally, particularly during the
summer months.

Representative BROWN of Ohio. Were either of these items included
in the Mueller-Marion study?

Mr. FARRELL. No; as they pointed out they were not able to treat
those explicitly in their price comparisons.

Representative BROWN of Ohio. How about bread and milk?
Mr. FARRELL. Bread and milk are included. I cannot cite for you the

precise weights they have in the CPI. I would be glad to supply them
for the record.

Representative BROWN of Ohio. I wish you would. I think it would
he helpful. I think you said 35 percent of the market basket was not
included in the Mueller-Marion report.

rThe following information was subsequently supplied for the-
record:]
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The relative importance of food categories reported in "Consumer Price Index-

February 1977" (Bureau of Labor Statistics, USDL 77-248, Mlarch iS, 1977),

and supplemented with additional detail obtained from BLS are as follows:
Percent

BMeat, fish and poultry- - 30. 88

Mleat -------------------------------- 24. 84
F ish -- - - - -- - - - -- - - - - -- - - - -- - - - -- - - - - 2. 45

Poultry ------------------------------------------------------- 
3.59

Cereal and bakery--1----------------------------------------------- 15.75

Dairy ------------------------------------------------------------
_ 16.39

Fruits and vegetables---------------------------------------------- 16.36

Fresh fruits and vegetables ------------------------------------ 9.80

Processed fruits and vegetables ---------- ___---------------- 6.56

O ther foods_----------------------------------------------________ 23.62

Total, foods at home- - _______________--__________-_________100.00

All foods at home account for 18.456 percent of the CPI.

Representative BROWN of Ohio. I would assume-at least at our

house-milk is a whale of a factor there. I don't know whether it is a

competitive factor or not. Now my question also is. 'What is the area

in which supermarkets tend to compete in terms of the various prices?

Mr. FARRELL. I think milk is not one of those.
I think the critical case would be the matter of red meats and poultry.

It is my judgment that there is very substantial competition among

stores on the basis of those prices and that in fact they are used fre-

quently, I cannot say quantitatively how frequently, but frequently, as

special items.
I pointed this out in my testimony, I emphasize that.

They compete on a wide variety of products. But certainly, as I

pointed out in my testimony, I believe that the exclusion of meats in

particular raises the question as to whether or not the results would

have been the same had they been included. AVhat I am suggesting is

that it may be that firms compete differently on different items depend-

ing upon the degree of concentration in the market.
Representative BROWN of Ohio. Just a quick question if I may. We

have a vote on on the rule on the Assassinations Committee in the

House. I must leave. I would like to be able to pursue this further. Per-

haps if we are still in session I can come back and do it.
In terms of red meat, 25 percent of the market basket, I am under

the impression that the small-three-, four-, five-store chain-some-
times. at least in the Midwest, buy meat from the local community if

there is a packer in the area.
They buy meat from that packer, rather than go to Chicago. I would

assume that a national chain would buy it out of a larger community,

Chica go, Cincinnati, or some other area and have transportation costs

and that their ability to make a profit or a loss on that would vary.

Is that right?
Mr. FARRELL. Your assumption or presumption seems reasonable to

me. I do not have the facts with me.
Representative BROWN of Ohio. If you can, please provide me the

facts for the record.
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[The following information was subsequently supplied for therecord:]
The Department of Agriculture does not have the facts to determine the meatprocurement practices of large versus small chains. However, it is believed thata chain would select its supplier on its quoted price and ability to supply thevolume needed. If this is so, large chains would more likely buy from largerpackers who can supply the volume required. Chicago is primarily a broker'smarket, with prices set FOB Chicago, and adjustments to this price made forthe location of the packer from which the meat is supplied. Local chains mayhave higher, lower or the same prices as large chains.
Representative BROWN of Ohio. Let me go on and ask one other point

then. If, in fact, that is the case, if you wind up with a hog market inan area and don't have the opportunity to buy-and we have had thatin our area-pork in the local marketplace, or if you don't have the
opportunity to buy in Chicago at a good competitive price because youhave some other weather problem or something else that affects it, thenit seems to me that that has some impact upon the ability to compete
over a brief period of time; is that not true?

Mr. FARRELL. I would think so, yes.
Representative LoNG. Before we adjourn, Mr. Aders and Mr. Ham-monds: I wish that you would take up with your executive board orwhatever is required in this matter, to make a substantial amount of

information available to the committee and be prepared to talk on that
point when you are here at our meeting to be held on April 5 at 10 a.m.
in room 6202 of the Dirksen Senate Office Building.

I would like to make as a part of the appendix to the hearing record
an unpublished study by three USDA employees entitled "Analysis of
the Impact of Market Characteristics of City Food Prices." The em-
ployees are Gerald Grinnell, Terry Crawford, and Gerald Feaster.

[Whereupon, at 1:36 p.m., the committee recessed, to reconvene at10 a.m., Tuesday, April 5, 1977.]



PRICES AND PROFITS OF LEADING RETAIL FOOD
CHAINS, 1970-74

TUESDAY, APRIL 5, 1977

CONGRESS OF TIM UNITED STATES,
JOINT Eco.No-mc COMMITTEE,

TaVhington, D.C.
The committee met, pursuant to recess, at 10 :0.i a.m.. in room 6202,

Dirksen Senate Office Building, Hon. Gillis W. Long and Hon.
Margaret M. Heckler, cochairpersons (members of the committee),
presiding.

Present: Representatives Long, Brown of Ohio, and Heckler; and
Senators Javits and Hatch.

Also present: George R. Tyler and Steve Watkins, professional staff
members; Mark Borchelt, administrative assistant; and M. Catherine
Miller and Mark R. Policinski, minority professional staff members.

OPENING STATEMENT OF REPRESENTATIVE LONG

Representative LONG. This meeting of the Joint Economic Com-
mittee will come to order. At the request of Hon. Richard Bolling,
chairman of the Joint Economic Committee, I call to order this second
day of hearings on the food retailing industry.

Last Wednesday, March 30, the committee heard from Messrs. Bruce
Marion and Willard Mueller, who presented a study conducted at the
University of Wisconsin. This study, entitled "The Profit and Price
Performance of Leading Food Chains, 1970-74," was 2 years in prepa-
ration and draw heavily on confidential food chain data subpenaed
by the Joint Economic Committee.

The study's conclusions have been widely noted by the media, so I
will just briefly review them now.

First, the study revealed a close connection between high food chain
profits and market concentration. The fewer the grocery chains in
competition with one another, the higher will be their profits in a given
local market.

This conclusion was not contested at last week's hearing by food
chain representatives.

The study also revealed that prices for nationally branded and
so-called store brand items vary by up to 12 percent in another
uncontested conclusion.

The Wisconsin study also revealed that food ecains in concentrated
markets generally charge higher prices than chains in more competi-
tive markets-a conclusion bitterly contested bv both a representative
of the food chains and by an economist whose appearance was requested

(115)



116

by the food chains. They contended that the Wisconsin study was
contradicted by a similar research effort by three economists at the
USDA.

In fact, testimony by the USDA representative here made clear that
this agency's study did not contradict the results of the Wisconsin
study. In addition, the USDA study favored by the food chain repre-
sentatives used data from only 19 cities. The Wisconsin study-at-
tacked by them as containing too little data on food prices-actually
contained data from 13 more cities than the USDA effort, for a total
of 32 cities. That is the largest number of cities ever used in comparing
food price data.

Another finding of the food chain study was that prices for a repre-
sentative market basket of food varied by up to 14 percent from one
market to another. This remarkably high price variation-due in
large part to weak competition in some markets-was also disputed
by spokesmen for the food chains. It was argued that the sample
market basket used, which covered 52 percent of all store items, was
inadequate.

Interestingly, an ABC network news poll aired immediately fol-
lowing last week's hearing found that the same precise 14 percent
variation existed between food prices in Los Angeles and Washington,
D.C. Not only was the sample accurate in 1974, but it is accurate even
today despite the erroneous claims of the food chains.

Finally, the authors of the Wisconsin study projected that excess
prices for groceries sold by food chains in 1974 totaled at least $662
million. This was refuted by representatives of the food chains who
claimed that total industry profits for 1974 were not that high. As a
point of clarification here, the study figure refers to price overcharges
said to exist by the authors. Only a portion of these overcharges will
show up as profits. The figure refers to excess prices, and not to excess
profits.

Today's hearing is devoted to an examination of the policy issues
raised by the food chain study's conclusions-conclusions that food
chain profits and prices are higher where few firms compete than where
many compete.

The Federal Trade Commission is given the principal role in moni-
toring the competitive status of our private enterprise economy. It is
its general responsibility to be on the lookout for evidence of uncom-
petitive behavior or mergers which may restrict competition. It is the
FTC's obligation to promote competition and low retail food and other
prices.

In carrying out that responsibility, the FTC has been investigating
food chains in six cities since 1974, with seemingly little progress. Mr.
Owen Johnson, Director of the FTC's Bureau of Competition, will be
with us today to brief us on that study and to comment on the policy
implications of the Wisconsin study.

He will be followed by Mr. Mueller, who will comment on the current
FTC policies regarding food retailing-an area of great interest to
him since his days as Chief Economist at the FTC from 1961 to 1968.

Before they appear, however, the committee will hear from Mr. Paul
Scanlon, associate editor of the professional journal, the Antitrust
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Law and Economics Review. Mr. Scanlon has been editor of that

widely respected and independent academic publication since 1967.

Before that, he served with the Federal Trade Commission for a

number of years.
The committee has scheduled his appearance in place of 'Mr. Eugene

Boyle, who was ill last week. Mr. Scanlon is in a unique position to

make two positive contributions to today's hearing.
First, as editor of the leading professional and academic journal

exclusively focused on the legal and economic theory of antitrust

matters, he is in an excellent position to compare and to place the Tis-

consin food chain study in perspective with other legal and academic

studies of the food retailing industry. In addition, Mr. Scanlon is

uniquely qualified to comment on the implications of this study for

antitrust enforcement.
Concluding the hearing will be a panel with Mr. Mark Silbergeld

from Consumers Union and Mr. Robert Aders, president of the Food

Marketing Institute.
The committee, and particularly Congresswoman Heckler, is inter-

ested in hearing whether Mr. Aders will assist us in gathering addi-

tional confidential price data from his institute's members. A

letter expanding and expounding upon their views in this regard was

just given to me, and I have not had an opportunity to read it, but I

am sure Mr. Aders will comment on that during the course of his

testimony.
The committee has had a difficult time collecting data from the in-

dustry. In the few days since our last hearing, I reviewed with some of

the staff members the efforts the committee made to gather that infor-

mation. I was not on the committee at the time and was not active in

that effort, but the committee staff did make extensive efforts in that

regard; that is something we will explore with Mir. Aders when he

testifies.
The fact is, after reviewing the files, I could find only four or five

firms which supplied any price data at all. Of course, 17 firms were re-

quested to supply that data. Itl is our hope that Mr. Aders will strongly

endorse our request for additional price comparison cost data from

his organization. Let me remind everyone here that the JEC subpenas

were issued as a last resort only after extensive efforts to gather data

voluntarily from the food chains failed.
Mr. Scanlon, as you come up, I would like to ask Representative

Heckler and Senator Hatch if they would care to make introductory
statements.

OPENING STATEMENT OF REPRESENTATIVE HECKLER

Representative HECKLER. The cost of living has skyrocketed over the

past several years, and the public has every right to expect government
to protect it against corporate practices which build artificial charges
into the food pricing system.

This is the second day of hearings called to assess a study which has

found that consumers are paying a price for corporate growth in the
supermarket industry.
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Fortunately we have a representative of the Federal Trade Commis-
sion with us today, because the obvious questions which need answering
now have to do with that agency's perceptions of growth in the
industry.

W11e have a study-several years in preparation-which states that
consumers are paying a penalty for market domination by a few gro-
cery firms in certain metropolitan areas.

According to the economists who prepared the report, the monopoly
overcharged amounted to at least $662 million in 1974 alone. That is a
lot of money.

If this report is on target, then it appears the government hasn't been.
It is my understanding that the FTC has embarked on several in-

vestigations of competition in the retail food industry, but it has yet
to follow up with any complaints in recent years.

I fully understand that corporate growth is not restricted to food
chains. Nor is corporate growth bad per se. But when the growth itself
means increased costs for consumers, then federal agencies have broad
responsibilities to protect the public.

I am hopeful that today's hearing will provide us an assessment of
the supermarket study from the FTC's perspective, as well as a report
on the FTC's activities in this specific area.

OPENING STATEMENT OF SENATOR HATCH
Senator HATCH. The claim has been made in these hearings that the

food chains did not fully cooperate in submitting materials to the
Joint Economic Committee to aid in this study. It seems, however,
that the food chains may have been "set-ulp" to look uncooperative.
Apparently, the first contact the industry had with the JEC staff re-
garding this inquiry was the October i974 subpena from JEC and
there was no prior attempt by JEC staff to obtain information volun-
tarily from the chains. This scenario, of course, makes it look like
the information had to be forced out of the food chains, and that
makes it look like the food chains had something to hide. This pro-
cediire is a good way to set up an attack on yet another part of private
industry in order to further extend the scope of Government involve-
ment.

I believe there is some indication that the charge of noncooperation
is intended to put the industry in a bad light and set the stage for a
study that further accentuates such an attitude, all in order to justify
more Government intervention in the food industrv. In October 1975.
a year after service of the JIEC subpena. Senator Hubert Humphrey,
then serving as chairman of the JEC, commented on this very subject
when he told the National Association of Food Clhains:

". . .we've had your cooperation. I want to put it on the record here.
I appreciate that cooperation." Such a statement by our distinguished
colleague surely does not support the charges of noncooperation now
being leveled against the food chains, but instead suggests that such
chargeR may not be well founded.

I believe that enough questions have been raised about this study
by leading experts. including Professor Goldberg of Harvard, to mini-
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mize the value of this study as either the basis for policy recommenda-
tions or as the basis for further investigation. It is questionable wheth-
er the public even benefits from studies such as this, though the studies
do indeed provide headlines for politicians and substance for aca-

demics and bureaucrats who benefit from bigger government, more
regnilations, and more studies. This study is another example of the

Federal Government engorging itself on more of the same diet it has
had for the past 25 years-a diet of paper, paper, and more paper,
leading nowhere but to a hand-in-glove relationship between bureau-

crats and academics and benefiting only those same bureaucrats and

academics. Such a relationship and a study resulting therefrom must
be considered suspect.

I am very concerned because I see millions and billions of dollars
spent unnecessarily by the Federal Government to arrive at nothing.
Basically I feel from having sat in the last hearings and having heard
some of the testimony that we have had an overwhelming amount of

efforts to discredit and an underwhelming amount of effort to really
determine the true facts.

Now, if the food industry itself has not cooperated, I would like to
see more evidence of that. I have not seen enough. Frankly, the in-
vestigation and analysis may have been conducted to prove a theory.

I think it is just another attempt by the bureaucracy to dominate
another industry and to bring the Federal Government into a position
where it should not reallv be. I am really concerned about this, and
I am going to be interested in listening to as much of the testimony this
morning as I can.

Representative LON-G. Thank you very much, Senator Hatch. To
avoid any misunderstandings, let me reiterate my earlier statement.
Extensive efforts were made by the JEC before October 1974, and
before Senator Hatch joined the Committee to acquire data from the
food chains. These efforts failed in large part because individual
chains did not want to appear to violate the industry position against
data disclosure. In fact, several firms asked the JEC to issue subpenas
so that their data revelations could occur without fear of retaliation
by other chains. And even with subpenas, the JEC staff did not re-
ceive anywhere near all the data requested-even though they actively
sought that data for 18 months.

Finally, committee members who were not in the Congress during
that period should note that Senator Humphrey's comments were made
immediately after the 17 food chains agreed to comply with JEC sub-
penas. but before we discovered how little information the chains were
willing to give up.

Mr. Scanlon, if you wish to summarize your testimony, of course.
you may do so. and your prepared statement will be made a part of
the record and be printed in full in the record of today's hearing.

The committee appreciates particularly your efforts and the fact
that you went out of your way to pull all of this together on relatively
short notice. I would appreciate if all the witnesses would try to keep
their oral testimony to about 10 minutes so that we will have ample
time for discussion. I am going to ask our staff. if they will, to notify
each of the principal witnesses when their 10 minutes is up.

Mr. Scanlon, would vou proceed. please.
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STATEMENT OF PAUL D. SCANLON, ASSOCIATE EDITOR, ANTITRUST
LAW AND ECONOMICS REVIEW

Mr. SCANLON. Thank you, Congressman Long, for the opportunity
to appear before you and this committee today to (1) express my eval-
uation as a legal antitrust authority of the Mueller-Marion study based
on an observation of economic and legal literature particularly in the
area of industrial organization over tle past 11 years and the various
studies incorporated in that literature and (2) express my legal views
regarding the policy implications of the food chain study. Most of
what I have to say is influenced by over 16 years of observation of
the Federal Trade Commission and the Department of Justice enforce-
ment of the laws they attempt to administer.

The most important factor in evaluating this study is that it is the
first study that has been done which did not rely at least in part on
Bureau of Labor Statistics data. Almost all previous studies have
rested on this data as a base for study. The BLS data suffers from
the impediment of being too aggregated to give anyone a basis for
any answers on any particular firm's pricing patterns. Consequently,
no definitive picture of market structure can be drawn or supported
using BLS data.

USDA STUDY BASED ON POOR DATA

Mr. Farrell of the U.S. Department of Agriculture confirmed this
conclusion in his testimony by stating that the base data of the 11-
published study by the three USDA researchers was inadequate. He
also added the USDA study was not inconsistent with the Wisconsin
study.

With the Wisconsin study, we can now see the structure of the
industry in particular markets and the effect of concentration on pric-
ing patterns. The approach to the subject by Mueller and his associates
is both scholarly and done according to the universally accepted meth-
ods of economic analysis used by industrial organization economists.

FOOD CHAIN REPRESENTATIVES BIASED

Other studies have been mentioned before this committee as casting
doubt on a portion of Wisconsin study's findings. It should be noted
of the previous witnesses who criticized the study that Mr. Hammonds
is a food chain economist and Mr. Goldberg's appearance was specifi-
cally requested by the food chains. Even so, thev did not refute the
Wisconsin study findings on profits nor dispute the price difference
of 12 percent between the higher selling national brands and the
store brands. nor dispute the crucial findings that prices varied as high
as 14 percent between the highly concentrated and the competitive
market areas.

All other studies suffer from, among other things, the use of far
fewer cities of observation. The study by the Department of Agriclul-
ture employees previously relied on by industry representatives, in
addition to the impediment of relying on BLS data, used only 19
cities. The FTC study, I understand, has selected only 6 cities for obser-
vation while the Wisconsin study used 32 cities.
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Another criticism appears to rest on an analysis of the Wisconsin
market basket of items selected for survey. The Wisconsin study used
110 items generally leaving out produce and meat. The USDA "farm
basket", utilizes 65 items and the Department of Commerce Consumer
Price Index utilizes 105 items.

The Wisconsin study "market basket" obviously was significantly
better than the USDA "market basket" in sheer number and scope.

The elimination of produce and meat from the market basket was,
in my opinion, an intelligent choice. The producer segment of these
markets is highly competitive, generally responding healthily to the
factors of supply and demand in the usual cyclical fashion. The extent
of the influence of these items would probably be in a zero direction
simply because the prices go up and down everywhere subject to the
variables constant with geographical area, weather, and so forth.

FOOD CHAIN- REPRESENTATIVES UNFABMIAIR WITH TRADITIONAL ECONOMIC

METHODOLOGY USED IN STUDY

Anyone who contends that this study is substantially flawed as did
Mr. Hammonds and Mr. Goldberg is simply unfamiliar with the pro-
fessional literature in the field, and the methodology of economic
analysis.

In light of the failure to point out (a) the unchallenged findings
regarding higher profits, price differentials, and higher prices in highly
concentrated markets and (b) the misuse of studies having little
validity for challenging the Wisconsin study, I believe serious ques-
tions have been raised about the intent of the industry representatives
who have previously appeared. In fact, given the striking conclusions
of the study, I am somewhat surprised by the conspicuous lack of
credible technical or substantial critique by the food chain representa-
tives.

I am disturbed by the position of the Federal Trade Commission re-
garding their six-city study. It has been somewhat of a dilatory effort
spanning a number of years without any conclusion. My understand-
ing is that the study had its beginnings in a framework similar to the
Wisconsin study with a large number of cities to be observed and the
principal thrust being the collection of data and information after
which the Commission staff would conduct an analysis of the data. At
no time did anyone in the Commission seriously believe that the major
purpose was to seek evidence of collusive and conspiratorial behavior
on the part of the food chains. If this is the assertion of the Commis-
sion, then let them produce the supporting internal memorandums
contemporaneous with the initiation of the study.

The Commission's suggestions regarding access to the underlying
data and their suggestion to return to the companies to collect data
on variables is suspect.

JEC SHOULD RELEASE DATA TO THE FTC

I encourage the committee to make the underlying data of the Wis-
consin study available to the Commission, and the committee should
demand that the Commission expand the study while simultaneously
verifying the data in the Wisconsin study. We cannyt ignore the fact
that the Joint Economic Committee had to commission this study when
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one of the statutory functions of the FTC is to conduct such studies.
This should not be done without appropriate direction of the Com-
mission to take immediate effective action in preventing further en-
croachments on the remaining competitive markets.

Based on my own intensive observations of the economic
literature and studies over the past 11 years, the Wisconsin study is
without a doubt the most definitive and accurate study made thus far
by anyone. Armed with such a definitive study, Congress and the
regulators now have the opportunity to finally act with confidence
to begin again to prevent the continuing erosion of competitive market
conditions and the monopoly prices brought on by the increasing con-
centration of power in food retailing markets in the United States.

Two broad questions have been posed by two of the study's authors
in testimony before this committee last week. I wish to reverse the
questions and ask: "What can be done to increase competition in mar-
kets that are very concentrated?" And then ask: "What can be done
to preserve competition where it still exists?"

HOW TO PROMOTE COMPETITION IN FOOD RETAILING

In response to what can be done to increase competition in markets
that are very concentrated, in other words "to lower prices," the answer
until now is, "Nothing very effective."

Specifically, the two methods for dealing with shared monopoly
markets; namely, the fostering of new market entrants and restructur-
ing/divestiture, cannot be expected to be utilized effectively in the
present climate.

Regarding restructuring/divestiture, public sentiment does not
presently exist to utilize this remedy.

Regarding the entry of new marketers into shared monopoly mar-
kets, a program of prenotification administered by the Federal Trade
Commission could be made available to the industry with new enabling
legislation. Under such a program a proposed new entrant would
notify the Commission of its intent to enter a market. The Commis-
sion could then monitor the entry, prepared to immediately go to court
to seek a restraining order if the entrant begins to encounter predatory
pricing and saturation advertising practices.

The experience of the Foodarama chain is illustrative. Mr. Charles
Mueller, a former FTC attorney, had occasion to explain his view
before the Senate Select Committee on Nutrition and Human Needs
on October 1. 1975, on events in the District of Columbia when the New
Jersey chain Foodarama attempted entry into the D.C. market.

I have reproduced the excerpts from his statement which appears
in the text of my prepared statement, and I make reference to that for
details. Foodarama, which is a discount New Jersey operation, thought
that Washington would be a very lucrative market, and so began
operations here. They saw that the D.C. market was not competitive
and that extraordinary profits and high prices prevailed. They wanted
to share in these profits. Thev were able to open three stores and began
to make inroads into the market. Giant and Safeway, having no desire
to see the Washington price structure competed downward to the New
Jersey discount level, zeroed in on the three Foodarama stores with
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price cuts at nearby stores so severe that those three stores lost several
hundred thousand dollars in a matter of several months.

Eventually the invader, Foodarama, pulled out. The Federal Trade
Commission could do nothing to effectuate any results that would
have been beneficial to the consumers in the District of Columbia mar-
kets because Foodarama was driven out of the market and, since that
time, no one, of course, has made any new entry.

Even if it were amply demonstrated that my suggested procedure
could be undertaken under existing law, I doubt, in light of the
Commission's recent past performance, that the political will to effec-
tively carry it out exists within the Commission. Only a clear congres-
sional mandate can now provide the impetus.

11OW TO PRESERVE COMPETITION

In response to the question of, "What can be done to preserve com-
petition where it still exists?", the three possibilities mentioned by the
authors can have some effect. I shall address only two of them.

The Federal Trade Commission merger policy of the sixties and
seventies has collapsed. The members of the Commission have mis-
perceived their function in our society and apparently misperceived
the law. The purpose of antimerger enforcement as mandated by sec-
tion 7 of the Clayton Act. was the prevention of increases in market
power and the corresponding diminution of the vitality present in
competitive markets.

In pursuit of that end, the Justice Department and Federal Trade
Commission vigorously and successfully monitored the merger move-
ment in the food retailing industry in the sixties. From that effort
came the Von'8 Grocery case and a number of cases which codified
the limits of appropriate market behavior in this industry. A number
of effective consent orders were obtained from other grocery chains
and the merger movement cooled substantially. Some of those consent
decrees are now expiring.

Now we find that the members of the Federal Trade Commission
have taken it upon themselves to ignore the lessons of the sixties, the
intent of Congress in passing section 7 of the Clayton Act, the Supreme
Court's codification of appropriate behavior, and the interests of con-
sumers by allowing mergers to occur which are in clear contravention
to the norms established less than a decade ago to preserve competitive
markets in food retailing.

The justification for allowing these mergers apparently rests on
some offshoot of the familiar failing company defense stated in these
terms: "Unless the Commission approves the merger, one or both of
the companies will fail by withdrawing from the particular market
area." Such assertions have no validity in enforcement of section 7
of the Clayton Act and have been rejected long ago.

It should be noted that the Commission's power to approve mergers
is not truly subject to review. In fact, approval probably creates a
negative barrier to private litigation challenging a merger in the Fed-
eral courts. Perhaps new legislation could be enacted to provide a
remedy to those firms and persons who feel threatened by these ap-
proved mergers so that they may seek court review of the approval.



124

On the plus side, the Federal Trade Commission staff possesses all
of the expertise necessary to carry forward a vigorous program of anti-
merger, predatory pricing, false advertising and collusive arrange-
ment enforcement. It has, by and large, a much more sophisticated staff
than 11 years ago when I left. Given the opportunity to perform, the
Commission staff can move effectively to preserve competition in those
markets exhibiting the characteristics of shared monopoly power.

In the area of dissemination of consumer price information, no mar-
ketplace can remain free without an informed consumer. Information
allows choice and choice is the bone of market control. If the consumer
knows what his choices are, he has the control in a freely competitive
market. Although a remote possibility and as yet not effectively tested,
I wonder if the dissemination of consumer price information could not
also disrupt these shared monopoly food retailing markets under cer-
tain circumstances.

Legislation may be necessary to direct the various Government agen-
cies to collect and disseminate current pricing information.

The problem with such economic data collection plans, in addition
to those pointed out by the authors of the study, is that the industry
usually is successful in having information regarding the identity of
the parties and their location either removed or masked with numbers,
making the information essentially useless to the consuming public.

Finally, the Wisconsin study only serves to confirm the basic con-
cerns of the economic profession and of Congress underlying the pass-
age of section 7 of the Clayton Act and its enforcement. The results
come as no surprise to anyone and is contested only by industry listings
or by industry representatives when the findings are raised in their
presence.

I am not optimistic about the future in this industry unless Con-
gress (1) sends a clear mandate to the Federal Trade Commission and
Department of Justice to vigorously enforce the existing law as it
applies to retail food marketing and (2) enacts legislation aimed at
the shared monopoly problems generally in the United States.

The fact that the study was conducted and hearings are being held
with wide dissemination in the media amply demonstrates the serious
concern of Congress and is a step forward toward effective fostering of
our great system of competitive private enterprise.

Thank you.
[The prepared statement of Mr. Scanlon follows:]

PREPARED STATEMENT OF PAUL D. SCANLON

Thank you for the opportunity to appear before you and this Committee today
to (1) express my evaluation as a legal antitrust expert of the Mueller Study
based on an observation of economic and legal literature particularly in the area
of Industrial Organization over the past 11 years and the various studies incorpo-
rated in that literature and (2) express my legal views regarding the policy
implications of the Food Chain Study. Most of what I have to say is influenced
by over 16 years of observation of the Federal Trade Commission and the De-
partment of Justice enforcement of the laws they attempt to administer.

The most important factor in evaluating this study is that it is the first study
that has been done which did not rely at least in part on B.L.S. (Bureau of Labor
Satistics) data. Almost all previous studies have rested on this data as a base for
study. The B.L.S. data suffers from the impediment of being too aggregated to
give anyone a basis for any answers on any particular firm's pricing patterns.
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Consequently no definitive picture of market structure can be drawn or supported
using B.S.L. data.

Mr. Farrell of the U.S. Department of Agriculture confirmed this conclusion
in his testimony by stating that the base data of the U.S.D.A. Study was in-
adequate. He also added the U.S.D.A. Study was not inconsistent with the
Wisconsin Study.

With the Wisconsin Study, we can now see the structure of the industry in
particular markets and the effect of concentration on pricing patterns. The ap-
proach to the subject by Mueller and his associates in both scholarly and done
according to the universally accepted methods of economic analysis used by
industrial organization economies.

Other studies have been mentioned before this Committee as casting doubt on
a portion of Wisconsin Study's findings. It should be noted of the previous wit-
nesses who criticized the study that Mr. Hammonds is a Food Chain economist
and Mr. Goldberg's appearance was specifically requested by the Food Chains.
Even so, they did not refute the Wisconsin Study findings on profits nor dispute
the price difference of 12 percent between the higher selling National Brands and
the store brands, nor dispute the crucial findings that prices varied as high as
14 percent between the highly concentraited and the competitive market areas.

All other studies suffer from, among other things, the use of far fewer cities
of observation. The Department of Agriculture study previously relied on by
industry representatives, in addition to the impediment of relying on B.L.S.
data used only 19 cities. The F.T.C. study, I understand has selected only six
cities for observation while the Wisconsin Study used 32 cities.

Another criticism appears to rest on an analysis of the Wisconsin mark-et
basket of items selected for survey. The Wisconsin Study used 110 items gen-
erally leaving out produce and meat. The U.S.D.A. "farm basket" utilizes 65
items and the Department of Commerce Consumer price index utilizes 105 items.

The Wisconsin Study "market basket" obviously was significantly better than
the U.S.D.A. "market basket"' in sheer number and scope.

The elimination of produce and meat from the market basket was, in my
opinion, intelligent. The producer segment of these markets is highly competi-
tive responding healthily to the factors of supply and demand is the usual cyclical
fashion. The extent of the influence of these items would probably be in a zero
direction simply because the prices go up and down everywhere subject to the
variables constant with geographical area, weather etc.

Anyone who contends that this study is substantially flawed is simply un-
familiar with the professional literature in the field, and the methodology of
economic analysis.

In light of the failure to point out (a) the unchallenged findings regarding
higher profits, price differentials, and higher prices in highly concentrated
markets and (b) the misuse of studies having little validity for challenging the
Wisconsin Study, I believe serious questions have been raised about the validity
of any of the objections of the industry representatives who have previously
app eared.

I am disturbed by the position of the Federal Trade Commission regarding
their six-city study. It has been somewhat of a dilatory effort spanning a number
of years without any conclusion. My understanding is that the study had its
beginnings in a framework similar to the Wisconsin Study with a larger
number of cities to be observed and the principle thrust being the collection of
data and information after which the Commission Staff would conduct an
analysis of the data. At no time did anyone in the Commission seriously believe
that the original purpose was to seek evidence of collusive and conspiratorial
behavior on the part of the food chains. If this is the assertion of the Commis-
sion, then let them produce the supporting internal memoranda contemporane-
ous with the initiation of the stutls.

The Commission's suggestions regarding access to the underlying data and
their suggestion to return to the companies to collect data on variables, is
suspect.

I encourage the Committee to make the underlying data of the Wisconsin
Study available to the Commission and the Committee should demand that the
Commission expand the study while simultaneously verifying the data in the
Wisconsin Study. We cannot ignore the fact the Joint Committee had to commis-
sion this study when one-of the statutory functions of the F.T.C. is to conduct
such studies. This should not be done without appropriate direction to the Coin-
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mission to take immediate effective action in preventing further encroachments
on the remaining competitive markets,

Based on my own somewhat intensive observations of the. economic litera-
ture and studies over the past 11 years, the Wisconsin Study is without a doubt
the most definitive, and accurate study made thus far by anyone. Armed with
such.a definitive study, Congress and the Regulators now have the opportunity
to finally act with confidence to begin again to prevent the continuing erosion
of competitive market conditions and the monopoly prices brought on by the
increasing concentration of power in food retailing markets in the United
States.

Among the conclusions of the Wisconsin Study is that the relatively competi-
tive food retailing industry of 1954 has been beset by increasing concentration ofmarket control in about 25 percent of its market areas resulting in monopoly
over charges to the consuming public as high as 14 percent in the most vital area
of their existence.

Two broad questions have been posed by two of the Study's authors. I wish
to reverse the questions and ask "What can be done to increase competition inmarkets that are very concentrated?" And then ask "What can be done to
preserve competition where it still exists?"

In response to what can be done to increase competition in markets that are
very concentrated (in other words "to lower prices') the answer until now is
"nothing very effective."

One solution advocated by some is the break up of excess market power by
the requirement that they divest themselves of a sufficient number of stores to
create a more competitive market.

However, the public sentiment to employ that specific effective remedy in this
industry (or any other industry for that matter) does not presently exist either
in the Congress, in the Federal Trade Commission, or in the Department of
Justice.

It has been said that central to the theme of antitrust philosophy is the notion
that the structure and conduct of an industry should be controlled and main-
tained only to the extent necessary to insure that the industry performs in asocially acceptable manner. Underlying our Antitrust laws is the assumption
that the preservation of meaningful competition is essential to the socially ac-ceptable market performance of an industry. By monitoring and, where necessary,
altering structure and performance, we not only promote this end but avoid the
necessity of government regulation... . the alternative to the failure of market-
place competition. Thus the rule of antitrust is one of limited intervention: it is
designed to reform rather than regulate.

The Federal Trade Commission was created 62 years ago in 1915. Over six
decades having gone by and the agency having yet to restructure its first con-
centrated industry, Congress knows that the Commission is not pursuing a policyof vigorous market or firm restructuring. However, the reason for the failure to
pursue vigorous enforcement may never have been sufficiently articulated to
Congess by either the Commission or the Justice Department. The need for de-
finitive works such as the Wisconsin Study is well known (and one of the reasons
for the initiation of the Antitrust Law and Economics Review 11 years ago.)
Congress has repeatedly, in the past, acted appropriately when the facts were
placed sharply before it. The generation of the Wisconsin study is an outgrowth
of the desire of Congress to know the facts. The Commission, on the other hand,
has sometimes acted as though it interprets these 62 years as Congressional
acquiescence, and an affirmative directive to continue its present type of policy.
The same can be said of the Department of Justice, at times, as well.

In the face of the variable, but general trend toward growth of market power
in American industry, the past approach to antitrust enforcement has resulted in
little more than a rear-guard action, in my opinion against undue market power.
The major factor standing apart in this picture has been the relatively effective
but sporadic anti-merger program of the F.T.C. and Department of Justice witlu-
out which the market situation would be a great deal worse than it is now.

The oft noted correlation between high concentration and price overcharges
has once again been amply demonstrated by the Wisconsin study. This study
points out that the evils of shared monopoly have finally made their way to a
point of direct confrontation with the American Consumer in the most volatile
area of consumer concern, the cost of feeding the family.

Our antitrust enforcement agencies cannot effectively deal with the impact ofhigh prices due to market concentration (unemployment, inflation and perhaps,
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stagnation), and the cure such as price controls or regulation may be worse than
the disease.

Specifically the two methods for dealing with shared monopoly markets namely,
the fostering of new market entrants and restructuring/divestiture, cannot De
expected to be utilized effectively in the present climate.

Regarding, restructuring/divestiture, public sentiment does not presently exist
to utilize this remedy, except perhaps selectively in the energy field.

Regarding the entry of new marketers into shared monopoly markets, a pro-
gram of prenotification administered by the Federal Trade Commission could
be made available to the industry perhaps with new enabling legislation. Under
such a program a proposed new entrant would notify the Commission of its
intent to enter a market and the Commission would monitor the entry, prepared
to immediately go to Court to seek a restraining order the instant existing firms
began predatory pricing and saturation advertising practices. This would pro-
vide the new entrant with that critical initially short period to start up and
maintain operations while gaining sufficient market share to become self
sustaining.

The experience of the Foodarama chain is illustrative. Mr. Charles Mueller, a
former F.T.C. attorney had occasion to explain his view before the Senate Select
Committee on Nutrition and Human Needs on October 1, 1975, on what happened
in the D.C. Market when the New Jersey chain attempted to enter:

THE "D.C. SUPERMARKET CASE"

I will come to my general analysis of the reasons for this interesting situation
in a moment, Mr. Chairman, but I think it would be helpful to you if I first gave
you an especially clear example of what I'm trying to describe. This example
involves a recent FTC case, one I was personally associated with for a brief
period of time. Various Congressional subcommittees have reviewed the matter
in great detail already so my describing it to you now involves no disclosure of
any confidential or non-public information. And while I will have to give you the
basic facts of the case from memory-I have no files or documents on it, of
course-the publicity that surrounded the matter toward the end was sufficient to
make it an easily recallable case.

This is the so-called "D.C. Supermarket Case" in which the major food retailers
in Washington, D.C.-Safeway, Giant, and the others-were investigated by the
FTC for alleged monopolization of the retail food market, in the local area. It all
started back in 1967, as I recall. A relatively small food chain up in New Jersey
called Foodarama, one with some 25 or so king-sized supermarkets that special-
ized in discounting, got the idea that it would like to invade the Washington area.
Its motives were pure: It saw an opportunity to make some grand profits. Mar-
keting experts were sent down to do a bit of what is called "comparison shop-
ping" and they reported back to the Foodarama management in New Jersey that
the price level in Washington supermarkets was some 3 percent to 5 percent
higher than in their own New Jersey market area.

"TRANSPLANTING" A LOWER PRICE STRUCTURE

Now I'm sure you've heard, Mr. Chairman, of the significance that the super-
market industry attaches to a single percentage point in its profit structure. Since
total food sales in the United States exceed $100 billion, a 1 percent price differ-
ence nationally would translate into a gain or loss of $1 billion for the industry
as a whole. And even in a relatively modest-size market like the Washington
metropolitan area with its yearly food sales of about $1 billion, a 1 percent differ-
ence means a gain or loss to the industry of $10 million. To the New Jersey firm,
the opportunity to sell in a high-price market like this one meant that. at its
regular New Jersey prices, it would be offering such bargains to the Washington
consumer that any new stores it might open here would quickly reach the volume
needed to become highly profitable. The plan, then, was to transplant its low
New Jersey prices to the Washington area for the purpose of gaining a foothold
in the market, eventually growing to a perhaps 20-store operation in this metro-
politan area.

"FIGHTING TANKS WITH BOWS-AND-ARROWS"

The problem with Foodarama's plan, Mr. Chairman, was that its manage-
ment knew too much about food retailing and too little about how the monopoly
game is played in Washington, D.C. By the time they got 3 stores in operation,
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the boom had been lowered on them. Giant and Safeway, having no desire to see
the Washington price structure competed down to the New Jersey discount level,
zeroed in on the 3 Foodarama stores with price cuts so severe that those 3 stores
bad lo8t several hundred thousand dollars in a matter of a couple of months.
Eventually this invader gave up and pulled back to New Jersey, licking its finan-
cial wounds and reflecting on the folly of trying to fight tanks with bows-and-
arrows.

$15 MILLION MONOPOLY OVERCHARGE?

Now of course this was also an expensive affair for Giant and Safeway. Since
they cut prices at their own established stores around the 3 new Foodarama
stores and apparently cut them much deeper than Foodarama, their individual
losses were presumably greater as well, probably totalling at least $1 million
between them. But it was obviously a sound investment. Had this invading
discounter stayed in the Washington area and opened the 20 discount food
stores it was planning to open, food prices throughout the metropolitan area
would have been forced down to the New Jersey discount level, a cut of, as
noted, some 3 percent to 5 percent across the board. How much would that
have cost Giant and Safeway? Well, between them, they account for over 60
percent of the supermarket sales in the area. With total sales of $1 billion
for all the area's supermarkets, and their combined share of sales standing at
over 60 percent, each 1 percent decline in prices would cost them roughly $6
million. So even a 3 percent drop in prices in Washington area supermar-
kets would have cost Giant and Safeway something on the order of $18 million
a year in lost profits-money taken from them and given to the local consumers.
Spending $1 million to "save" $18 million per year for an indeterminate num-
ber of years in the future is, to repeat, a fairly sound investment.

"CEASE-AND-DESIST ORDER" INADEQUATE

As I say, Mr. Chairman, the Federal Trade Commission investigated this mat-
ter rather thoroughly. And there was never any doubt in anyone's mind at the
agency, at least so far as I know, that the law had indeed been violated. The
only issue to be debated with any degree of seriousness, as I recall it, was the
question of what to do about it. One does not have to be a legal or economic
expert to see that the FTC's traditional remedy, a "cease-and-desist" order
telling Giant and Safeway to "stop selling at too-low prices," would not bring
back Foodarama and thus restore the prospect of competitive food prices for
the Washington consumer. That was gone forever. Giant and Safeway had made
it abundantly clear to the industry that they wouldn't tolerate serious discount-
ing on a large scale on their private reservation. There would be no more Food-
aramas in Washington. And of course there hasn't been.

MONOPOLY PRICING NOT ILLEGAL?

So what could the FTC do? Should it have "busted up" Giant and Safeway,
either as "punishment" for their apparently illegal behavior or to re-create the
competitive market structure that would probably have emerged if they hadn't
caused it to abort? The FTC has no statutory authority to "punish" anyone
for anything, so that aspect was never considered. What about carving them
up for the purpose of creating effective price competition then? That, Mr.
Chairman, would have been unthinkable. There is no precedent in American anti-
trust laws for breaking up an industry just because it is non-competitively
structured and is, for that reason, charging the consumer higher-than-competi-
tive prices.

(See Charles E. Mueller, FTC and the Monopoly Problem: Trustbusting a
"Revolutionary" Concept in America? Antitrust Law and Economic Review,
vol. 7 No. 2, pp. 12-15 (1975).

Even if it were amply demonstrated that the suggested procedure could be
undertaken under existing law, I doubt that, in light of the Commission's recent
past performance, the political will to effectively carry forward exists within
the present Commission membership without a clear congressional mandate
to provide the impetus.

In response to the question of "What can be done to preserve competition
where it still exists?", the three possibilities mentioned by the authors can have
some effectiveness. I shall address only two of them.
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The Federal Trade Commission merger policy of the sixties and seventies
has collapsed as is indicated by the authors of the Study. The members of the
Commission have misperceived their function in our society and apparently
misperceived the law. The purpose of antimerger enforcement as mandated
by Section 7 of the Clayton Act, was the prevention of an increase in market
power and the corresponding diminution of the vitality present in competitive
markets.

In pursuit of that end, the Justice Department and Federal Trade Commis-
sion vigorously and successfully pursued the merger movement in the food
retailing industry in the 60's. From that effort came the Von's Grocery case
and a number of cases which codified the limits of appropriate market behavior
in this industry. A number of effective consent orders were obtained from
other grocery chains and the merger movement cooled substantially. Some of
those consent decrees are now expiring.

Now we find that the members of the Federal Trade Commission have taken
it upon themselves to ignore the lessons of the 60's, the intent of Congress in
passing Section 7 of the Clayton Act, the Supreme Court's codification of appro-
priate behavior, and the interests of consumers by allowing mergers to occur
which are in clear contravention to the norms established to preserve com-
petitive markets in food retailing.

The justification for allowing these mergers apparently rests on some off-
shoot of a failing company defense stated in terms of unless the Commission
approves the merger one or both of the companies will "fail" by withdrawing
from the particular market area or that one of the companies is "in trouble"
apparently meaning that it is receiving less than its anticipated level of profits.
Such assertions have no validity in enforcement of Section 7 of the Clayton Act
and have been rejected long ago.

It should be noted that the Commission's power to approve mergers is not
truly subject to review. In fact, approval probably creates a negative barrier
to private litigation challenging a merger in the Federal Courts. Perhaps new
legislation could be enacted to provide a remedy to those firms and persons who
feel threatened by these approved mergers so that they may seek Court review
of the approval.

On the plus side, The Federal Trade Commission Staff possesses all of the
expertise necessary to carry forward a vigorous program of antimerger, preda-
tory pricing. false advertising and collusive arrangement enforcement. It has,
by and large, a much more sophisticated staff than 11 years ago when I left.
Given the opportunity to perform, the Commission staff can move effectively to
preserve competition in those markets not yet infected with shared monopoly
power.

In the area of dissemination consumer price information, no marketplace can
remain free without an informed Consumer. Information allows choice and
choice is the bone of market control. If the Consumer knows what his choices
are, he has the control in a freely competitive market. Although a remote pos-
sibility and as yet not effectively tested, I wonder if the dissemination of con-
sumer price information couldn't also disrupt these shared monopoly food
retailing markets under certain circumstances.

Legislation may be necessary to direct the various government agencies to
collect and disseminate current pricing information.

The problem with such economic data collection plans. in addition to those
pointed out by the authors of the study, is that the industry usually is suc-
cessful in having information regarding the identity of the parties and their
location either removed or masked with numbers, making the information
essentially useless to the consuming public.

Finally, the Wisconsin study only serves to confirm the basic tenets underlying
the passage of Section 7 of the Clayton Act and its enforcement. The results come
as no surpise to anyone except perhaps to industry representatives when the
findings are raised In their presence.

I am not optimistic about the future in this industry unless Congress (1) sends
a clear mandate to the Federal Trade Commission and Department of Justice
to vigorously enforce the existing law as it applies to retail food marketing and
(2) enacts legislation aimed at breaking up shared monopoly in the United states.

The fact that the Study was conducted and hearings are being held with wide
dissemination in the media amnly demonstrates the serious concern of Conaress
and is a step forward toward effective fostering of our great system of competitive
private enterprise.

Thank you.
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Representative LONG. Thank you, Mr. Scanlon.
I must say, from listening to your testimony. that you have cer-

tainly put this report in a different light than did representatives of
the food chains Ihst week.

I am not familiar with your background or with your publication,
so let's get that on the record.

Mr. SCANLON. I graduated from Villanova University in 1957. Bos-
ton College Law School in 1960, and worked with the Federal Trade
Commission in 1960 through 1965 as an attorney.

From 1963 to 1965, I was a trial attorney in their general traderestraints division. I left in mid-1965 to enter private practice in North-
ern Virginia. In 1967, I began the "Antitrust Llw and Economics
Review" which is a publication devoted to a consolidation of antitrust
theory and data involving lawyers and economists.

They have a very difficult time in communicating with one another
sometimes as you well know, Congressman Long.

The Review is a self-sustaining publication. It makes a small profit.
Most of the universities and law schools in the United States are sub-
scribers. We have subscribers in 15 foreign countries, and as vou indi-
cated, we have gained the respect through the years not only of the
academic community but also of the business community as well.

Representative LONG. Thank you, very much.
Your charges concerning the Federal Trade Commission's policy

toward mergers are about as serious as the charges that were made by
the food industry representatives against this report last week.

Basically, what vou are saying is that, insofar as the Federal Trade
Commission is concerned, for the last few years it has been one of
practically no action at all in this particular field. Is that correct?

Mr. SCANLON. Yes, Congressman. The record speaks for itself. Out
of five mergers that were mentioned by Mr. Mueller, only one was
challenged.

As to the four other mergers. at least three of them would be in viola-
t ion of the parameters set forth in the Von Grocefy case that was de-cided by the Supreme Court of the United States, and in the National
Tea case as well.

These parameters were established back in the sixties. They were ob-
viously parameters which were acceptable to the industry because the
industry signed consent orders. They were not excessive incursions
into nrivate enterprise.

Of course, they are expiring now and the industry can go forward
in the absence of any new policy, go forward on an expansive program
of acquisition.

Representative LONG. Mr. Scanlon, on some of the details with re-
spect to the Wisconsin study: It's my understanding that the authors
relied on a larger sample of prices-and this goes to the crux of the
matter-than did either the U.S. Department of Agriculture study,
or than the USDA currently does in determining inflation data for itsmarket basket. In addition, the Wisconsin study used more price data
than does the Department of Commerce in determining the food com-
pon ents of the CPI.

Is this your understanding?
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Mr. SCAN LON. That is my understanding, yes, sir.
Representative LONG. And in both instances the Wisconsin study

sample exceeds the number of products used by those Departments of
the Government?

Mr. SCANLON. That is correct, sir. They are the common things found
in all the cupboards in all our homes.

Representative LONG. Let me ask you another question. Going to the
validity of the study made by the University of Wisconsin people, Mr.

Mueller and his group and the associated institutions: How does the

quality of the data in the Wisconsin study stack up against the other
data that you have seen in other studies that have been made, such as
the Bureau of Labor Statistics data and the data used in other studies
that you have had an opportunity to review?

Mr. SCANLON. I believe that the underlying data is the best that has

ever been made available. I think it should be made clear for the record
that the data was collected by this committee, that data was presented
for evaluation to the best analvsts this committee could find, Mr.
Mueller and Mr. Marion and their associates.

The one who should take credit for collecting this data in its remark-
able degree of specificity should be the members of this committee.

Representative LONG. The related question arises as to the degree of
cooperation that this committee had or did not have from the food
chains in gathering this information. The question is still a little up in
the air.

Senator Humphrey has been quoted by Senator Roth in that regard,
"And we shall pursue this further and get additional evidence in that
regard of the documentation of really what did occur and the degree
of participation that we had in this line." He later thanked the food

chains in a speech for their cooperation, but I know that he and the
committee staff were never satisfied with the spotty data submitted
subsequent to that speech.

I will ask you one specific question. You raised the real problem
of entry prevention actions of the type practiced here in Wash-
ington, D.C., as pointed out by, I think, Mr. Mueller.

'Mr. SCANLON. Charles Mueller. Not the Mr. Mueller who worked on
the food chain study.

Representative LONG. There are a number of other instances, in
addition to the incident here in Washington, D.C., where entry pre-
vention actions occured. What effective remedies, if any, do you see
for the practice of chains implementing sharp price cuts to keep new
competition out of established markets?

Mr. SCANLON. Other than the remedy which would, I think, re-
quire new legislation, there is no effective remedy realistically avail-
able. The most effective remedy, which is to resturcture the local
market into more competitors, just is not available as a practical mat-
ter; the political will does not exist to go forward and do it.

Representative LONG. And you are of the opinion that sufficient
legal basis exists for the Federal Trade Commission to do that at the
present time?

Mr. SCAN LON. The Foodarama case in Washington was a clear viola-
tion of law, there is no question about that.

Representative LONG. Explain that, if you would.
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PREDATORY PRICE CUTTING BY GIANT AND SAFEWAY KEPT COMPETITION OUT
Mr. SCANLON. It was a predatory pricing case, Congressman. Theprice cuts which Giant and Safeway engaged in were below theprevailing prices that even Foodarama was charging in New Jersey.These were very sharp price cuts because Foodarama came in with a3 to a percent discount position.
Giant and Safeway went even below that and lost approximately$1 million in the fight. However, they saved about $18 million in pro-fits per year shared between them. So it was a very good investmentfrom their point of view. It was a very effective remedy from theirpoint of view and without, frankly, a limitation facing them or withoutthe risk of them having to pay any kind of a penalty in court or beforeany Government agency. In our system of free enterprise, it certainlywas behavior that could be expected for them to engage in-protect-ing their markets. But it is certainly behavior which stifles innovationand directly causes consumers to pay unnecessarily high prices.Represeiitative LONG. As I understand it, Mr. Scanlon, the fourlarge mergers that have occurred in the last 10 or 12 years are theLucky Stores merger, the Winn-Dixie merger, the Allied merger,and the A. & P. acquisition merger?

Mr. SCANLON. Yes.
Representative LONG. As a man who worked at the Federal TradeCommission and who also studies this field and has become an expertin it, tell me this: If the Federal Trade Commission was follow-ing today the merger policy that it had back in the 1960's when theconsent orders were entered into with a number of chains, would anyor all, and if so, which of these four large food chain mergers wouldhave been allowed by the Federal Trade Commission ?Mr. SCANTLON. Certainly the Winn-Dixie merger would not havebeen allowed. Certainly, the Lucky merger would not have beenallowed. Perhaps the A. & P. acquisition in Chicago might have beenallowed because that involved a number of store acquisitions and theincrease in market share may not have been substantial.

Of course, the Allied merger involving the Detroit market wouldnot have been allowed. The acquisition market share was far too greatwhen you aggregate them after the merger. The Von's Orocery casetook place in the most competitive market in the United States, in theLos Angeles market. The increase in market share held by the mergedentity was somewhere between 8 and 9 percent. The Supreme Court ofthe United States agreed that this was illegal because it created atendencv toward monopoly which was enough to violate section VIIof the Clayton Act. So on the basis of Von Grocery, National Tea,and the other cases, those three mergers would usuallv have beenfound to be clearly violative of section VII of the Clayton Act. Theyweren't, however, so ruled by the FTC during the last administration.Representative LONG. Are you familiar, Mr. Scanlon, with thestudy conducted by the three U.S. Department of Agricultureeconomists which has been cited bv the food chains witnesses asdrawing conclusions counter to those drawn by the Mueller study?Mr. SCANLON-. I have read over it. I have a substantial familiaritywith BLS data. I have worked with it myself in cases which I havelitigated.
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I know of its dubious value, certainly, in trying to reach any
specific conclusions with regard to specific market share of various
specific companies. Based on that, such a study would automatically
and was at the time and still is suspect as being of little or no value
in seeking to find out the answers to these questions. The data used
was of no value in reaching conclusions regarding the relationship of
market concentration and price levels. The BLS has said that, the
USDA economists have said that. In fact, the only people who don't
say that are people unfamiliar with the data itself or unfamiliar with
statistics.

It just wasn't there.
Representative LONG. Thank you, very much, Mr. Scanlon.
Senator Hatch.
Senator HATCH. At Boston College, were you on the Law Review?
Mr. SCANTON. I was a contributing editor to the Law Review.
Senator HATCH. Did you study antitrust law there?
Mr. SCANLON. Yes, I did.
Senator HATCH. Have you had private experience in the field of

antitrust or just Government experience?
Mr. SCANLON-. I have had private experience both on the private

side and the defense side. On the plaintiffs side, I was involved
heavily in the large plumbing fixtures antitrust litigation rep-
resenting consumers in which executives were jailed, and in the
antibiotics tetracycline case, both of which were ultimately settled.
I represented the interests of hospital patients and consumers in
six Western States at the request of Judge Miles Lord in Minnesota.

Senator HATCH. While you were at the FTC, were you a colleague
of 'Mr. Mueller?

Mr. SCAN-LosN. No, I was not. I worked for Rufus C. Wilson, who was
then head of the General Trade Restraints Division. I did not person-
allv know Mr. Mueller.

Senator HATCH. Have you had any formal training as an economist?
Mr. SCANLON. In college only.
Senator HATCH. You don't consider yourself an economist?
Mr. SCANLON. No, I am an attorney by training and profession.
Senator HATCH. Or are you an expert in the field of economics?
Mr. SCANLON. Oh, no, I am not an expert in the field of economics.
Senator HATCH. I notice you criticized Mr. Timothy Hammonds be-

cause he was a food chain economist and Mr. Goldberg because his
evaluation of the study was requested by the food chains.

Mr. SCANLON. I point out the association. I am not so sure I would
characterize it as criticism. I think anyone who is associated with the
chains, but seeking to pass their opinions off as so-called professional
judgment would call it criticism. Certainly they have a right to present
their views before this committee.

Senator HATCH. You are protesting the veracity of their conclusions,
are you. or just the conclusions themselves?

Mr. SCANLON. I am pointing out the association between these two
witnesses and the food chains.

Senator HATCH. Are you making this on an economic assertions
basis, or a legal basis?

Mr. SCANLON. On a legal basis, strictly on the basis of the facts as
they were contained in the study and previous FTC actions.
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Senator HATCH. But you have admitted here you are not an economist
nor an expert in any way in economics. So my question is, Are you mak-ing a conclusion based upon your analysis of economic facts, or mainlyon what you think the application of the antitrust laws by the FTC
should be?

Mr. SCANLON. Every economic objection raised by the food chain wit-nesses is contained in the Wisconsin study as a question raised by theauthors of that study.
Senator HATCH. And there are people who are brilliant people whoare experts in this field who refute that study because it excluded cer-tain materials and certain food products and because of many other

reasons that seemed to have a great deal of validity to me, again ad-mittedly as a nonexpert economist.
Mr. SCANLON. That is incorrect. The only people to refute that studyare people whose presence has been requested or demanded by the food

chains.
Senator HATCH. I note that you took pains to point out that Mr.Hammonds was a food chain economist and that Mr. Goldberg's re-port was specifically requested by the food chains, but you did nottake time to point out that Mr. Mueller, one of the authors of thisstudy, directed the FTC's Bureau of Economics and in 1967 was asignificant contributor to the enforcement policies with respect tomergers in the food distribution industry of the FTC.

Don't you think that should be in question, too?
Mr. SCANLON. Why? Mr. Mueller is not here on behalf of the FTC.In addition, everybody here last week knew that Mr. Mueller was atthe FTC in the 1960's. I know his resum6 was presented last week toeach committee member.
Senator HATCH. I disagree with you. I don't think everybody doesknow that and I want to be sure they do.
I am not disagreeing with your legal conclusions, although I thinkwe might disagree on some aspects there. But I think for you to comein and say that this report is a wonderful analysis without any basisin economics, without any background in economics, without an ex-

pertise in economics, just shows that maybe you are biased in thisparticular field and that is the thing I am concerned about.
What I want is truth. I don't want bias in this thing. I can show you50 economists and they will disagree on everything. Even Mr. Ray

Marshall in his confirmation proceedings said, "If you are trained inthe mystery of economics, you can arrive at any conclusion."
What I would like to do when we have outside researchers do re-ports, for the Federal Government, is to get people without precon-ceived conclusions to do them. When we have people with precon-

ceived conclusions doing reports, I think it is to the discredit of the
Government, and I think that it is for the purpose of enforcing gov-ernmental views of a select few here. And, I think that it ultimately
does a very great disservice to finding out what is the truth. It may bethat Mr. Mueller and his companions are right, but because of their
background and because of their particular expertise and because oftheir particular persuasions in this area, they may be wrong;

They may have effectuated conclusions and worked backward. Thatis what worries me.
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I will admire you for your ability in the field of antitrust. I will
admire you as an attorney, and perhaps for your publication. But the
thing I don't admire is you coming in and backing up one whole
report on an economic basis.

That is what worries me. That is what is bothering me about these
hearings.

Mr. SCANXLON. Senator, you are the one building the straw man here
in preparation for breaking. I have represented myself as a legal au-
thority with only selected but very deep economic knowledge, includ-
ing the BLS data Government statistics on food pricing. The food
chain witnesses chose to refute the Wisconsin study using this same
BLS data. You are the one seeking to paint me as an economics expert.
I have not done so. I was quite clear on that in my statement. In addi-
tion, as an economic expert, there is none better than Mr. Mueller.
Willard Meuller was selected by this committee. He is your boy.

Senator HATCH. He is not my boy.
Mr. SCANLON. Well, he is the committee's boy.
Senator HATCH. I am a minority member of this committee who

wants to achieve the truth.
Mr. SCANLON. He needs no defense from me, certainly.
Senator HATCH. Why are you offering it?
Mr. SCANLON. You were the one who started this.
Senator HATCH. I think everything you said has been covered in

prior testimony. I do respect you in your area of expertise. I don't
feel that you have really added very much today other than a sterling
defense of people in an area about which you have to admit you don't
have much experience or expertise.

Mr. SCANLON. We differ, Senator, although you have convinced me
that preconceived notions exist as much in the Senate as anywhere else.

Representative LONG. Thank you very much, Senator.
The fact remains that you have had 14 years now as the associate

editor of the Antitrust Law and Economic Review. You have over
that period familiarized yourself with economics and how it relates to
antitrust laws; is that correct?

Mr. SCANLON. That is correct.
Representative LONG. Do you write for that magazine also?
Mr. SCANLON. An occasional article but it is very light. It is not

competitive with the articles created by the economists and others. I
don't feel I can put myself in that position.

Representative LONG. Thank you, very much.
Senator HATCH. Could I ask one other question?
I have to admit as a practicing attorney, that even law is an inexact

science and sometimes great lawyers disagree on the applications of
antitrust and the applications that should be applied by the FTC.

So I appreciate your comments, but I think we have to acknowledge
there may be another viewpoint as well.

Mr. SCANLON. We had better acknowledge that.
Representative LONG. Congresswoman Heckler.
Representative HFCKLER. Thank you, Congressman Long.
I would not like to get caught in the crossfire between the lawyers

and the economists today because I think they are both out on the
periphery.
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The real question is: How does the consumer fare as a result of data
and facts which have been acquired by the committee under its com-
missioned study? Certainly we can line up economists on both sides of
the question and, of course, lawyers as well.

Senator HATCh. I agree with you, this is the question. That is what
I was trying to raise, very openly.

Representative HECKLER. Really the central issue is: How cu the
facts, if the facts are validated, affect the consumer? That is the pub-
lic policy question before this committee.

Now we do have perhaps a question of methodology in terms of the
selection of the facts, how are they collected, are they representative,
what is the significance of the data? You have said in your statements
that you feel you have complimented the authors of the study and you
have said that this study relied on a much larger sampling of prices
than the USDA does in determining its market basket, or the Depart-
ment of Commerce does in determining the food components of the
CPI; is that correct?

Mr. SCANLON. Yes, the largest number.
Representative HECKLER. And it is your feeling that the data ac-

quired by the committee and thereby transmitted to the authors of
the study is the best available thus far for a study of this kind; is that
correct?

Mr. SCANLON. That is correct; yes.
Representative HECKLER. You are aware of the criticism of the

study itself, that the 110 items do not represent all of the purchasable
items in a supermarket.

How do you respond to that criticism?
Mr. SCAN-LON. Mr. Mueller responds to that in the study texts that

he presented to this committee. He did a much more articulate job than
I can do.

You see, this and other criticisms were raised by both Messrs. Muller
and Marion in the studv itself. Thev have reached the stature where
they can engage in analysis and criticisms and this is precisely what
they did throughout the study.

In the later pages of the text of the report presented to this com-
mittee, von will find their self-analysis. They go into the greatest detail
about the criticism you mentioned.

I think is a little disingenuous for food industry representatives
to present criticisms that are not original-that are in fact lifted di-
rectly from the study but out of context-that are criticisms which the
authors themselves presented.

Representative HECKLER. Is it true that the FCC is still continuing
its six-city study of the food prices?

Mr. SCANLON-. Apparently so. The Review published in late 1974 or
earlv 1975 a statement which we got through the customer's committee
by Mayo Thompson with regard to the six-eity study.

By that time the study had been around the FTC for 2 or 3 years
and it was said that it's still going on. It was wallowing there.

Representative HECKLER. As vou know, some of the critics from the
industry have said that the selection of 32 markets is an inadequate
sampling.

Now, if 32 are inadeatiate. how can 6 cities be adequate in the eyes
of the experts at the FTC?
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Mr. SCANLON. I have never been able to figure that out. This study

did, in fact, start out with a much larger number of cities in the
original proposal.

Representative HECKLER. How many were there in the original?
Mr. ScAN-LON. I understand that it was in excess of 20. Then there

was a lot of infighting and it got chopped back to six because it was
said the budget costs were too high. Six is an inadequate number. I
don't know what six can prove. I don't think it can prove anything.

Representative HECKLER. If the FTC began with a study of 20 and
reduced that to 6 and our study covers 32 cities, this has to be
a broader sampling of pricing from which to draw, hopefully, re-
liable conclusions: is that correct?

Mr. SCANLON. Yes. It is an excellent base, 32 cities, and the selection
of those 32 cities was relatively unbiased.

It was an excellent selection. I think.
Representative HECKLER. In your statements you seem to be con-

versant with the methodology used in compiling the other studies and
you claimed that this study has been put together on a better basis
and represents a higher quality in terms of the collection of data and
conclusions.

Now, what is the difference between the methodology ? WTill you state
for the record what the differences in methodology would be between
the methodology used in this study and the methodology used in the
FTC earlv studies or in other studies that you are familiar with?

Mr. SONANLON-. It isn't the methodology that distinguishes this
study from other studies. It is the data base used and that data base
in this study was very specific. It had the kind of data necessary,
absolutely required, to draw the kind of conclusions that were drawn
by the authors of this study. And it is the only study to even have
data of this quality and detail available for use-the onlv one.

The other studies used that good old BLS data which is too aggre-
gated, too masked, and useless as far as tryinn to reach the types of
conclusions reached by this study. It is very difficult and professionally
insulting or inept to leap from the aggregated data of BLS to the
kind of conclusions that were claimed for it by the food chain chain-
pions. It is impossible, being intellectually honest, to leap from that
kind of BLS data to the kind of conclusions here. The USDA econo-
mists know that and are more embarrassed by the erroneous claims
for their study by the food chain witnesses than anyone else.

Representative HECKLER. In your statement you have referred to the
problem of entry into the supermarket industry and cited a specific
situation in Washington, D.C., when Foodarama sought to estab-
lish a beachhead here.

Now what effective remedies do you suggest for the apparently
conmnon practice of supermarket chains to implement sharp price cuts
in order to keep new competition out of established markets?

Mr. SCANLON. I really think that as a practical matter in today's
world some new legislation should be passed that would nrovnide. for
a monitoring operation undertaken by the Federal Trade Commis-
sion or some other agenev. This agency would be notified of new
entrants, prior to their entry, and monitor what happens during,
the period of entry. If saturation advertising and predatory pricing are
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engaged in by their entrenched competitors, then they can come in
and seek restraining orders in the local Federal court.

I think that would provide the protection necessary for new entrants
to gain a foothold in these markets. I don't think it's the kind of rem-
edy that is really totally effective because you have to find new en-
trants who are willing to take the risk and that may be very difficult
after the Foodararma and other similar ventures throughout the United
States.

Representative HECKLER. What is the best existing method of keep-
ing a competitive situation alive in the food industry F

Mr. SCANLON. Vigorous enforcement of antitrust laws and the break
up of undue market power in any particular marketplace are the only
effective remedies. Divestiture of various stores might even be necessary
to divide the power in those entrenched situations such as in Washing-
ton, D.C.

Representative HECKLER. Do you see the FTC reacting to maintain
a healthy competitive situation in the food industry?

Mr. SCANLON. In recent times
Representative HECKLER. Ideally, as well as in recent times.
Mr. SCANLON. Ideally they have the power. Congress has granted

them broad-ranging power under section 5 of the FTC Act, section
7 of the Clayton Xct, and the Robinson-Patman Act. I think they
have all the tools to keep competition alive in the United States.

Representative HECKLER. Do you suggest the FTC do this? That is,
perform the monitoring function you have described?

Mr. SCANLON. Not without congressional oversight and very close
congressional oversight. I think it would dissipate over time and would
not be very effective. Without such oversight, it would not serve the
needs of the consumers in this country or in those particular markets.

Representative Heckler. Thank you.
Representative LONG. Our witness here today is Mr. Paul Scanlon,

who is the associate editor of the Antitrust Law and Economic Review.
The five witnesses that we had on March 30 were Mr. Willard Mueller
and Mr. Bruce Marion of the University of Wisconsin, the individuals
who were primarily responsible for the reports that we are reviewing
here, Mr. Kenneth Farrell with the U.S. Department of Agriculture,
Mr. Timothy Hammonds, with the Food Marketing Institute, and
Mr. Ray Goldberg, of Harvard University, who was requested to be
invited here by the officials of the Food Marketing Institute, formerly
the National Association of Food Chains.

I think that shows us one of the reasons that we are getting the con-
flicts we are getting with respect to the report.

Mr. Scanlon, we appreciate your coming here. I don't know what we
contributed toward what you set forth as one of the purposes of your
magazine; and, that is for better communication between economists
and lawyers, but you have made a good contribution and we are
appreciative.

Mr. SCANLON. Thank you very much.
Representative LONG. Our next witnesses are Mr. Owen Johnson,

Director of the Bureau of Competition, Federal Trade Commission,
and Mr. Willard Mueller of the University of Wisconsin, and former
FTC Chief Economist for 8 years.

Mr. Johnson, if you would proceed.



139

STATEMENT OF HON. OWEN M. SOHNSON, TR., DIRECTOR, BUREAU
OF COMPETITION, FEDERAL TRADE COMMISSION, ACCOMPANIED
BY MACK FOLSOM, DEPUTY DIRECTOR, BUREAU OF ECONOMICS

Mr. JOHNsoN. First, I should note that I have with me at the table
LMr. Mack Folsom, the Deputy Director of our Bureau of Economics.
Thank you, Mr. Chairman, for this opportunity to testify before the
committee on the important subject of the prices and profits of retail
food chains. My remarks today represent my views as Director of the
FTC's Bureau of Competition, but should not be considered to re-
flect the views of the Commission, or any of its Commissioners.

We in the Federal Trade Commission are always interested in the as-
sessment of competition and antitrust policy provided by members
of the academic community. Such studies can materially assist us in
our policy planning and resource commitments. We are particularly
interested in the north-central regional project on the "Organization
and Control of the U.S. Food System," which provided support for
the study we will be discussing today. We look forward to publication
of other works concerning the food industries that the north-central
project has planned.

You have asked me to address three subjects in particular. First, you
have asked me to evaluate the Mueller-Marion study of food chain con-
centration, prices and profits issued by the committee last Tuesday,
March 30. Second, you have asked for my remarks on the implications
for FTC policy from the results of the study. Finally, you have asked
for a report on the status of the FTC's six-city study of the retail food
industry.

1. THE MUELLER-MARION STUDY

At the outset, I should note that the committee's letter of March 24,
1977, inviting this testimony, addresses me as "Dr." Johnson. As any-
one at our Bureau of Economics will readily confirm, I am not an
economist, but a lawyer. Because I am not an economist, my remarks
on the Mueller-Marion study are necessarily a layman's views. I hope
that the members of this committee share my feeling of inadequacy in
fathoming the world of regression analysis and endogenous relation-
ships. If so, you will appreciate my position, which is to take at face
value the conclusions of the Muller-Marion study, as qualified by those
same economic experts when they testified before this committee.

The major conclusions of the study, as I understand them, are:
First, retail food prices in concentrated markets with few major sell-

ers were significantly higher than in less concentrated markets. That
is, there was a positive correlation between food prices and market
concentration.

Second, chain store profits are significantly higher in markets where
a few firms control most grocery store sales. There is also, therefore,
a positive correlation between retail chain profits and market
concentration.

Third, increased profits do not account for the major portion of the
increased prices observed in concentrated markets, and accordingly the
study hypothesizes that the large firms in these markets are less effi-
cient or cost conscious.
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Fourthl in analyzing food chain price data. the studv estimated that.due to high market concentration, consumers paid a minimum national"monopoly overcharge" in terms of excessive food prices of $662 millionin 1974.
Fifth. the study found a distinct possibility-perhaps probability-that the large chains subsidize losses in less concentrated markets withprofits earned in more concentrated markets.Sixth, a significant, though not the only vehicle for increasingmarket concentration was merger and acquisition activity.We acknowledge that some questions about the validityi of a portionof the MNfueller-Marion study were raised in last week's testimony beforethe committee. While the study concludes that much of the retail foodindustry is structured anticonipetitively, the food chains' witness. Mr.Goldberg, concludes that "food retailing is one segment of the foodsystem that should remain extremely competitive over the nextseveral vears."

Mfr. Hammonds of the food chains similarly concludes. "By everyreliable measure, food retailing is a highly competitive industry andconsumers receive the benefit of that competition." I will not attemptto recount these specific industry criticisms of the study. The authorsof the study, to their credit, have recognized and offered explanationsfor most of the factors identified by these critics. If it is ultimatelyproved correct, the Afueller-Marion study should have tremendoussignificance. At the very least, the report is an important contributionto the ongoing debate on the retail food industry.Because of the FTC's obvious interest in the validity of the study'sconclusions, we would like, to the extent thatA we are able, to assist thecommittee in assessing the significance of the criticisms which thereport has received. Based on discussions with our Bureau of Eco-nomics, we believe that the public interest would be served if the FTC'sprofessional economists were to undertake an analysis of the Mueller-Marion study and the industry criticisms it has provoked.The Bureau of Economics has asked me to state that this suggestionis made with two caveats. First, the Bureau would need access, on aconfidential basis, to the underlying data obtained by the committeeand utilized in preparation of the study. Based upon an earlier re-quest, we understand that such access would require the approval ofthis committee. Second. we may find it necessary to return to the com-panies that submitted data and collect information on some of the vari-ables allegedly not considered in preparation of the study.Our economists have also raised some additional questions about thestudy that might be resolved through their independent analysis ofthe work.
We refer to a study that the FTC itself has been making since thefirst quarter of 1974, calculating the profits of the food chains both asa percent of sales and as a relationship to their invested equity. Whatwe found was that the income was 1 percent. of sales in 1974. and 11.8percent of equity. In 1975, the ratio of profit to sales had declined inhalf, in effect, to 0.5 percent, and the return on equity had declined to6.6 percent. In the first three quarters of 1966, both figures rose butdid not rise to the 1974 level. Thus in our view the Mueller-AMarionstudy's data on profitability may conceal considerable fluctuation inprofits from year to year.
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We believe that the profit data on food chains does not indicate high
profits from the year our investigation began, 1974. From the first
quarter of 1974 through the second quarter of 19 76, for example, food
manufacturers realized a return on stockholders' equity that 'was 54
percent higher than the return earned by the large food chains. By
comparison, in the 5-year period from 1969 through 1973, the food
manufacturers' rate of profit exceeded the large chain rate by only
25 percent. Therefore, these data do not appear to support the hypo-
thesis that food chains. in general, have raised prices in recent years
in order to earn monopoly profits.

2. IMPLICATIONS OF THE M1ELLER-3MARION STUDY FOR r'C POLICY

For the purposes of eonsiderinaz FTC policies in liglht. of the _Muel-
ler--Marion study, I shall assume that the factual findings of the study
are correct. The major conclusion of the study, in a nutitsiell, was that,
as retail food markets become more highly concentrated, prices and
profits increase and economic efficiency declines. I would not find that
conclusion surprising. since it is a basic tenet, an underlying principle
of antitrust law in general and of section 7 of the Clayton Act in par-
ticular that increased concentration leads to precisely these results. In
that sense, Congress has already drawn the major conclusion of the
study, and the Commission is already obligated to prevent increased
concentration that is achieved by means that the Congress has declared
unlawful.

A major factor that Mueller and Marion isolate as responsible for in-
creasing concentration in food retailing is mergers and acquisitions
between existing retail chains. The trend toward higher concentration
in food retailing was recognized by the Federal Trade Commission in
the 1960's, when several of the largest chains in the country were
charged with illegal acquisitions. The result of the FTC suits was a
number of consent orders which, among other things, imposed 10-year
moratoriums on future acquisitions of stores without advance FTC
approval. As to other firms. the Commission staff negotiated assurances
of volhmtary compliance, AVC's, that similarly contained merger
moratorium provisions.

In 1967, due in large part to Mr. Mueller. then Director of the FTC's
Bureau of Economics, the Commission promulgated an "Enforcement
Policy With Respect to Mergers in the Food Distribution Industries."
This statement had the effect of announcing that food chains with sales
in excess of $500 million could expect an FTC antitrust investigation
of anv but the very smallest acquisitions.

Acquisitions by voluntary and cooperative groups of food retailers
creating a wholesale volume of sales in excess of $500 million were also
subject to scrutiny. Smaller mergers and acquisitions, resulting in com-
bined annual sales of between $100 and $500 million, were reviewed. but
investigations in such instances are not automatic. The enforcement
statement included a Commission resolution requiring reporting to
the FTC of all mergers of acquisitions by wholesalers or retailers with
sales above $100 million, such reporting to take place 60 days prior to
consummation of any transaction.

The effect of the reporting requirement, the enforcement statement,
and the various consent orders and AVC's has been to place the FTC

96-514-77-10
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in a position to review, and to investigate where necessary, all signifi-
cant mergers in food retailing and wholesaling from 1967 to the pres-
ent. Mueller and Marion report that merger activity by the top 10
chains was sharply lower in the period 1967-75 than in the previous
decade. The study further observes: "Although the change -has been
less dramatic, the tempo of mergers by the 11th through 20th largest
chains has also slowed since 1964. The result very probably has been to
slow the trend toward national sales concentration among the largest
chains."

In their testimony before the committee, Messrs. Mueller and Marion
noted some recent mergers that the FTC has declined to prosecute.
They questioned whether the FTC had abandoned its enforcement pol-
icy. I am here to tell this committee that what the Mueller-Marion
study called "strict merger policy" is still alive and well at the Com-
mission. When suspect mergers are reported to us, we investigate them
thoroughly. If we do not recommend prosecution, it is for good rea-
sons. If we persuade the Commission that prosecution is in the public
interest, we pursue that litigation vigorously. Increasingly, we are at-
tempting to enjoin the mergers we challenge before they can be con-
summated.

With specific reference to the five matters discussed by Mr. Mueller,
and with the caveat that I cannot reveal data submitted to the Com-
mission for which confidentiality has been afforded, I will inform the
committee as to our disposition of each matter.

First, Allied Supermarkets acquired Great Scott Super Markets in
Detroit. It was our conclusion that the "failing company" defense
applied to this transaction.

Second, A. & P. purchased 62 National Tea Stores in Chicago, and
several other retailers purchased other National Tea Stores since Na-
tional had determined to withdraw from that market. Again, we con-
cluded that the circumstances warranted a "failing company" defense.

Third, we investigated a geographic market extension in Winn-
Dixie's acquisition of Kimbell, Inc., in the Southwest. Neither firm
prior to the acquisition was in competition with the other. Nor did we
view Winn-Dixie as a likely potential entrant into Kimbell's area
except by acquisition.

Fourth, we investigated Food Town's proposed acquisition of Lowe's
Food Stores in North Carolina. We not only recommended to the Com-
mission the issuance of a complaint, but also proposed that an in-
junction be sought in Federal court to prevent the acquisition. The
Commision agreed with these recommendations. Though we were
unsuccessful in our initial injunctive efforts in a Federal district court,
the U.S. Court of Appeals for the Fourth Circuit stayed the merger
pending our appeal. Further action became unnecessary, as in the face
of the court of appeals ruling, Food Town abandoned its efforts to
consummate the acquisition.

Finally, Messrs. Mueller and Marion particularly criticize Lucky
Store's acquisition of 16 Arden-Mayfair stores in Washington State.
This acquisition was one requiring prior Commission approval. The
Commission allowed the acquisition to occur. The Commission's reason-
ing was stated in congressional correspondence, which Messrs. Mueller
and Marion have noted in their testimony, but still criticized.
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I want to emphasize the Bureau of Competition's continued vigor
in evaluating merger activity in the retail food industry. In the future,
I expect our vigilance to be improved by the broad premerger notifica-
tion provisions of last year's Hart-Scott-Rodino Act. This expands the
premerger notification provisions of the Commission's enforcement
policy on food retailing, and should allow us additional time to seek
injunctions in Federal court. With the existing enforcement policy on
retail food mergers and the provisions of Hart-Scott-Rodino, I am
confident that we have effective tools to detect and challenge
anticompetitive mergers.

Apart from merger enforcement, Messrs. Mueller and Marion have
identified in their testimony some other public policy alternatives. To
reduce entry barriers to new competition, they direct attention to re-
strictive lease arrangements, selective price cutting, and massive ad-
vertising. The FTC is already in the forefront in antitrust attack
-upon restrictive lease arrangements, especially in regional shopping
centers.

3. THE F'TC 64SIX-CITY" STUDY

The committee has requested a report on the status of the so-called
six-city study of the retail food industry. This investigation was com-
menced by the Bureau of Competition and the Bureau of Economics
in 1974, focusing on six metropolitan areas: Atlanta, Denver, Detroit,
Jersey City, Little Rock, and Washington.

The commencement of the investigation was publicly announced,
and various motions and enforcement actions have subsequently been
filed, thus placing many aspects of the study on the public record. In
addition, staff of this committee and other congressional staff have
been afforded access to information collected during the investigation.
Nevertheless, the investigation has been, and remains, nonpublic in
nature.

This nonpublic character is necessary, because the investigation has
had an enforcement objective. At the time it was started in 1974, food
prices had been escalating at an alarming rate. There was a prevalent
suspicion that these increases were the result of conspiracy or other
forms of collusion among the major chains. This committee, in particu-
lar, heard testimony suggesting that collusion might explain the be-
havior of food prices. The heart of the six-city investigation, therefore,
was to attempt to confirm the validity of these suspicions.

The principal methods employed in the six-city investigation have
been the subpena for documents and the investigational hearing.. Sev-
eral major chains resisted responding to these subpenas, necessitating
court enforcement. Ultimately, however, the documents-several dozen
file drawers-were obtained and hearings were held to attempt to
confirm the thoroughness of the companies' responses.

At this point, quite frankly, the results do not appear promising.
The odds of success are obviously reduced when a collusion investiga-
tion is commenced without leads from informants and without "hot
documents." In fairness to the Commission's staff, they recognized
these limitations from the outset and advised the Commission that the
likelihood of finding illegal conduct might not be great. The public
temper during the price rises of 1973-74 suggested, however, that the
effort should be made.
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Economic data subsequent to 1974 seems to refute the likelihood of
any widespread price collusion in food retailing. As noted earlier. the
statistics maintained by our Bureau of Economics since 1974 show
that 1974 profit levels of the chains have not been maintained. Food
prices themselves have moderated the steep rises of 1973-74; and in
1975 our Bureau of Economics issued a study identiffino' the many
cost factors which would appear to have p'ushed prices higher in
1973-74.

It has been suggested that, whether or not collusion is found so as
to warrant antitrust action, our six-city- investigation might, be con-
tinued as an economic study. The principal benefit of suchi studv would
be to consider the correlation between prices and concentration. The
six cities in themselves, however, would not be a statistically reliable
sample. In any event, the work done in the -Mueller-Marion studv would
appear to preempt any such limited economic study. As suggested
earlier, a more constructive activity for economic analysis at this time
would be to try to confirm the validity of the Alueller-lMarion studv's
conclusions.

Thank you, Congressman Long, for this opportunity to comment
on this study and its implications.

Representative LONG. Thank von. Mrf. rJobinsou.
[The prepared statement of ir. Jolmnson follows:]

PREPARED STATEMENT OF HoN. OWEN Mr. JOHNSON, JR.'

PRICES AND PROFITS OF RETATL FOOD CHAINS

Thank you. Mr. Chairman. for this opportunity to testify before the committee
on the important subject of the prices and profits of retail food chains. M\y
remarks today represent my views as Director of the FTC's Bureau of Competi-
tion. but should not be considered to reflect the views of the Commission, or any
of its Commissioners.

lVe in -the Federal Trade Commission are always interested in the assessment
of competition and antitrust policy provided by members of the academic com-
munity. Such studies can materially assist us in our policy planning and resource
commitments. We are particularly interested in the North Central Regional
Project on the "Organization and Control of the TT.S. Food Svstem." which pro-
vided support for the sltudy we twill be discussing today. We look forward to
publication of other works concerning the food industries that the North Central
Project has planned.

You have asked me to address three snbjects in particular. First, you have
asked me to evaluate the "MIueller-Mfarion" 2 study of food, chain concentration.
prices and profits issued by the Committee last Tnesda-. Mlarch .30. Second. you
have asked for my remarks on the implications for FTC policy from the results
of the 'study. Finallv. vou have asked for a report on the Ftatus of the FTC's
"six city" study of the retail food industry.

1. The Mueller-Marion Study
At the outset. I should note that the Committee's letter of Mlarch 24. 1977. invit-

ing this testimony, addresses me as "Dr." Johnson. As anuone at our Bureau of
Economics will readily confirm. I am not an economist. but a lawyer. Because I
am not an economist, my remarks on the Mueller-Marion study are necessarily
a layman's views. I hope that the members of this Committee share my feeling
of inadequacy in fathoming the world of regression analysis and endogenous re-
lationships. If so, you will appreciate my position, which is to take at face value

I The remarks in this statement represent only the views of a member of the Federal
Trade Commission staff. They are not Intended to be. and should not be construed as.
representative of any official Commission policy.

2 "The Profit and Price Performance of leading Food chains 1970-74." a study prepared
for the use of the Joint Feonomic Committee. 95th Cong., 1st sess. (1977), hereinafter
cited as "Mueller-Marion study."
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the conclusions of the Mueller-Marion study, as qualified by the economic experts
who have already testified before this Committee.

The major conclusions of the study, as I understand them, are:
First, retail food prices in concentrated markets with few major sellers were

significantly higher than in less concentrated markets. That is, there was a posi-
tive correlation between food prices and market concentration.

Second. chain store profits are significantly higher in markets where a few
trms control most grocery store sales. There is also, therefore, a positive correla-
tion between retail chain profits and market concentration.

Third, increased profits do not account for the major portion of the increased
*prices observed in concentrated markets, and accordingly the study hypothesizes
that the large firms in these markets are less efficient or cost conscious.

Fourth, in analyzing food chain price data, the study estimated that, due to
high market concentration, consumers paid a minimum national "monopoly over-
charge" in terms of excessive food prices of $662 million in 1974.

Fifth, the study found a distinct possibility-perhaps probability-that the
large chains subsidize losses in less concentrated markets with profits earned in
more concentrated markets.

Sixth, a significant, though not the only vehicle for increasing market concen-
tration was merger and acquisition activity.

Before making specific resource commitments based on any study, either from
-within the Commission or from the academic community, it has been our prac-
tice to carefully evaluate the data, methodology, and reasoning used to reach
the major conclusions. We try to measure each conclusion against our experience
in dealing with the industries involved and against our existing information. In
this regard, we acknowledge that some questions about the validity of a portion of
the Mueller-Marion study were raised in last week's testimony before the
Committee.

While the studly concludes that much of the retail food industry is structured
anticompetitively, the food chains' Mr. Goldberg concludes that "food retailing
is one segment of the food system that should remain extremely competitive
over the next several years.3 M1r. Hammonds, of the food chains, similarly con-
cludes, "By every reliable measure, food retailing is a highly competitive in-
dustry and consumers receive the benefit of that competition." '

I will not attempt to recount these specific industry criticisms of the study. The
authors of the study, to their credit, have recognized and offered explanations
for most of the facts identified by these critics. If it is ultimately proved
correct, the MIueller-Marion study should have tremendous significance. At
the very least, the report is an important contribution to the ongoing debate
on the retail food industry. Because of the FTC's obvious interest in the validity
of the study's conclusions, we would like, to the extent that we are able, to assist
the Committee in assessing the significance of the criticisms which the report
has received. Based on discussions with our Bureau of Economics, we believe
that the public interest would be served if the FTC's professional economists
were to undertake an analysis of the Mueller-M1arion study and, the industry
criticisms it has provoked.

The Bureau of Economics has asked me to state that this suggestion is made
with two caveats. First, the Bureau would need access. on a confidential basis,
to the underlying data obtained by the Committee and utilized in preparation of
the study. Rased upon an earlier request, we understand that such access would
require the approval of this Committee. Second. we may find it necessary to re-
turn to the companies that submitted data and collect information on some of the
variables allegedly not considered in preparation of the study.5

Our economists have also raised some additional questions about the study
that might be resolved through their independent analysis of the work.

Of particular concern to us are the conclusions of the study dealing with the
chain stores' profitability. Table 2-1 of the study (p. 32) indicates that the
average profits of the 17 firms participating in the study were 0.6 percent of sales.
That is, however, the simple average of the firms' profitability as a percentage of
sales. If that number is multiplied by the total sales of the 17 firms, it results in
an overstatement of 50 percent of the actual profits they realized. The average
return as a percent of sales, when weighted by the size of sales, is 0.4 percent. The

I Testimony of Mfr. Ray A. Goldbere. Mfar. .30. 1977. p. 4.4 Testimony of Mfr. Timothy ML. Hammonds, Food Marketing Institute, Mar. 30, 1977,
p. 1I.

6 A discussion of some of these variables appears in the testimony of Mr. Farrell.
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study implies (p. 27) that the profit of the chains was low in 1972 and 1973,
rose substantially in 1974, and presumably continued at that level after 1974.
Again, as figure 19 of the study indicates, that conclusion is based on a simple
average of the firms' profitability. If the profitability of the firms is weighted by
their size, the picture is somewhat different. Profits fell from an average of 9.9
percent return on equity in 1971 to 5.8 percent in 1972. Subsequently, they rose to
S percent in 1973 and fell to 7.8 percent in 1974. (See Appendix A.4. p. 85.)

The FTC began collecting profit data for large food chains in the first quarter
of 1974. The data in that series shows after-tax net income to sales at 1 percent in
1974 and to equity at 11.8 percent. In 1975, the return on sales fell to 0.5 percent
and on equity to 6.6 percent. The annualized rate of return for the first three
quarters of 1976 was 0.7 percent on sales and 9.2 percent on equity. Thus, the
study's data on profitability conceal a considerable fluctuation in profits from year
to year.

We believe that the profit data on food chains does not indicate high profits
from the year our investigation began, 1974. From the first quarter of 1974
through the second quarter of 1976, for example, food manufacturers realized a
return on stockholders' equity that was 54 percent higher than the return earned
by the large food chains. By comparison, in the 5-year period from 1969 through
1973, the food manufacturers' rate of profit exceeded the large chain rate by only
25 percent. Therefore, these data do not appear to support the hypothesis that
food chains, in general, have raised prices in recent years in order to earn
monopoly profits.
2. Implications of the Mueller-Marion study for FTC policy

For the purposes of considering FTC policies in light of the Mueller-Mlarion
study, I shall assume that the factual findings of the study are correct. The major
conclusion of the study, in a nutshell, was that as retail food markets become,
more highly concentrated, prices and profits increase and economic efficiency
declines. I would not find that conclusion surprising, since it is a basic tenet, an
underlying principle of antitrust law in general and of Section 7 of the Clayton
Act in particular that increased concentration leads to precisely these results.
In that sense, Congress has already drawn the major conclusion of the study, and
the Commission is already obligated to prevent increased concentration that is
achieved by means that the Congress has declared unlawful.

A major factor that Mueller and Marion isolate as responsible for increasing
concentration in food retailing is mergers and acquisitions between existing
retail chains. The trend towards higher concentration in food retailing was recog-
nized by the Federal Trade Commission in the 1960's, when several of the
largest chains in the country were charged with illegal acquisitions. The result of
the FTC suits was a number of consent orders which. among other things, imposed
10-year moratoriums on future acquisitions of stores without advance FTC
approval.' As to other firms, the Commission staff negotiated Assurances of
Voluntary Compliance (AVCs) that similarly contained merger moratorium
provisions."

In 1967, due in large part to Dr. Mueller, then Director of the FTC's Bureau of
Economics, the Commission promulgated an "Enforcement Policy With Respect
to Mergers in the Food Distribution Industries." This statement had the effect
of announcing that food chains with sales in excess of $500 million could expect
an FTC antitrust investigation of any but they very smallest acquisitions. Acqui-
sitions by voluntary and cooperative groups of food retailers creating a wholesale
volume of sales in excess of $500 million were also subject to scrutiny. Smaller
mergers and acquisitions, resulting in combined annual sales of between $100 and
$500 million were reviewed, but investigations in such instances are not automatic.
The enforcement statement included a Commission resolution requiring the re-
porting to the FTC of all mergers or acquisitions by wholesalers or retailers with
sales above $100 million, such reporting to take place 60 days prior to consumma-
tion of any transaction.

6 Consolidatedc Foods Corp., Docket C-1024. 68 FTC 1137 (196:5) ; National Tea Co.,
Doekpt 7453, 69 FTC 266 (1966), Winn-Dij'ie Stores, Inc., Docket C-1110. 70 FTC 611
(1966), Grand Union Co., Docket C-1350, 73 FTC 1050 (1968) ; The Kroger Co., Docket
C-2067, 79 FTC 636 (1971). All but the National Tea matter, which was litigated, Involved
consent orders.

7 Jewel Conzpanies, Inc., AVC No. 740, expires July 1977; Malone £ Hylde, Inc., AVC No.741, expires August 1977; Lucky Stores, Inc., AVC No. 895, expires after November 1977.
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The effect of the reporting requirement, the enforcement statement, and the
various consent orders and AVCs has been to place the FTC in a position to
review, and to investigate where necessary, all significant mergers in food retail-
ing and wholesaling from 1967 to the present. Mueller and Marion report that
merger activity by the top ten chains was sharply lower in the period 1967-1975
than in the previous decade. The study further observes: "Although the change
has been less dramatic, the tempo of mergers by the 11th through 20th largest
chains has also slowed since 1964. The result very probably has been to slow the
trend toward national sales concentration among the largest chains." '

In their testimony before the Committee, Drs. Mueller and Marion noted some
recent mergers that the FTC has declined to prosecute. They questioned whether
the FTC had abandoned its enforcement policy. I am here to tell this Com-
mittee that what the Mueller-Marion study called "strict merger policy" is still
alive and well at the Commission. When suspect mergers are reported to us, we
investigate them thoroughly. If we do not recommend prosecution, it is for good
reasons. If we persuade the Commission that prosecution is in the public interest,
we pursue that litigation vigorously. Increasingly, we are attempting to enjoin
the mergers we challenge before they can be consummated.

With specific reference to the five matters discussed by Mr. Mueller, and with
the caveat that I cannot reveal data submitted to the Commission for which
confidentiality has been afforded, I will inform the Committee as to our disposi-
tion of each matter.

First, Allied Supermarkets acquired Great Scott Super Markets in Detroit.
It was our conclusion that the "failing company" defense applied to this trans-
action.

Second, A&P purchased 62 National Tea stores in Chicago (and several other
retailers purchased other National Tea stores, since National had determined
to withdraw from that market). Again, we concluded that the circumstances
warranted a "failing company" defense.

Third, we investigated a geographic market extension in Winn-Dixie's acquisi-
tion of Kimbell, Inc. in the Southwest. Neither firm prior to the acquisition was
in competition with the other. Nor did we view Winn-Dixie as a likely potential
entrant into Kimbell's area except by acquisition.

Fourth, we investigated Food Town's proposed acquisition of Lowe's Food
Stores in North Carolina. We not only recommended to the Commission the
issuance of a complaint, but also proposed that an injunction be sought in federal
court to prevent the acquisition. The Commission agreed with these recommenda-
tions. Though we were unsuccessful in our initial injunctive efforts in a federal
district court, the U.S. Court of Appeals for the Fourth Circuit stayed the
merger pending our appeal. Further action became unnecessary, as in the face
of the Court of Appeals ruling, Food Town abandoned its efforts to consummate
the acquisition.

Finally, Messrs. Mueller and Marion particularly criticize Lucky Store's ac-
quisition of 16 Arden-Mayfair stores in Washington State. This acquisition was
one requiring prior Commission approval under an AVC. The Commission allowed
the acquisition to occur. The Commission's reasoning was stated in Congres-
sional correspondence, which Messrs. Mueller and Marion have noted (Testimony,
pp. 19-20), but still criticized.

I want to emphasize the Bureau of Competition's continued vigor in evaluat-
ing merger activity in the retail food industry. In the future, I expect our
vigilance to be improved by the broad premerger notification provisions of last
year's Hart-Scott-Rodino Act. This expands the premerger notification provi-
sions of the Commission's enforcement policy on food retailing, and should allow
us additional time to seek injunctions in federal court. With the existing enforce-
ment policy on retail food mergers and the provisions of Hart-Scott-Rodino,
I am confident that we have effective tools to detect and challenge anticompetitive
mergers.

Apart from merger enforcement, Messrs. Mueller and Marion have identified in
their testimony some other public policy alternatives. To reduce entry barriers
to new competition, they direct attention to restrictive lease arrangements. selec-
tive price cutting, and massive advertising. The FTC is already in the forefront
In antitrust attack upon restrictive lease arrangements, especially in regional

Mueller-Marlon study, p. 23.
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shopping centers.' This activity will doubtlessly continue. As regards the combi-
nation of selective price cutting and massive advertising to ward off new en-
trants, we certainly would investigate specific allegations of such conduct.
Charges of predatory pricing must be carefully examined, however, since there
is an obvious consumer interest in encouraging price competition.

Messrs. Mueller and Marion further suggest improving consumer information
as to retail food prices. The Canadian studies they cite are promising as regards
the lowering of prices which results from objective programs aimed at consumer
information. Even though there was some evidence of increased concentration
as a result of such programs. I think they are a commendable suggestion. Indeed,
the operation of a competitive market economy depends upon informed buying
decisions. For this reason, the FTC has strongly acted in the last several years
to remove price advertising restraints in other areas of the economy, such as
prescription drugs, optical supplies, and professional services. If better price
information in food retailing works to the advantage of the larger chains, that
may say something about one of the crticisms of the MHueller-M1arion study,
namely, its failure to compare the price levels of the major chains (even in con-
centrated markets) with the price levels of their smaller competitors. The con-
sumer casts his ballot when he pays for his groceries. If he makes an informed
decision, it is hard to fault the resulting market structure.

In lesser detail, .Messrs. Mueller and Marion suggest as policy alternatives
the encouragement of consumer cooperatives and industrial restructuring. The
former would appear to be outside the province of the FTC, except to the extent
that merger enforcement creates opportunities for coops to acquire store sites
from retailers who have determined to leave a market. Industrial restructuring,
as 3Messrs. Mueller and Marion indicate, should require a case-by-case approach.
Far more information would appear to be needed on the dynamics of food retail-
ing before a legislative determination could be made either to mandate divesti-
ture or to impose general limits on internal growth by the major chains.

Some estimates on future market trends in food retailing have been made in
the Harvard Study by Professors Buzzell and Salmon.'" They forecast "that the
chain [stores'] share of market will level out or even decline slightly." They
further forecast that, rather than expand geographically, companies will tend
to concentrate in territories where they are strong, preferably close to their
distribution centers. And finally, they estimate that "away from home" food
expenditures will grow at a greater rate than retail store sales.

'There is reason to believe that these forecasts are accurate. Last week, Pro-
gressive Grocer released its statistics for 1976.' Interestingly, the chains' market
share was unchanged at 46.6 percent, while convenience stores picked up a frac-
tion of the total market at the expense of the independents, whose market share
was 48.6 percent. The past year has also seen market withdrawals by several
beleaguered chains, and we believe that more such withdrawals will occur. On
balance, therefore, the food retailing industry shows sufficient change, respond-
ing to market pressures and apparent consumer preferences, that rigidification
through forced restructuring or limits on growth seems arbitrary and ill-advised.
3. The FTC "Six-City" Study

The Committee has requested a report on the status of the so-called "six-city"
study of the retail food industry. This investigation was commenced by the
Bureaus of Competition and of Economics in 1974. focusing on six metropolitan
areas: Atlanta, Denver, Detroit, Jersey City, Little Rock, and Washington. The
commencement of the investigation was publicly announced, and various motions
and enforcement actions have subsequently been filed, thus placing many aspects
of the study on the public record. In addition, staff of this Committee and other
Congressional staff have been afforded access to information collected during

9 One litigated order and ten consent orders resulted from the shopping centers initiative.Tile litigated order Is City Stores Co., Docket 8886 (June 10, 1975). The consent orders are:Gimhel Brothers, Docket 8885 (January s0, 1974); Tyson Corner Regional Sho ppinqCenter, Docket 8886 ('May 3, 1974) * Woodward and Lothrop, Inc., Docket 8886 (Pray 3,1974): The May Department Stores Company, Docket 8886 (May 3. 1974); The RouseCompany, Docket C-2662 (May 7, 1975) Food Fair Stores, Inc., Docket 8935 (September30. 1975) : People8 Drog- Stores, Inc.. Docket C-2773 (January 5. 1976): ,Strawbrfdoe dClothier, Docket C-2812 (March 22. 1976); Rich's Inc., Docket C-2825 (June 7, 1976)Sea-s Roebuck £ Co., File No. 721 0081 (public comment period expired).10 The Harvard Study, "The Consumer and The Supermarket-1980," was attached tothe testimony presented to the Committee on Mar. 30. 1977, by Professor Ray A. Goldberg.
U Reported in Advertising Age, Mar. 28, 1977, at p. 6.
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the investigation. Nevertheless, the investigation has been, and remains, non-
public in nature.

This non-public character is necessary, because the investigation has had an
enforcement objective. At the time it was started in 1974, food prices had been
escalating at an alarming rate. There was a prevalent suspicion that these
increases were the result of conspiracy or other forms of collusion among the
major chains. This Committee, in particular, heard testimony suggesting that
collusion might explain the behavior of food prices.' The heart of the "six-city"
investigation, therefore, was to attempt to confirm the validity of these suspicions.

The principal methods employed in the "six-city" investigation have been
the subpoena for documents and the investigational hearing. Several major
chains resisted responding to these subpoenas, necessitating court enforcement.
Ultimnately, however, the documents-several dozen file drawers-were obtained
and hearings were held to attempt to confirm the thoroughness of the companies'
responses. At this point, quite frankly. the results do not appear promising. The
odds of success are obviously reduced when a collusion investigation is com-
menced without leads from informants and without "hot documents." In fair-
ness to the Commission's staff, they recognized these limitations from the out-
set and advised the Commission that the likelihood of finding illegal conduct
might not be great. The public temper during the price rises of 1973-74 sug-
gested. however, that the effort should be made.

Economic data subsequent to 1974 seems to refute the likelihood of any
widespread price collusion in food retailing. As noted earlier. the statistics
maintained by our Bureau of Economics since 1974 show that 1974 profit levels
of the chains have not been maintained. Food prices themselves have moderated
the steep rises of 1973-74; and in 1975 our Bureau of Economics issued a study
identifying the many cost factors which would appear to have pushed prices
higher in 1973-74.3

To this adverse economic data must now be added the Mueller-Marion study.
Despite the criticisms of its price data, the study shows significant price varia-
tions within and among selected metropolitan markets. The correlation between
price and both concentration and relative market share may be as the authors
suggest. In the face of such consistent correlations, however, the likelihood of
collusion in pricing seems rather remote-at least in October 1974 when the
authors gathered their price information. Because the Mueller-Marion study is
much more broadly based than our "six-city" investigation, its implications as
to price variability will be particularly useful.

It has been suggested that, whether or not collusion is found so as to warrant
antitrust action. our "six-city" investigation might be continued as an economic
study. The principal benefit of such study would be to consider the correlation
between prices and concentration. The six cities in themselves. however. would
not be a statistically reliable sample. In any event, the work done in the uIneller-
Marion study would appear to preempt any such limited economic study. As
suggested earlier, a more constructive activity for economic analysis at this
time would be to try to confirm the validity of the Mueller-Marion study's
conclusions.

Thank you. Mr. Chairman, for this opportunity to comment on this study and
its implications.

Representative LONG. In order to save time and to get a dialog
going. why don't we proceed with you. Mr. Mueller. and then we -will
ask questions and ask each of you to comment on the remarks.

STATEMENT OF WILLARD F. MUELLER, MEMBER, FOOD SYSTEM
RESEARCH SYSTEM, UNIVERSITY OF WISCONSIN, MADISON,
WIS.

Mr. Mu-ETLER. Thank you, Congressman Long.
I appreciate Mr. Scanlon's kind remarks, especially since I had never

met him personally before these hearings.

12 Testimony of Jospnb L. Alioto. Dec. 9. 1974. Hearings before tlhe Joint Economic
Committee on "Food Chain Pricing Activities." 93d Cone.. 2d sess. 7 (1974), p. 7.

23 Staff Economic Report on Food Chain Profits. July 1975.
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I want to make clear, however, that I am nobody's boy, not this
committee's nor anyone else's. I am a university research professor in
the Department of Agricultural Economics and the Law School of
the University of *Wisconsin. This does permit me the luxury of
being my own boy, although I think I was my own boy when I was
at the Federal Trade Commission, as are these gentlemen here from
the FTC today.

I have no prepared statement this morning, but I would like to
make some observations with regard to the study we prepared for this
committee and the reaction to it.

I am neither so naive as to be surprised by the reactions to our re-
port nor am I so cynical as to be indifferent to them. The response to
our study is a commonplace scenario in this town. Whenever someone
sheds light on the sources and consequences of undue economic power,
the holders of this power seek to distort the truth and discredit those
attempting to shed that light.

Too often, unhappily, the result is that the public is left bewildered
and confused, and the holders of power are permitted to carry on their
business as usual.

Obviously, the stakes are large and powerful economic interests will
not yield the field without doing battle. No one familiar with the
-ways of Washington politics should be surprised that these holders
of power are not content to let the truth emerge through the free
sifting and winnowing process of independent researchers. They are
just as suspicious of the use of the free marketplace of ideas as they
are of free competition in business affairs.

The Food Marketing Institute and its predecessor, NAFC, have a
long record of tampering with the academic marketplace. Back in
1965 when a National Commission on Food Marketing was created
by Congress, the NAFC sought in many ways to influence its
work. Even before the Commission began its work, the NAFC de-
veloped a fund of about $100,000 to neutralize the Commission's forth-
coming effort. Some of these funds were used to sponsor academic
researchers agreeing to prepare papers on various aspects of competi-
tion in the food distribution industries.

The NAFC approached the offices of the American Agricultural
Economic Association, as well, and offered to sponsor, but sponsor
anonymously, an essay contest on effective competition in agricultural
marketing. This contest attracted a number of contributors. Of course,
the few leading researchers in this field were too busy working for the
Food Commission to enter the contest.

On the other hand, among those entering were individuals financed
by the American Association of Food Chains. The American Agri-
cultural Economic Association, unaware that the National Association
of Food Chains was involved in this matter, honored the contest win-
ners by publishing their pieces in a special issue of the journal which
appeared simultaneously with the Food Commission staff reports.

I am not implying that the research of anv of the winners had been
sponsored by the NAFC. Only the NAFC knows how well its in-
vestment paid off. It clearly managed to dilute, even obfuscate the
congressionally mandated effort.

However, James Ridgeway in his book, "The Closed Corporation,"
charges that at least two winners in the contest had their papers
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financed by NAFC. Perhaps Mr. Aders, the food chain lobbyist, will
enlighten us on the payoff of this investment.

This is not an isolated example. Documents obtained by this com-
mittee in the course of this investigation indicated that the NAFC had
allocated either $50,000 or $100,000 to sponsor research by selected
academicians to disprove the "Mueller hypothesis" that market power
and high concentration in food retailing results in higher margins and
profits.

I am curious as to whether Mir. Aders is prepared to tell this com-
mittee the payoff of this investment in academic research. I must
confess upon learning of this I felt as though someone had let out a
contract on me.

As I pondered these events early this morning while I was preparing
this statement, I turned to the Good Book at my bed and read from
the Book of Jeremiah for enlightenment, because in 1969, Business
Week, in an article about me, dubbed me the Jeremiah of the merger
movement. I found some consolation that my travails were slight com-
-pared to those of the great prophet, but I feel some kinship. For it is
written that Jeremiah's enemies said, "Come, let us make a plot against
Jeremiah, let us smite him with our tongue and not heed his word."

I am not so presumptuous as to pose as Jeremiah fighting the forces
.of Babylon led by Mr. Aders, and the other food chain hirelings, but
I must say I was startled last weekend when two shopping carts
mysteriously converged on me as I walked down the aisle of my
-friendly neighborhood A. & P. [Laughter.]

I sympathize with those who were left confused with the conflicting
testimony of last week, because the sheer enormity and repetitiousness
-of the negative criticisms and personal innuendo appeared to cast a
shadow on our study.

I cannot today in a few minutes remove that shadow or the many dis-
tortions and misrepresentations and untruths. Nor shall I attempt to
counter each of AIr. Ader's statements today since they are merely a
repeat of Mr. Hammonds.

Should you have any specific questions, I will attempt to answer
them.

We will give you a full written clarification on all the points raised
by our critics.

I do, however, wish to reemphasize one point. Not a single question of
substance was raised by our critics that was not taken from the concerns
we ourselves first raised in the report. This is true of the nature of the
sample, the composition of our market basket, and so on. In a real
sense, we made it easy for the food chain hirelings to raise criticisms-
they just chose to ignore our discussions of those same issues. Whereas
all the witnesses echoed questions first raised by us, they ignored our
explanations as to why we believed these matters were not responsible
for the basic findings of our study.

They did as Pontius Pilate, who asked the question, "What has this
man done? " but did not wait for the answer. Just what is it that we
have found? Some economic anomaly, some perverse economic law?
Certainly not. Our study simply confirmed what many other studies
have found: when firms achieve market dominance, they singly or
jointly achieve market power; competitive rivalry gives way to im-
plicit or explicit collusive power resulting in noncompetitve profits
and prices.
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Mr. Hammonds and the other industry witnesses insist there is some-
thing unique about food retailing that makes it immune from the laws
of economics. They are wrong.

As I said, there have been numerous studies on this subject. The
great weight of the evidence clearly supports the expectations of eco-
nomic teachings that firms which enjoy market power, and hold domi-
nant positions in highly concentrated markets, are able to exercise that
power.

Professor Leonard Weiss, the leading scholar on this particular sub-
ject, recently reviewed what he called the massive research effort to
test the economic prediction that concentrated industries will have
higher profit margins. He concluded, "By and large, that relationship
holds up for Britain, Canada, and Japan, as well as in the United
States. In general, the data have confirmed the relationship predicted
by theory."

As Weiss emphasizes, data used in these sorts of studies usually have
been of poor quality. Because of this, the statistical observed relation-
ships are often quite weak. I want to emphasize, as someone who has
worked in this area for a long time, that again the data used in our
report were of a much higher quality than have been available in other
studies. And while there admittedly are some deficiencies in these data,
the main effect in my opinion is that they tend to result in less robust
statistical relationships. They did not invalidate the findings. just as
Weiss has said of these other studies which found similar relationships
in other industries.

Let me emphasize that it would have been an economic anomaly had
we not confirmed the relations we found between market power and
higher prices/profits.

Now to Mr. Johnson of the FTC. I, of course, have a great affection
for the FTC as an institution and the people who labor in its vineyard-.

As Mr. Johnson knows. I was their economic expert for the one
recent merger case thev brought. However, I feel compelled today
to take issue with some of Mr. Johnson's remarks.

First, he seemingly accepts without reservations the conclusion of
the industry witnesses that food retailing is highly competitive and
will remain so. He is apparently impressed with the fact that average
levels of profits are not exorbitant.

Of course, the point of our study is to determine how profits and
prices varied from city to city and firm to firm depending on competi-
tion. We are not saying that all markets are monopolized and that they
have excess prices and profits.

On the contrary, we emphasized that most markets. fortunately. re-
main quite competitive. But what we are troubled with is the fact that
there are a growing number of highly concentrated markets. All one
has to do is look at the table in the back of Mr. Hammonds' pre-
pared statement to observe what's happening in the markets where
concentration has a four-firm level of 65 percent and above.

So Mr. Johnson's complacency puzzles me. He also saidi he was here
to tell you that the strict merger policy Marion and Mueller called for
is still alive and well at the Commission.

Again, I am somewhat surprised to hear this as I observed the Com-
mission's recent behavior. I have seen too many of their patients head-
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ing for the morgue to be able to agree that this policy is keeping
competition well and alive.

First, as I spelled out in my prepared statement, the Lucky-Mayfair
acquisition which was objected to by many small independent super-
market chains in Seattle, was thought to be in violation by Mir. John-
son's predecessor and the FTC's economic staff.

I wonder whether Mr. Johnson agrees with his predecessor's position
on that.

He then defends the Allied-Great Scott merger in Detroit on the
grounds of a failing company defense. This is a novel and I daresay an
even perverse application of this doctrine. Allied Supermarkets, the
acquiring firm, is a large $900 million chain operating in many mar-
kets. According to Supermarket News, Allied, the acquiring company,
was having financial difficulties in its Detroit branch. Thus it was per-
mnitted by the FTC to acquire a healthy company, thereby making it
the largest factor in its Detroit market with an over-20-percent market
share.

Apparently the FTC felt that Allied must not be treated as are
small companies in such circumstances; namely. when they have finan-
cial difficulties, they shape up or lose the competitive battle.

Mr. Johnson gave a similar rationalization for the A. & P.-National
Tea merger. Neither company was failing. Evidently, when large firms
'et into financial difficulties in some part of their operations, they
should be permitted to bail themselves out by acquiring competitors,
even though it lessen competition.

As to the Winn-Dixie-Kimbell merger, Johnson says the staff did not
challenge it because Winn-Dixie and Kimbell allegedly were not po-
tential competitors. This, it seems to me, is the clearest departure from
past FTC merger policy. In the 1960's the FTC found National Tea
to have violated section 7 for making a number of similar acquisitions
totaling about $250 million. The largest acquisition was $50 million.

On the contrar, Kimbell was a $500 million acquisition, the largest
I believe in the history of mergers in food retailing. Obviously the
Commission is not enforcing the standards used in National Tea, which
was concerned with the cumulative effect of such mergers on national
concentration.

Finally, Johnson suggests that the FTC be given access to the Joint
Economic Committee data on a confidential basis so that the Bureau of
Economics can make an independent investigation. I am pleased he
made such a request because I was going to make a somewhat similar
suggestion.

I certainly agree with the idea of making these data available to
others for independent analysis, but why on a confidential basis and
why only to the FTC?

First, the FTC has shown a noted lack of interest in research in
this area. But, more importantly, why not make these data available
to all researchers?

There is a growing fetish in this town about corporate secrecy.
Whereas the Congress has done much in recent years through the
Freedom of Information Act to open up Government, there has been
a trend in the private sector toward less and less public knowledge
about corporations as they become larger and more conglomerated.
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The profits data in our study are now over 3 years old. Moreover,
most chains know how well their competition is doing in an area. These
data are private for these chains only because they happen to be large
chains operating in many cities. Were these small companies, as large
as one of the divisions of these chains, the data could be derived from
the public annual report of the company.

We thus have a double standard in dealing with so-called confiden-
tiality in this country when it comes to corporations. Large corpora-
tions, simply because they are large, are permitted to scream con-
fidentiality when any aspect of their operations is made public; whereas
this is a normal day occurrence on the part of small companies and
apparently without any harm to them.

So, I do not think any harm would be done to chains if these data
were made publicly available to other researchers. The price data
should, of course, be made public. It never should have been considered
confidential in the first place. The data consists of the price checks the
chains make of their competitors. Certainly there should be nothing
confidential about such information.

Thank you.
Representative LONG. Thank you, Mr. Mueller.
Mr. Johnson, in your critique of the Wisconsin study, you indicate

some uncertainty about it because you say other studies apparently
reached contrary conclusions.

What other studies are you speaking of? Are you speaking of the
study by three men from the Department of Agriculture?

Mr. JOHNsON. There are other studies that have identified with
other factors, such as the Department of Agriculture study indicat-
ing the importance of such factors as transportation. I know you
will hear testimony today, and would agree with it, that transporta-
tion alone cannot explain some of these observed relationships either,
because Baltimore and Washington have about the same transporta-
tion factors and yet their price levels differ.

So, it is clear that transportation cost differences cannot be used to
explain away the price/profit-market dominance relationship found
by the Wisconsin study.

I had in mind also some of the conclusions of the National Food
Marketing Commission in the 1960's. Again, J know you will hear
testimony today that just because this study differs from that study
conducted 10 years ago doesn't necessarily mean that the new study
is wrong. Indeed, economic trends may have changed in the 10-year
period.

I will agree that these earlier studies are based on far less compre-
hensive and discreet data. I think that the whole subject should be
thoroughly explored.

Representative LONG. You conclude, then, as most of the other
witnesses have-and no one has countered this-that insofar as any
studies of which you have knowledge or of the people who have
experience in this business, no one and no other study has approached
the Wisconsin study in terms of either the data coverage or the
scope?

Mr. JonNsoN. Yes; that is correct.



155

Representative LONG. On the FTC six-city study that you have
been undertaking, I gather from reading your prepared statement l
and from listening to you, AIr. Johnson, that the study was estab-
lished to test a suspicion that food chains are conspiring to set prices
collusively.

Then you go on and say that no such evidence was found. I conclude
from that comment that you are about to give up the six-city study in
its entirety for lack of that sort of evidence; is that correct?

Air. JoHNsoN. We have reviewed the documentary returns to the
subpenas and in terms of evidence of collusion, and by this I mean
not necessarily price but various ways in which competitors can col-
lude, the evidence is not promising.

I would not say categorically that we are going to recommend clos-
ing of that aspect of the investigation, but I will stand by my state-
ment; it is not promising.

Representative LONG. I went back and looked at the Federal Trade
Commission press release that was put out at the time the study was
commenced. Your statement here directly contradicts the public posi-
tion of your agency. The press statement says essentially nothing about
conspiracy or collusive setting of prices. Are you incorrect or has the
FTC misled us for 3 years?

The FTC investigation was intended, as I read the press release, as a
study similar to the Mueller-AMarion study. I want that release from
1974 inserted here in the hearing record.

[The press release follows:]

FEDERAL TRADE COMMISSION NEWS, JULY 1, 1974

FTC ANNOUNCES INVESTIGATION OF RETAIL FOOD PRICES

The Federal Trade Commission today announced that it is conducting an in-
dustrywide investigation into retail food prices. The investigation will examine
the relationships between market structure and concentration levels, on one
hand, and the amount of price competition and level of retail food prices, on the
other.

This investigation is part of the Commission's broad program involving com-
petition in the food industry. It will focus initially on a limited number of cities:
Atlanta, Denver, Detroit, Jersey City, Little Rock and Washington, D.C.

In its resolution directing the investigation and authorizing use of compulsory
process, the Commission said its purpose is "To investigate the status and condi-
tion throughout the United States and in the various parts thereof of competition
in the retail food store industry, including the degree of concentration in owner-
ship or operation of grocery stores; the relationship between the levels of con-
centration and retail food prices; and the existence of any and all anticompeti-
tive pricing practices, which may involve any violation of Section 5 of the Fed-
eral Trade Commission Act . . ., Section 7 of the Clayton Act . . ., or any other
statute administered by the Commission."

Pursuant to Commission policy the investigation will be nonpublic.
The Commission is making this announcement pursuant to the recent decision

to make the existence of industrywide investigations public. The Commission
takes no position as to whether violations of law exist.

Representative LONG. Now, I gather from you, if the press release
was correct, that the FTC has changed the purpose of the study?

Mr. JOHNSON. No; I don't think that is true. I listened to Mr. Scan-
lon's statement in that regard with interest. I think it might be inter-

' Mr. Johnson requested that his prepared statement not appear in the committee hearing
record.
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esting indeed if the committee did have access to the underlying memo-
randums at the time the study was conceived.

Representative LONG. I believe the days are long gone when Con-
gress will accept that sort of statement. Mr. Johnson.

Mr. JOHNsON. It is perfectly obvious from the authorizing resolu-
tion that the intent was to investigate for Violations of the antitrust
laws of any kind. The staff clearly understood from the outset that
they would be looking for illegal conduct, which to an antitrust
lawyer translates into collusion and other such forms of anticompeti-
tive conduct.

I will admit that in many respects the investigation has had a schizo-
phrenic form, because at the same time there was the economic ingre-
dient. There definitely was interest in exploring, as the AMueller-Marion
study has done, the possible correlation between price and concentra-
tion.

So that was an aspect, but it was a limited aspect by virtue of the
fact that the study would concentrate on only six cities.

Representative LONG. First, you said today that the study has "an
enforcement objective." Now, you say it had both that and an "eco-
nomic ingredient." Let's pursue this further. I direct your attention to
the first sentence of the official statement of the Federal Trade Com-
mission announcement. Your emphasis here is directly-I say di-
rectly-contradicted by this official FTC document. I suspect the
wording of the letter written by the Joint Economic Committee to
Messrs. Marion and Mueller is nearly the same as this release.

The statement says, "The FTC today announces it is conducting an
industrywide investigation into retail food prices. The investigation
will examine the relationship between market structure and concentra-
tion levels."

Mr. JOHNSON. That is correct. I would say that the investigation was
conducted, really, in two parts and that the two parts got separated.

The first part was the documentary subpena and the investigatory
hearings by the food chains. This was definitely a collusion investiga-
tion. At the same time, we anticipated the issuance of a questionnaire,
what we call a 6(b) report, that would have been directed to the ob-
taining of a tremendous amount of statistical data on prices, concen-
tration data, of course, would also be collected, but that is not that
difficult to gather.

The 6 (b) report issued in 1975, but was immediately the subject of
motions to quash by 15 of the 25 recipient companies. In the end that
6(b) report has not been issued, and one reason that it has not been
issued is that while that effort was frustrated by the food chains-
which would have involved the gathering of the price and profit
information you need to make the correlations that you refer to-
at the same time the other part of the investigation, the subpena
returns and the investigational hearings of the company officials,
was occurring.

Quite frankly, as I have indicated, the enforcement aspect that we
were concentrating on and the subpena returns and hearings has not
been promising. Therefore, to some extent, at least from an enforce-
ment point of view, this mooted the necessity of going out and collect-
ing the price and profit data.
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Now, it could be done. It could be done if you were going to conduct
a Mueller-Marion type study.

Representative LONG. But, your agency's press release said that
was exactly what it was going to do-in 1974. Now, you tell us because
the food chains refused to honor the subpenas that the FTC reoriented
this study, and then shut it down. The staff has given me a copy of the
hearings at which your predecessor was speaking of this exact same
thing. I have not gone back to review the wording of the instructions,
or agreement, by which the committee requested Mr. Marion and Mr.
Mueller to conduct the study. Your predecessor said the principal
focus of the six-city study was to determine the degree of concentra-
tion in grocery store ownership, and the relationship between levels
of concentration and retail food prices in various areas of the Nation.

Again, it seems that you have gone off on a tangent and really not
looked at what, basically your agency said you were going to do.

Mr. JOHNsONT. Congressman Long, I just simply cannot agree, and I
do invite the committee to look at the underlying memorandums. I
don't know how else anticompetitive conduct, illegal conduct, trans-
lates to an antitrust lawyer other than the subjects inquired into dur-
ing those hearings.

Representative LONG. You have indicated, as I think nearly every-
one has, that you would really like to see more statistics on this whole
thing. That raises a question in my mind as to why you just decided
on six cities, but we will let that go.

It seems to me that in your six-city study you have a vehicle by
which you could have pursued this-and you still can. If you expand
your six-city study to include, perhaps, 50 cities, and subpena all the
price and profit data that you need to conduct a detailed, thorough,
and complete industry investigation in this matter.

Mr. JOHNSON. Congressman Long, at that point, you are out of my
province. That would be a task for our bureau of economics, and, of
course, the Commission's concurrence in such a resource commitment.

What they would like to do is what I have indicated in my testimony;
namely, obtain access to the data that Mueller and Marion had and
critique it.

Representative LONG. We will take that matter up and go directly
to the Commission.

Mr. Mueller, during the period in which you were conducting this
study, the United States was undergoing some of the highest inflation
that it has undergone in the lifetime of most of us in this room.

I think that retail food prices played a very major part in that
inflation.

Do you think that the noncompetitive prices found in your study
were a significant factor in the inflation that occurred at that time?
And, is that really a classic example. or is it an example of cost-push
inflation which we hear so much talk about today?

Mrr. MUELLER. I believe them to be separate factors. That was not
the purpose of our study and we have not said nor do I believe that the
reason for the general increase in prices in the food industry during
that period was caused by the possession of market power, because
the inflation occurred in both competitive and noncompetitive markets.

96-514-77 11
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As far as our study was concerned, it was mainly a disrupting in-fluence. Most studies that have been done in other industries havefound that during such periods the statistical relationships becomeconfused or clouded by this sort of extraneous factor.
Representative LONG. Thank you.
Congresswoman Heckler.
Representative HECKLER. Mr. Johnson, in your prepared statementyou talk about the competence of some of the witnesses. You quote thestatement by Mr. Hammonds who concluded, "By every able measurefood retailing is a highly competitive industry and the consumers re-ceive the benefits of the competition."
Does that mean you are accepting the judgment of the spokesmanfor the Food Marketing Institute?
Mr. JOHNSON. It certainly does not mean that. I am delighted youasked that question because I want to take up the similar ques-tion Congressman Long raised earlier which indicated that I sub-scribed to the criticism of the study.
I don't mean that at all. All I wanted to indicate here is that we doseem to have a difference of opinion. We have two witnesses whosecredentials I can't criticize-their statements seem very expert-andthey say it's very competitive, and we have other witnesses who sayit is not.
I am merely pointing out that we have a dispute here.Representative HECKLER. It seems strange to me that you would ex-trapolate that particular statement-that food retailing is very com-petitive-which is in fact, the question that the study addresses.That statement at the very least is somewhat in doubt as a resultof the study. For you to validate the statement made by the industrywhile in your position strikes me as strange.
It seems on your part that you are prejudging the study.Mr. JOHNSON. No; I did not intend that at all. I am merely pointingout that we do have these industry criticisms and totally opposingconclusions. I don't subscribe to those views any more than I wouldsubscribe to Mr. Mueller's conclusions at this time until we have hada thorough look of the underlying data.
Representative HECKLER. May I ask why is it that the bureau ofeconomics did not evaluate this study?
Mr. JOHNSON. We, in fact, did send a letter to this committee sev-eral months ago asking to have an advance copy of the report andaccess to the data. Only recently have we received the report, and weunderstand that the committee will by a full vote have to determinewhether or not we can have access to the data.
That is exactly my point in making that offer; we would like to beable to evaluate the study.
Representative HECKLER. It is your request of the committee fromthe 'TC that this data be made available to you for further evalua-tion?
Mr. JOHNSON. Yes.
Representative HECKLER. In your prepared statement you refer tothe principal method employed in the six-city investigation whichhave been the subpena for documents.
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Several major chains resisted responding to these subpenas, neces-
sitating court enforcement.

Could you elaborate on that? How many chains resisted responding
to the subpenas? How many times did the FTC have to go to court
for subpenas enforcement in order to acquire the information needed?

Mr. JOHN-SON. That has been the subject of testimony at the hear-
ings that Congressman Long referred to earlier, the Select Commit-
tee on Nutrition and Human Needs. The statistics are set out there in
the testimony of my immediate predecessor on pages 169 and 170.

The subpenas were issued against 25 firms, 19 of the firms in-
dicated that they would cooperate as a consequence. After the Com-
mission denied the industry motions to quash these subpenas, two
other firms indicated they would provide the requested information.

That left four remaining recalcitrants who are, incidentally, very
large firms, Giant, Safeway, Lucky Stores, and Winn-Dixie.

So we brought enforcement actions against them in September of
1975. We did succeed in the district court in December of 1975, and
shortly thereafter the four companies did comply.

Representative HECKLER. What court was this, the district court in
Washington, D.C.?

Mr. JOHNSON. Yes.
Representative HECKLER. The study suggests that corporate growth,

which, of course, is not confined to the foods retailing industry, and I
don't consider corporate growth per se to be bad by any means, none-
theless, it has appeared on the American market scene and I
wondered-in terms of your Bureau of Competition monitoring of
corporate growth-what is your assessment of corporate growth in
terms of grocery stores or the financial impact of corporate growth
on consumers?

What is the FTC analysis of this, if any?
Mr. JOiiNSON. In my prepared statement I noted the projection by

the food chain study that chain store growth, in terms of overall con-
centration, will level off or decline, but that at the same time the
chains will tend to concentrate into the geographic areas that are
closest to their distribution points.

I havent any statistical data on this, but it is my observation, just
looking at the transactions that we -are seeing now in the food retailing
area, that those predictions are coming true. Many of these trans-
actions in fact that have been the subject of criticism here today,
where you get a National Tea pulling out of Chicago or a Great Scott.
or a Kroger; these do seem to represent market retrenchment by some
of the chains. They are pulling back into the cities where they are
strongest. So, concentration nationwide by the chains may not be
going up any more. Indeed, as I indicated. last year it was constant
and the study predicts it will go down. That may be the national
trend; but I think in particular urban markets the trend may still be
toward increased concentration.

Representative HECKLFR. What do you think has been the conse-
quence of the consent decree? What effects have they had?

Mr. JOHNSON. I would imagine they have had a very strong de-
terrent effect on market concentration. Chains have been obligated
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to come to the Federal Trade Commission in advance and seek ourexpressed approval before they can make acquisitions. I have nodoubt about this deterrent effect from looking at the downward trendin merger activity of the 20 largest chains; there is a casual relation-ship there. Of course, these consent decrees are now expiring.
Representative HECKLER. Nonetheless the share of the market hasincreased over the last-
Mr. JOHNSON. Up until last year, overall.
Representative HECKLER. Right. Do you feel at this point then thatfhe six-city study would have no validity unless it is expanded tocover at a minimum the scope of this particular committee report?
Mr. JOHNSON. I do feel, because of its obviously broader data base,that as an economic study, the Wisconsin study would be much morereliable. I am confident our Bureau of Economics would concur inthat assessment. Six cities alone would never have been a statistically

reliable basis for drawing legislative conclusions as to the concen-tration in food retailing.
Representative I-JECKLER. What assurance is there that the FTC willpursue the issues raised by this study with any more vigor than theyhave the six-city study, which seems to have been submerged frompublic view after its very promising start in terms of its pressrelease?
Mr. JOHNSON. The major policy implication that I find in Mr.Mueller's testimony, certainly, and in the testimony here this morning,has been the criticism of our merger enforcement, and I frankly amvery irritated by that.
I think if there is one thing that the Federal Trade Commission

has been preeminent in, one field in antitrust, it has been mergerenforcement.
We were outstanding in that area in the 1960's, and I think we aredoing an equally good job in the 1970's. I am prepared to defend everyone of those transactions.
Representative HECKLER. It seems to me our committee report

did not use the word "collusion." As I recall, very little time, if any,was spent on the question of parallel pricing. What is your judgment
on the effect of parallel pricing, how it comes about, how it is thatsuch a high percentage of items in a supermarket can be identically
priced with the items in the neighboring supermarket across the
street?

Mr. JOHNSON. We look at this, not just in the six cities study, butperiodically we examine a market, whether concentrated or uncon-
centrated, to check out these pricing trends. For one thing, you cancheck them out through the food ads in the daily newspapers, andyou see periods where prices do seem to be the same.

I don't know that you could draw the conclusion, just looking atthat data, that there is necessarily collusion. It might be an indica-tion of very healthy competition; the chain that would be inclined
to charge more is dropping its price to meet its competitor.

Let me say this: Congressman Long asked earlier about the views
ef my predecessor and what was in our minds when we started thesix-city survey. He referred to the McGovern committee testimony,
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and, having answered your earlier question, I see exactly what I
wanted to note here. This was at page 170 of that transcript, where
my predecessor indicated that the companies had been advised
that the Bureau of Competition was concerned with, among other
things, possible conspiracies and combinations in the procuring and
selling of food products to the consumer, predatory pricing directed
against small retailers and food discounters, market divisions and
allocations, mergers, and other possible illegal integration and im.-
plementation of barriers to new competition.

This is exactly the type of illegal conduct which I indicated we had
in mind from the outset of that investigation.

Representative HECKLER. Mr. Johnson, if the committee voted to
supply the data to the Economics Bureau at the FTC, what would be
a reasonable time in which to expect them to respond or to comment
on the information they have received?

Mr. JOHNSON. I really should defer to Mr. Folsom from our Bureau
of Economics.

Mr. FOLSOM. The major factor would be the amount of additional
information which we had to request from the chains and the extent
to which they cooperated with us in this endeavor.

If the chains chose to fight any 6(b) request or subpena that
requested additional information, as this committee is aware from
its own experience, it could be a substantial period of time before
we could obtain the information.

I would suggest that within 8 months or so after obtaining the
information, we could complete the study. I am assuming that we
would assign a couple of people to it in order to do that.

I am also assuming that Mr. Mueller would be willing to furnish
us his voluminous computer tapes, if he has material on tape to
expedite the work. I think it took roughly 2 years for Mr. Mueller
to complete their study.

Representative HECKLER. Mr. Johnson, as you heard earlier, has
requested that the JEC supply the FTC with the data we have
and allow the FTC and especially the Bureau of Economics to do
its own independent evaluation, thereby expanding the six-city study.

What would your opinion be? Would you endorse an effort by
the JEC to call on the FTC to do this evaluation and expand the
six-city study?

Mr. FOLSOM. I really look upon those as two different things. I urge
this committee, as Mr. Johnson does, to obtain the underlying
memorandums which recommended to the Commission the six-city
investigation. I believe the Bureau of Economics stands tainted as
long as there is the implication that we believe that the six cities
were adequate to perform an economic study and reach general
statistical conclusions of any validity about the relationship between
concentration, entry barriers, et cetera, and market performance.

So, I really am not thinking of the analysis of the data as an ex-
pansion of the six-city investigation. I do not believe that the data
we were able to acquire for the six-city investigation would add
much, if anything, to the data which has already been collected by
this committee, particularly since several of the larger chains still
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have not responded to our 6(b) request and we would basically go
through the same routine that the committee has gone through in
'iollecting that data.

I must admit as an economist my mouth waters somewhat at
the idea of having access to the type of data to which Mr. Mueller
and his team had access in performing their analysis.

Representative HECKLER. Thank you.
Representative LONG. Thank you.
Congressman Brown.
Representative BROWN of Ohio. Thank you.
Mr. Johnson, I may have to leave you abruptly because of legis-

lation on the floor of the House, which I will have to handle.
First, I would like to make an observation. Obviously, food along

with clothing and shelter are the major items of expenditure for
everybody in our society, particularly those people with lower in-
comes. There is a need for us to be concerned about it as a political
matter as well as an economic matter.

I have the feeling that it's because it's a major portion of the
average budget and because it has experienced rather sharp inflation
over the last few years-in particular, the period of time covered
by data used in the Mueller-Marion study-that we are looking for
somebody that we can pillory with reference to the whole problem
of that rather significant increase in food prices after years and
years of food costs to the average citizen going down as a portion
of their total budget.

Now, I would like to ask some direct questions with reference
in your judgment as a member of the Federal Trade Commission
about the food marketing industry. If you were looking at the degree
,of current concentration in the food retailing area-nationally, re-
gionally, locally-as compared to other industries in our society,
would you say that it is a highly concentrated industry, highly
monopolistic industry?

There is no industry that is directly analogous to food market-
ing, but let's say steel, autos, communications, soft goods retailing,lumber, -and oil. Do you have any list at the Federal Trade Com-
mission to indicate the monopoly tests of the food marketing industry?

Mr. JOHNSON. Congressman Brown, let me say preliminarily that
I concur in your assessment of our targeted areas. In our enforcement
programs right now, we definitely look for consumer impact indus-
tries, industries whose products constitute a large share of the con-
sumers' budget and which do seem to be exhibiting inflationary
tendencies.

It is not coincidental that we have major programs in energy
and food and health care. When you take a look at the food area in
particular, I think your comment is again well taken-we 'do have
to look there for logical targets for enforcement, though not com-
panies to pillorize.

Some interesting correlations can be made. I refer in my prepared
statement here this morning to the fact that profits in food manufac-
turing are considerably higher at the present time than profits in
rood retailing.

So I think many of these economic factors have to be weighed.
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Representative BROWN of Ohio. But profits in manufacturing are
generally higher than those in retailing, whether it's foods, soft
goods, or anything else; isn't that true?

Mr. JOHNSON. That is probably true; yes.
Representative BROWN of Ohio. So my question is, considering

just retailing areas, is food marketing a highly concentrated indus-
try or is it not a highly concentrated industry?

Mr. JOHNSON. It is difficult to make a comparison with, say, steel or
autos, because on a nationwide basis the answer is fairly apparent-
food wouldn't be as concentrated. But, as all the witnesses here have
indicated, the correct frame of reference is the local market, the metro-
politan market, and there, as Mr. Mueller has indicated, the concentra-
tion figures are all over the map.

They range from some metropolitan areas where there clearly is not
a high degree of concentration. to Washington, D.C., where food
retailing is one of the most highly concentrated markets for any
product anywhere.

So, if you recognize that the local market is the relevant market for
food retailing. I guess the answer is yes and no, sonie food markets like
Washington, D.C., are more concentrated than the industries you have
listed, and some are less.

Representative BROWN of Ohio. There is a wide variety of patterns,
compared to some other industries, some more concentrated, and some
other industries less concentrated?

Mr. JOHNSON. Yes.
Representative BROWN of Ohio. I am trying to get at your target

for study. You have already indicated the total proportion of the con-
sumer's bill, the cost-price index are a part of your consideration.

Let's look at a couple of other things. What about barriers to entry?
Do you have any studies that indicate the existence of barriers to
entry in the food market industry being higher, or more difficult to
overcome than the barriers to entry in other industries?

Mr. JOHNSON. We study barriers to entry whenever we analyze a
merger for possible enforcement. I know this committee has received
testimony from industry witnesses that barriers are not high in food
retailing. That is rebutted and contested in the Mueller-Marion study.

I think it is an area open to debate, but we do look at that.
Representative BROWN of Ohio. Are they higher or lower than in the

food processing industries, the manufacturing industry?
Mr. JOHNSON. Generally speaking, in most area markets I would

think the barriers would be lower in food retailing than in food
manufacturing.

Representative BROWN of Ohio. Let me ask you about a couple of
other areas, about kinds of concentration and the kinds of things I
would think the FTC should look at.

What about profits?
Mr. JOHNSON. Certainly.
Representative BROWN of Ohio. What do you mean, certainly? How

do profits relate to other industries?
Mr. JoHNsoN-. The only comparison I have made in my prepared

statement was to food manufacturers. We do periodically make studies.
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Our Bureau of Economics comes out with quarterly statistics in manyindustries. Perhaps I could defer to Mr. Folsom on that.
Mr. FOLSO31. Food retailing has been less profitable than food manu-facturing, which has been less profitable than all manufacturing forthe last several years. I am not certain that one should draw generaliza-tions from those isolated statistics because food retailing is a quite dif-ferent activity from food manufacturing.
Representative BROWN of Ohio. What about other areas of retailing?Mr. FOLsomx. I am not really familiar with other areas of retailing.We do put out statistics on retailing in general.
Representative BROWN of Ohio. Could you look at the statisticalinformation available from the FTC and give use some answers in theareas I have asked questions about?
One is the nature of competition in the industry. Is it less static ormore static that in other industries?
Mr. JOHNSON. There has been a fair amount of dynamism. I haveread the testimony of the Food Marketing Institute on the first day ofhearings where they have what they refer to as churning.
Certain of the mnajor chains have been withdrawing or changingtheir relativ e positions in particular markets, so there is that indicationof competition in food retailing.
Representative BROWN of Ohio. My time is going rapidly and I wantyou to include whatever information you can send us with referenceto this industry and its relationship to other industries, anything elsewhich you consider to be typical of evidence of either monopoly, con-centration, or the other things that are considered no no's by theFederal Trade Commission in the industrial picture.
Is the cooperation with the Federal Trade Commission providingdata from the food marketing industry better or worse than thecooperation you have received in other areas of the private sectorwhere you try to get information?
I gather nobody cooperates too much.
Mr. JOHNsON. That is what I was going to say.
Representative BROWN of Ohio. Nobody rushes in and says, here issome evidence you might want to use against us?
Mr. JOHNSON. We have very few instances of that. It is hard to gen-eralize. The petroleum industry fights Commission requests for docu-ments about as automatically as do food chains.
Representative BROWN of Ohio. Have the food companies beencooperative?
Mr. JOHNSON. Not particularly. Regarding subpenas in this particu-lar industry I gave the statistics earlier. Six out of twentv-five resistedthe original subpenas. We ultimately had to go to court against four.Representative BROWN of Ohio. What would be the average in otherindustries when you use subpenas? I wonder if you could look that upand tell us how many subpenas you have used in the various industriesover the last few years?
Does anybody keep a record of that in the Federal TradeCommission?
Mr. JOHNSON. We would have data on the number of motions toquash subpenas that are filed with the Commission. Such a study couldbe done.
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Representative BROWN of Ohio. If you don't have the information I
don't want to put you to the additional test of making a separate study.
But if you have the information readily available, it might be helpful
to this committee.

Finally, an economic question: What kind of companies would
normally handle a very high rate of inflation with the most ease?

Would you assume that large companies or market leaders would
handle a high rate of inflation most easily or would it be the small
competitors in a field?

Mr. JOHNsON. Congressman Brown, you are really outside my area
of expertise. I am simply conjecturing, it really depends upon the
market forces.

Representative BROWN of Ohio. What concerns me about this study
by Mueller and Marion is that it was made at a peculiar time in the
history of food retail prices, and that was when those prices
were going up very rapidly. It occurred to me that, as a small business-
man in the newspaper field, when prices in my industry go up, it's the
major operators, the big people, who handle inflation most easily. They
can absorb the expansion in inventory costs, for instance, which a little
company frequently cannot. They can handle changes in market prac-
tices such as increased credit requirements or changing sales patterns,
for instance. I am a little concerned about a study-and I am really
not sure what it means, or what it infers about the Wisconsin study-
made during a time of the sharpest inflation we have ever had his-
torically, with the possible exception of 1921, 1 suppose. And when you
use that period as the base for your study, you may be getting some
very peculiar movements within a market situation. I gather you feel
that you are not prepared to comment on that?

Mr. JOHNsON. That is not within my competence.
Representative BROWN of Ohio. Thank you, very much.
Representative HECKLER. Senator Javits.
Senator JAVITS. Thank you, very much, Congresswoman Heckler.
I have read with great interest about the study and the controversy

with respect to the study. I believe controversy is healthy, but I prefer
to be oriented with it before I ask any questions.

Representative HECKLER. Thank you very much, gentlemen.
I would like to call now Mr. Robert Aders, president of the Food

Marketing Institute, and Mr. Mark Silbergeld, acting director of
the Consumers Union.

Since it seems apparent that the members of the committee will have
to go to the floor for a vote, I will request of the two witnesses that you
summarize your prepared statements, if you can, in 10 minutes. We
invite you to submit your prepared statements for the record.

Mr. Aders, would you please proceed.

STATEMENT OF ROBERT 0. ADERS, PRESIDENT, FOOD MARKETING
INSTITUTE

Mr. ADBRs. Thank you, Congresswoman Heckler.
I am pleased with the opportunity to appear before you and this

committee today as a representative of American food retailers and
wholesalers.
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I concur with Mr. Hammonds' statement last week that the report
is without merit. It represents an unwarranted attack on a responsible
sector of the American economy and does not deserve your further
consideration.

I have spent most of my adult life working in the grocery business,
and from my experience I can say that the conclusions reached in this
report are specious and misleading. I say that it is irresponsible to
suggest that grocers could overcharge their customers by more than
total industry profits, and to say there is no competition in the grocery
business is like saying there is no politics in Washington.

In my experience in the grocery business, I can assure you that eco-
nomic theories have absolutely nothing to do with the price a grocer
puts on his merchandise. I am not a professional economist. You have
heard from a group of them, and I would not dare to extend what they
have said.

I am concerned about the implications of earlier testimony that for
some reason the testimony of some economists may be tainted because it
is paid for. I admit that Tim Hammonds is paid and well paid, but I
do not admit that affects his professional competency or his honesty in
any way. I also think we should comment about Mr. Goldberg. There
has been much confusion about who he is here on behalf of. My re-
search indicates that he was hired or asked to serve by the committee
in 1974 or 1975, and I was surprised by the assertion that he was a food
industry witness.

Representative LONG. If the gentleman will yield, regarding the
status of Mr. Goldberg: Representatives of your industry requested,
in the presence of six members of the committee and staff, that Mr.
Goldberg, a noneconomist, testify here before this committee. As I
said in the course of my remarks, "At the request of the industry, Mr.
Goldberg was invited." I think if you will check the record, Mr.
Aders, you will find that is the case.

Mr. ADERS. Thank you. I did not want the record to show the impli-
cation that he was on our staff, which was not the case.

I would like to speak to some of the subjects treated by the report.
My observation from living with the industry, from being in it for

years, is that it is one of the most competitive industries that I am aware
of. The dynamics of the industry are illustrated by the ability of new
forms of competition and growth. Convenience stores. for example, in-
creased their share of sales by 16.5 percent in 1975. The independents
continue to grow faster than the chains, and the larger firms tend to
remain stable or to reduce in market share.

A study by the USDA over a period of 10 years from 1963 to 1972
shows that the market share of independents was up about 8.5 percent,
local or regional chains by only 3 percent, and top 20 chains down 20
percent.

Now it has been argued before this committee that much of the data
is distorted bv the so-called abnormal profit results of A. & P. I submit
to you that there is always some sort of change going on in this busi-
ness. There are always competitors growing and receding, becoming
successful and failing, and the typical competitive problems that come
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into this industry should not be thrown out as if they were aberrations.
They are not.

The report implies that food retailers enjoy some kind of a shared
monopoly. I might say that the test that the economists tend to use
seems to have a way of fitting the data you have been listening to.

The four classic tests of competitiveness that I have been told are
applied, and we have heard some of them today: First, ease of entry;
second, the upward mobility of competitors, the ability of competitors
to grow within a competitive framework; third, whether or not the
industry has normal or abnormal profits; and fourth, the products and
services are essentially similar and the consumers have a freedom of
choice. These are tests that can be put to the industry, and I think the
industry shows its competitiveness by these tests.

For example, there is a striking illustration on the ease of entry
point contained in Chain Store Age in 1972 which listed 300 firms that
were unknown in 1962, 10 years earlier. This means that nearly 25 per-
cent of all firms operating four or more stores in 1972 were new-
comers.

Second, upward mobility. The No. 10 chain in this country wasn't
even among the top 50 chains 20 years ago. There are several growth
stories in this industry that are just fantastic. There is also what yolt
have all heard referred to as the churning of market shares. I guess
the ultimate demonstration of this is that in 17 of the 20 largest
markets, different firms held the top four positions in 1972 than they
did in 1967, only 5 years.

A good example of market turbulence is that National Tea Co. None
of us takes pleasure in the failure or lack of success of individual com-
panies, but I feel it is necessary for me to point that out here for the
record. That firm, National Tea was used by Professor Mueller when
he was director of the Bureau of Economics at the Federal Trade Com-
mission in 1965 as proof as to how a company with an entrenched
market position can maintain a high profit level.

He pointed to National Tea's position in Chicago, Detroit, and
Denver as supporting this contention. Today, a little more than 10
years later, National Tea is not even present in any of these markets,
except as a merged partner.

Third, let's test the profits of the industry. Historically they are less
than 1 percent of sales, the return on equity according to the latest
Forbes magazine ranks us 27 out of a class of 30. Certainly numbers
like this show no evidence of profiteering and, in fact, the profitability.
of the industry is relatively low.

The fourth characteristic of competition, the ability of consumers
to change loyalty on the basis of price and service, is easily demon-
strated by this business. 11We are fully aware of how the customers
watch prices. I understand that economists cite price advertising as
one of the most useful sources of information to consumers and a major
characteristic of a competitive industry.

All of us who read the newspapers don't need to be told the nature
of price competition in those weekly newspaper ads. Food shoppers
can see that competition very clearly.

The competitive climate is so intense that food retailers fear the loss
of customers if there are even minor variations from the lowest price
charged for key items in a market area.
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Further on competition, the press gets into this, too, I quote from the
Wall Street Journal July 1976, under a headline, "Consumers Get a
Break. The article stated:

Some of the tougest but most reluctant lawyers around these days are doing
battle in the Nation's supermarkets. Dozens of price-cutting wars have broken
out in the past year or so.

The article goes on to say:
Price wars have ravaged the industry just when it seemed to be emerging

from an era of depressed profit margins.
That is just one of many press reports of that kind. The public

sees it in the press every day. The Wall Street bankers and security
analysts are worried about it. They tell our retailers who have dif-
ficulty securing capital for new technology, for improvements, that
they are too competitive.

Bankruptcies, price wars, the opinions of security analysts, all
evidence to me that food retailing is, indeed, intensely competitive.

Now with your permission, I would like to insert into the record a
number of items which I think will be of interest to you, some com-
parative performance data comparing this industry and the national
economy.

The first item is that the percentage of disposable income Americans
spend for food, especially food purchased in retail stores for use
at home, has declined steadily since 1930. It is now resting at about
13 percent of disposable income.

The second goes to a question often raised in this business: What
about the farmers' share of the retail dollar? It is about 40 percent,
and it has remained at about that level for the last 50 years.

The third item compares food expenditures per person with govern-
ment expenditures per person. This is an interesting statistic because
it shows on a relative basis what has happened to this Nation's allo-
cation of resources. In 1950 we spent $4 for government for every $3
for food. Today, it is triple.

In your request for me to appear before this committee, you asked
that I comment on the implications which this report might hold for
public policy, especially the policy of the Federal Trade Commis-
sion. We reject the conclusions of the report. We expect it will have
no implications for public policy or no public policy based on the
documents which coul d serve the public interest.

I would like to take the remainder of the time allocated to me to
turn to a positive setting and address what I think may be one of the
key issues that this committee was getting at when the hearings were
convened, what the consumers, the food industry and you must be very
interested in and that is what can we do to improve the efficiency of
food production and distribution?

The consumers of this country have every right to be concerned and
so do we in the business and so do you. As the purchasing agent for
the consumer, we work daily to stay in business. As business managers
we only survive by serving the customer in a competitive and efficient
manner. They feel, the consumers, as you must feel, that any artifi-
cial or extra costs in the food system should be eliminated, whatever
the source.

We in the food business are alwavs concerned about waste. If we
are going to continue to pay our employees, remain competitive, and
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even stay in business, there is no room for waste. We are concerned
about everything done in this country that increases the cost of the

food we sell and the efficiency with which we are able to perform.
We all know the cost of food is a function of supply and demand.

On the supply side, agricultural policy, weather, shortages, worldwide
demand, import-export policy, and many other factors come to bear.

Demand is affected by disposable income, import-export policy, Gov-
ernment purchasing patterns, consumer attitudes, and many other
factors.

We feel that Government activities that bear upon any of these com-
ponents need the input of consumers and they need the input of food
retailers.

Let me cite two examples of productivity opportunities that now

are available to us: One is in the area of backhauls where empty trucks
go along the highway returning from a store delivery, hauling nothing
but air. This is the result of regulations or interpretations of regula-
tions of the ICC. and the FTC.

Second, technological improvements; an example, the automated
cash register system. It is threatened by various legislative proposals
that would substantially reduce cost savings or even add costs.

We need a national policy to encourage interindustgy approaches to

solving these and other kinds of total systems productivity problems.
We have the work of the Productivity Commission Council on Wage
and the Price Stability Commission. We think they should have addi-
tional congressional support.

We support any research designed to improve total systems produc-

tivity. We are concerned about energy availability. WVe think it is of

vital interest to the consumer that the food system be kept open and

enough energy be provided to the farmer and distributor to assure

a continuing supply of food at reasonable prices.
I hope these comments have been of assistance to the committee. I am

proud of the industry that I have just come to serve. I am proud of its

desire to improve.
We are anxious to work with you or any other group that shares our

concern for improving the system, a food system that I think is the

finest in the world, because it is governed from start to finish by stiff

competition.
Congresswoman Heckler. I had asked Congressman Long whether

we could extend the remarks of Mr. Hammouds. And I now submit

those remarks for the appendix to the hearing record and describe

briefly what Mr. Hammonds has said.
With your permission I would like to do that.
Representative HECKLER. So granted.
Mr. ADERS. Mr. Hammonds. in response to a question last week, did

more homework in one respect. You said it was obviously easier to

criticize Mueller-Marion than to produce one and he said, yes, that is

correct, and lie attempted to find some data that might be of use to the

committee on a comparative basis. He has prepared a table which

shows the concentration ratios taken from the grocery distribution

guide, and then a Bureau of Labor Statistics publication, "Urban

Family Budgets and Comparative Indexes." Based upon those budgets

he tried to compare concentration ratios and family expenditures for

food.
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The table shows that New York, the highest food cost city, and Dal-
las as the lowest cost city, had a 74 concentration ratio, almost double
that of the highest cost. and so on through the report.

Consider, if you will, Boston and Washington, both of them roughly
comparable in food costs, food costs in Washington no higher than
Boston, even though the concentration ratio here is almost double.

The conclusion he reaches is: There is no relationship or negative re-
lationship with this group of data.

Representative HECKLER. Of course, it was precisely because of the
marked inadequacy of this sort of data used by Mr. Hammonds that
necessitated the Wisconsin analysis. You can hardly expect the com-
mittee to give any credence to a paper pieced together in the fashion
you've described. You are seeking to make conclusions which are
completely without foundation in the data you used.

Mr. ADERS. Mr. Hammonds, in conclusion, has submitted to you a
report which I would like to be made a part of the appendix to the
hearing record as well. It is a critique of the Wisconsin study by Daniel
I. Padberg of the Economics Department at the University of Illinois.

Mr. Padberg was retained by us to do this critique after last week's
session. We retained him, because he was author of the Food Marketing
Commission study on prices and concentration for which he won the
1975 American Agricultural Economic Association Annual Quality of
Research Award. He is extremely familiar with the literature and his
comments are very brief:

Despite the importance of the questions and the presentation of interesting
data and some clever methodology. I judge the study to have some fundamental
errors in analysis as well as a brash and premature rush to conclusions and rec-
ommendations. The study has a tendency to assume market structure alone de-
termines profits and prices. Models of analysis which exclude important determin-
ing variables produce biased results and invite erroneous inferences and con-
clusions.

Finally he said:
I think that monopoly overcharge is a complete hoax. I noticed it was reported

in my local newspaper and that is its main purpose. I can't imagine an economist
taking it very seriously.

Representative HECKLER. I would like to have that whole statement
inserted in the appendix to the hearing record.

Mr. ADERS. Thank you. That concludes my prepared remarks.
Representative HECKLER. Thank you.
[The prepared statement of Mr. Aders follows:]

PREPARED STATEMENT OF ROBERT O. ADERS

Thank you, Mr. Chairman. I am pleased at this opportunity to appear before
,you and this Committee today as a representative of America's food retailers
-and wholesalers, and to speak also for the two million people we employ and
-on behalf of the over 200 million consumers we serve.

You have asked that I comment on the study prepared for the use of this
'Committee by the Food Systems Research Group-a part of the North Central
-Regional Research Project on the Organizations and Control of the U.S. Food
System. Mr. Chairman, Committee members, I concur with Mr. Hammonds'
4tatement made during his testimony last week-that the Research Group Report

is without merit, represents an unwarranted attack on a responsible sector of
the American economy, and does not deserve your further consideration.
. I have spent most of my adult life working in the grocery business. From my
experience, I say that the conclusions reached in this report are specious and
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misleading. It's irresponsible to suggest that grocers could overcharge their

customers by more than total industry profits. And to say there's no competition

in the grocery business is like saying there's no politics in Washington.
From my experience in the grocery business, I understand the competitive

pressure cooker retailers face every working day. I can assure you that four
firm concentration ratios or relative firm-market share, whatever they are, have

absolutely nothing to do with the price a grocer puts on his merchandise.
I am not a professional economist. The study under consideration by this

Committee is an economists' report. Last week, this Committee heard from a

group of distinguished economists as to their opinions on that report. Mr. Tim-

othy Hammonds of our staff, Mr. Ray Goldberg of Harvard, Mr. Thomas Spor-

leder of Texas A & M and Mr. Kenneth Farrell of the U.S. Department of Agri-

culture, are all economists with the expertise necessary to help this Committee
evaluate the usefulness of this report.

I can add little to the criticism of these respected economists:
AMr. Goldberg raised serious questions about the report. His charge that the

authors have jumped to conclusions with insufficient and/or unrelated data is

a serious indictment-
Likewise, Mr. Farrell's testimony revealed that the conclusions reached can

not be supported by the data analyzed by the authors.
The report's numerous and glaring flaws and omissions of available, relevant

material were pointed out in detail by Mr. Hammonds, and he was supported by
Mr. Sporleder.

Contrary to what this report attempts to portray, food retailing is widely
recognized as one of the most competitive industries in the nation.

From the national standpoint, food chains (classified by government as firms

operating eleven or more stores) represent less than 50 percent of total U.S.
food store sales; independent retailers including those affiliated with cooperative
and voluntary groups account for more than half of food retail industry volume.
Independents, particularly those affiliated with voluntaries and co-ops, are the

fastest growing segment of food retailing, reflecting largely the dramatic and

constant growth of small 4-10 store operators. The dynamics of the industry
are further illustrated by the success of new forms of competitive rivalry such

as convenience stores, whose sales increased more than 16.5 percent in 1975. For

independent stores, the increase was 9.4 percent and for chains, 9.0 percent. The

national share of food store sales of the largest firms in the industry has remained
relatively stable during the period 1967-1972.

In another study, the U.S. Department of Agriculture traced trends in market
shares by type of business for the period of 1963 to 1972. The USDA found the
share of market held by independents up 8.5 percent, the share held by local or

regional chains up 3 percent, and the market share held by the top 20 chains down
20 percent.

I might add that the argument that this lack of growth of the larger chains

has been attributable to the problems faced by A&P is irrelevant. In fact, A&P's
performance problems, rather than being an aberration, are characteristic of the

turbulence always present in the food retailing business. The problems of A&P

during the recent past were similar to problems borne by other chains in other
periods-for example, Safeway in the mid-50's. To eliminate the typical competi-
tive problems of particular food retailers as atypical-which the Research Group
Report does-is to ignore the basic characteristics of the industry. And to dis-
count the years 1970-1974 as a period of "unusual" circumstances producing
abnormally low profits is equally inappropriate.

The impact of food retail competition is even more direct at the local market
level. We do not accept the theory that a mere counting of firms active in a market
is any indication of the competitive nature of local markets. Even if we accepted

the notion that local market concentration is somehow relevant, as Mr. Ham-
monds pointed out earlier there has been no significant increase in concentration
in the 200 largest metropolitan areas since 1958.

The report claims food retailers enjoy some kind of "shared monopoly." I
believe that is sheer fantasy. My personal experience tells me it's wrong and the
facts do not support it.

Mr. Chairman, by every accepted measure, food retailing in this country meets
the criteria for an extremely competitive business. Basically, those criteria are
that:

1. Entry into the market is relatively easy.
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2. Upward mobility is possible for the small seller. The relative market posi-tions of sellers will change over time.
3. Industry earns normal profits over a long run-that is, no more profit thanis necessary to cover the opportunity costs of capital and the entrepreneur'stime and to offset business risks.
4. Products and services offered by competitors are essentially similar so con-sumers can and do change their loyalties on the basis of price and how theirneeds are serviced.
I ask that these tests be put to the food retailing industry.
First, ease of entry into food retailing is widely understood; this conditionhas been noted by the Federal Trade Commission in its only contested mergerdecision involving the industry. Moreover, even the Research Group Report iscognizant of the ability of small firms to enter and thrive through associationwith cooperative and voluntary groups. A striking illustration of this aspectof industry competition appears in a 1972 tabulation prepared by Chain StoreAge, which lists more than 300 firms then operating four or more stores whichwere "unknown" as of 1962. Even in the unlikely event that the 300 figure repre-sents a complete inventory, it would mean that nearly 25 percent of all firmsoperating four or more stores in 1972 were either not in existence or did notoperate as many as two stores 10 years earlier.
Second, upward mobility is common in this business. Consider this fact: The10th largest food retailing company in the nation today wasn't even amongthe top 50 companies 20 years ago. One of the more serious omissions of the studybefore you, as Mr. Hammonds pointed out last week, is the failure to considerwhat economists call churning of market shares. In other words, the top com-panies today often aren't the same companies that held the largest market shareseven five years earlier. In 17 of the 20 largest markets, different firms held thetop four positions in 1972 than in 1967.
One of the most interesting examples of market turbulence is that presentedby National Tea Company. That firm was used by Professor Mueller, a principalauthor of the Research Group Report, then Director of the Bureau of Economicsat FTC, in 1965 as laboratory proof of how an "entrenched" market position canbe maintained with a high profit level. Professor Mueller then pointed to NationalTea's position in Chicago, Detroit, and Denver as supporting his contention.Today, a little more than a decade later, National Tea is not even present in anyof these markets.
Third, profits historically have averaged less than a penny on a dollar aftertaxes as a percentage of sales. As return on a shareowner's equity, according tothe latest Forbes Magazine study, food retailing profits rank 27th out of 30major industries. Surely, numbers like these show no evidence of more thannormal profitability. On the contrary, the profitability of our industry has beenrelatively low.
A fourth characteristic of competition-the ability of consumers to changeloyalties on the basis of price and service-is easily demonstrated by the foodretailing business. We are fully aware of how carefully our customers watchprices.
Economists, I understand, usually cite price advertising as one of the mostuseful sources of information to consumers and a major characteristic of a com-petitive industry. I don't think any business uses more price specific advertisingthan the food retailing business. Food shoppers see the competitiveness of thefood retailing business every week in the advertisements that competing firmsplace in local newspapers. The competitive climate is so Intensive that food re-tailers fear loss of customers if there are even minor variations from the lowestprice charged for key items in a market area.
And we are fully aware of the consumers desire to shop where the servicemeets their specific needs. Food retailers continually strive to improve service,not only for the customer, but also to gain that fine competitive edge.As a grocer, I know this business is as competitive as any could be. Evidenceof competition is everywhere and often reported in the press.I'd like to quote from the Wall Street Journal of July 19, 1976. Undera headline entitled "Consumers Get a Break," it said "Some of the toughestbut most reluctant warriors around these days are doing battle in the nation'ssupermarkets. Dozens of price-cutting wars have broken out in the past yearor so." And the article goes on to say ". . . and price wars have ravaged the in-dustry just when it seemed to be emerging from an ear of depressed profitmargins."
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That's just one of hundreds of press reports that have appeared over the years
about price competition in food retailing. The intensive struggle for the con-
sumer's food dollar continues throughout the country today. The public sees that
struggle and the food retailers know it as a way of life.

I might also relate what a panel of Wall Street bankers and securities analysts
said last year about competition in the food retailing business.

A group of food editors, in a briefing on The Capital Crisis, was told by the
analysts that food retailers find difficulty in securing capital for new technology
and improvements largely because they were "too competitive." Competing firms
sell at prices so low they do not earn consistent returns high enough to attract
investors, according to the analysts.

Bankruptcies, price wars, the opinion of security analysts . . . All evidence
that food retailing is indeed intensely competitive.

At this time, Mr. Chairman, with your permission, I would like to insert into
the record several attachments to my testimony that summarize some important
data on the performance of the food business in the national economy.

We are proud of the performance of our industry. The first table shows that
the percentage of disposable income that Americans spend for food-especially
food purchased in retail stores for use at home-has declined steadily since 1930.
This is evidence of outstanding performance of our industry.

The second table shows the stability in the farmer's share of the retail food
dollar from 1960 on. In fact, the farmer's share of the food dollar has not changed
appreciably since the 1920's showing consistent efficiency throughout the food
system.

The third table compares food expenditures per person with expenditures for
government services per person. Our citizens now spend three times as much for
government as they do for food.

Table 4 shows the same in a slightly different perspective.
The final table gives an indication of how much of disposable income Ameri-

cans spend for food compared with citizens of some other nations. Clearly Amer-
icans are the most efficiently fed in the world. We realize that these figures give
little solace to the shopper trying to make ends meet on a tight budget. Still, they
say something about the performance of this important sector of the American
economy.

In your request for me to appear before this Committee, Mr. Chairman, you
asked me to comment on implications which the results of this report might hold
for public policy-especially the policy of the Federal Trade Commission.

The By-Laws of Food Marketing Institute-composed of small and large food
retailers and wholesalers-states: "Food Marketing Institute is dedicated to the
principles of free enterprise, vigorous competition, and the economic health of
the entire food industry." I emphasize "free enterprise" and "vigorous compe-
tition." The food distributors in this country believe wholeheartedly that the
free marketplace is the best regulator. And, we also believe in the vigorous
enforcement of the antitrust laws.

But most importantly, we reject the conclusions of the Research Group report.
We expect that it will have no implications for public policy, for no policy based
on that document could serve the public interest.

Now, Mr. Chairman, I would like to take the remainder of the time allotted
me to address what seems to me to be a key issue before the Committee, the
consumers of this country and the food industry.

What can we do to improve the efficiency of food production and distribution
in this country.

The consumers of this country have every right to be concerned and so do
those in the food retail business. As buying agents for the consumers, food re-
tailers work continually to stay in business. As business managers, they can sur-
vive only by serving the customer in a competitive and efficient manner.

Mr. Chairman, through our role as interface between the entire food system
and the consumer, we in the food retailing business have found that we are a
kind of lightning rod for the entire food system. Our customers express their
needs to us because they count on us. Like practically everyone in the food busi-
ness, sometimes we get blamed for conditions over which we have no influence.
But overall, our consumer surveys generally demonstrate that people don't put
the major blame on us for high prices. Nearly three out of four shoppers, how-
ever, are inclined to blame somebody for increased food prices. Some blame gov-
ernment, others blame food wholesalers or food manufacturers or labor unions.
But everyone, I am sure, would like to improve the system and agrees that any
artificial or extra costs in the food system should be eliminated whatever their
source.

96-514-77-12
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Those of us in the food business are always concerned about waste. If a food
retailer is to continue paying employees and serving customers, to remain com-
petitive, to stay in business-then there is little room for waste.

We are concerned about everything that is done in this country that unneces-
sarily increases the cost of food products we sell and the efficiency with which
we are able to perform our function. The cost of food is a function of supply
and demand. On the supply side agricultural policy, weather, shortages, world
wide demand and import-export policy, and many other factors come to bear.
Demand is affected by disposable income, import-export policy, government pur-
chasing patterns, consumer attitudes (hoarding and scare buying) and many
other factors. Government activities that bear on any of these supply-demand
components should have input from consumers and food retailers.

The efficiency 6f food distribution systems is radically affected by various
barriers to productivity. Let me give one or two specifics.

Backhaul-trucks returning from store deliveries empty because of restric-
tions imposed by Interstate Commerce Commission and Federal Trade Commis-
sion rulings. Our estimate is that these restrictions cost American consumers $300
million a year and 100 million gallons of wasted fuel. Last week one food retailer
told me their trucks ran empty 29 million miles last year hauling nothing but air.

A second specific technological improvement-use of the automated cash
register system is threatened by various legislative proposals which would sub-
stantially reduce cost savings or even add costs to the present system.

More generally, in the productivity area we think something needs to be done
to encourage inter-industry approaches to total systems producivity improve-
ment, to eliminate waste from the whole system. The work of the Council on
Wage and Price Stability and of the National Center for Productivity and
the Quality of Working Life have been most constructive. I would encourage
substantial additional Congressional support of these activities as well as re-
search expeditures designed to improve total systems productivty.

And, finally, we are concerned with energy availability and cost. Agricultural
production and the distribution of food must not be interrupted by energy short-
ages or crippled by excessive energy costs. It is vital to the interest of American
consumers that the complex yet constantly improving system that makes them the
best fed in the world continue to serve them well.

Mr. Chairman, I appreciate the opportunity to make these remarks. I hope
they will be helpful to the deliberations of this Committee. While I am proud
of this industry's performance to date, I am also proud of it's desire always to
improve. We know we are not perfect. In fact I might paraphrase Winston
Churchill's critique of democracy by saying the American food distribution sys-
tem is the worst in the world, except for all the others. We are anxious to work
with you or any other government or private group that shares our concern for
improving that system-A food distribution system that is the finest in the world
because it is governed from start to finish by stiff competition.

Thank you.
.Attachments.

FOOD RETAILING AND THE NATIONAL ECONOMY

TABLE I.-Food expenditure as percentage of disposable income, 1980-75

All food:
1930 …-------------------_-_------------------------------------
1935 ------------------------------------------------------------
1940 ------------------------------------------------------------
1945 ------------------------------------------------------------
1950 ---------------------------------------------------------
1955 5--------------------------------------------------------
1960 ------------------------------------------------------------
1965 ------------------------------------
1970 ------------------------------------------------------------
19 75 …-- -- ---- - ---- -- --- ----- ---- ---- ------- --- --- -- -- --- -- --- ---

Food at home:
1960 -------------------------------------------------
1965…--------------------------- _------ ----------------…----
1970 ---------------------------------------------------------
1975 ------------------------------------------------------------

Source: U.S. Department of Commerce.

-ercent
24. 2
23. 2
21.9
22.1
22. 2
21.1
20. 2
18. 2
17.3
17.1

16.1
14.2
13.4
13. 0
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TABLE II.-Farmer's share of retail food dollar, 1960-76
Percent

1960 39
196 5 --- - --- --- -- -- -- --- - ----- - -- -- --- --- --- - --- -- -- -- --- --- - --- ---- -- - 39
1970… -------------- ------------------ ----- --------------------------- - 39
1976 ___________________ 40

Source: U.S. Department of Agriculture.

TABLE III.-Per capita expenditures for food and all Government, 1950-1974

Expenditures for food: Percent
1950 -________________________________________ - $302
1960 -390---------------------------------------------------_ 390
1970 ---------------------------------------------------------- 579
1974 ---------------------------------------------------------- 788

Expenditures for Government:
1950 --______---------_____--------------------------------- 460
1960 -_____________________________________________________- 836
1970 ---------------------------------------------------------- 1,625
1974 ---------------------------------------------------------- 2,265

Source: U.S. Census Bureau, U.S. Department of Agriculture.

TABLE IV.-FEDERAL BUDGET OUTLAYS

[Food sales in billions of dollars, percent of GNP, 1960-751

Federal budget outlays Food sales

Amount Percent Amount Percent

1960 -$------------- $92. 2 18.5 $56.3 11.1
1965 - __- - - - - 118.4 18.0 66.8 9.7
1970 - 196.6 20. 5 91.8 9.3
1975… 324.6 22.5 141.0 9.3

Source: U.S. Office of Management and Budget, U.S. Bureau of Economic Analysis, U.S. Department of Agriculture.

TABLE V.-Share of after-tao income spent on food, United States and selected
foreign nations, 1971

Percent

U nited States…--------------------------- --------------------------- 15.8
Denmark ----------------------------------------------------- 18.5
Canada ------------------- _-_---------------------------------_____20.6
West Germany----------------------------------------------------- 22.5
France--------------- ------------------------------------------- 23.2
United Kingdom ----------------------------------------------- 25.0
Japan ------------------------------------------------------------ 26.6
Finland -_---------------------------------------------------- 33.7

Source: U.S. Department of Agriculture.

Representative HECKLER. Mr. Silbergeld, please proceed.

STATEMENT OF MARK SILEERGELD, ACTING DIRECTOR, CONSUM-
ERS UNION, WASHINGTON, D.C., OFFICE

MNr. SILBERGELD. Thank you very much. I am the last witness this
morning. As the consumer advocate witness, I am used to that.

I am sorry Senator Hatch is not here, because I would like to assure
him that we share his concern about Government paperwork, including
economic reports. I am fascinated to know, and he might be heartened
to know, that the Sherman Act and section 5 of the Federal Trade
Commission Act can be printed on the two sides of a single piece of
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paper. I think that it what these hearings and the Mueller-Alarion
study are about.

Competition is to be protected under the provisions of those statutes.
presumably because consumers benefit from competition. It is a func-
tion of the Congress, including in part this committee, to assure that
the Federal Trade Commission and the Justice Department administer
those statutes properly and effectively in order to promote the public
policy put forth in those acts and to determine whether additional
statutes at any given time are necessary to effect a more general policy
of competition as a means of controlling prices and costs.

Now what about the Marion-Mueller study and what about the
criticisms of it? Senator Hatch and the food chain witnesses suggested
that there may be some bias, some predisposed bias, on the part of the
authors. I will say two things about that.

First of all, I have yet to see a person experienced enough to do a
study in any field of expertise who does not have some so-called pre-
disposed biases, which means that based upon their familiarity with a,
great deal of evidence and experience they have some opinions about
how the world or their field works.

If that is all he is suggesting, then I don't think there is anything
out of the ordinary. But I would also suggest that we take a look at
the predisposed biases of the critics of the report. I refer to the first
page of Mr. Hammonds' testimony from last week:

"Even the noneconomist can readily appreciate the flaws"-in the
study-"by looking at the absurdity of its conclusions."

If that isn't a predisposed bias, then I don't know what one is. It is
highly predictable that any industry will not accept any study which
does not come up with the conclusions it hopes to find. It is also predict-
able that such an industry is going to find some things to criticize about
it. So we get these pseudoscientific, pseudoeconomic criticisms.

I won't even turn to Mr. Hammonds' criticisms. They are discussed
in my prepared statement. Let me instead turn to something Mr. Aders
talked about this morning.

Where is the data on churning?
It has not been produced for this hearing. The kinds of results he

described could be produced by an intense struggle between two corner
groceries, between Nos. 4 and 6 in the market, for the fourth position.
And that position may, in turn, depend upon the annual turnover of
Just 2 percent of customers from one store to the other.

I am not saying that is the cause of churning, but that could be thecause of the churning.
We certainly don't have any evidence to show that something else is.the cause, and yet that sort of thing is offered to this committee as

evidence that the industry in. all markets or most markets is
competitive.

We get other kinds of pseudo-economic analysis such as, "We know
the industry is competitive because of price advertising that we can
see in the newspapers."

Anybody who knows anything about the industry knows that the
firms are advertising their loss leaders in the newspaper. As a matter
of fact, when we talk about the FTC six-city study, you should know
that it replaced a previously abandoned food study at the FTC of a
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-proposed retail market basket. One of the two reasons that study was
abandoned is that the FTC was concerned about finding a market
basket or a set of alternate market baskets which the chains could not
-anticipate and use as their loss leaders. The concern was that if chains
knew what was in the basket, they would raise the prices on items not
included in the study, so to make the proposed market basket results
misleading to the consumer.

The point: Price advertising in newspapers is not in and of itself
representative of the prices of the 5,000 items which I understand a
full-line supermarket would carry.

It is no evidence at all of competition.
It is not a scientifically adequate approach to prove that the Marion-

Mueller study is not deserving of this committee's attention.
I won't go on about these sorts of criticisms, but I think you under-

-stand what I am getting at.
Now, let's talk about public policy. I think Mr. Mueller has said

pretty much about what we would say about antitrust enforcement.
I think that is one of the two most important aspects of a public
policy which would be appropriate to deal with the findings of this
study. The other aspect and the one I would like to talk about is con-
-sumer information.

The FTC supermarket basket study was abandoned in favor of
the so-called six-city study for two reasons after some serious consid-
seration by people at the FTC in both the Bureau of Economics and
the Bureau of Consumer Protection. First, they said it was too expen-
sive. And second, it would be difficult to generate a sample market
basket which cannot be anticipated by the sellers in the marketplace
-and used as loss leaders while those same chains would raise the prices
on items not included in the sample market basket.

I have two recommendations.
Although I do not consider-and I assume Mr. Mueller does not

consider-the monopoly overcharge figure as an absolute figure, if it is
anywhere in the ballpark by even a factor of 2 or 3 or 4 or 5, then
the FTC now has a better basis than it ever did for doing a costs-
effectiveness analysis. They should determine whether it is worth
$1 million, or $2 million. or $3 million a year of their resources to actu-
ally do a supermarket basket study in those cities in which food
retailing is unduly dominated by just a few firms-to see how market
dominance relates to much-higher-than-average food prices. That is
No. 1.

No. 2, I think the FTC ought to be asked to look again at whether
it is possible to develop a strategy for designing a supermarket basket
to do such a study-to design a basket that cannot be predicted by
the sellers. It seems to me with all of the random generation schemes
which scientists can come up with, this could be done. Mr. Mueller's
and Mr. Marion's testimony on the Canadian surveys of this kind
certainly provide some basis for such an investigation.

There is a new Chairman coming to the Federal Trade Commis-
sion. I think, at the very least, the committee ought to approach Mr.
Pertchuk and see if he is willing to take on this whole question. I
know he is very favorable to consumer information. He may be will-
ing to act on my suggestions as a means of helping consumers to com-
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parison shop and to do so in a manner which at least promotes the
maintenance of competition.

Maybe it is time for the FTC to be asked to take another look at
whether some consumer information strategy, perhaps with a con-
sumer market basket survey and publication of those results, is within
the means of the Federal Trade Commission, so that we can begin
to deal with these problems.

Thank you.
[The prepared statement of Mr. Silbergeld follows:]

PREPARED STATEMENT OF MARK SILBERGELD

Mr. Chairman and members of the Committee, Consumers Union 1 appreciatesyour invitation to testify at these hearings, which deal with a subject very im-portant to the American consumer-the price effects of competition in the dis-tribution of food. For the last several years, Committees and Subcommittees ofthe Congress have held seemingly endless hearings into the causes of inflationof food prices, frequently raising significant questions about the role whichcompetition-or the lack of it-might play in controlling the rate of food priceinflation. However, a few hearings took steps to obtain answers, rather thanmerely to ask questions. This committee does the public a great service by seek-ing answers to the familiar but unanswered questions which have been raised.The Marion-Mueller study, based on data obtained by the Committee, points-toward some of the answers to the question about the interrelationship betweencompetition in food distribution and food price inflation. The study is based ondata obtained from the records of three large supermarket chains. It includesmore Standard Metropolitan Statistical Areas (SMSAs) in its data base thanany study of similar purpose performed to date, and more than the ongoingFederal Trade Commission six city study. It provides startling new data tend-ing to confirm that as four firm concentration and single-firm domination risein an urban area, consumers pay higher prices for food.
An expected barrage of criticism of the study comes from an expected source,the food distribution industry itself, which has obviously self-serving interestsin making the criticisms and which is itself a cause of such data deficiencies inthe study as the industry chooses to criticize. The remedy to the data deficiencieslies with the participating firms and other chains. We will today propose anopportunity for the industry to correct the deficiencies on which they so eagerly

seize.
While the U.S. Department of Agriculture Economic Research Service's (ERS)criticisms of the study are primarily directed to those cautions which the authorsthemselves raise in the introduction to the study, with all due respect, we sug-gest that in its testimony of last week, ERS suggested a number of hypothet-ically significant faults of the study without any showing of reasons to believethat the hypothetical shortcomings have a significant probability of disprovingthe trends demonstrated by the study. At the same time, ERS, unlike the industry,does acknowledge the importance of the study in understanding the economicsof food distribution.
We will address three issues: (1) the importance of the study, (2) a number ofthe criticisms of the study, and (3) public policy recommendations based on thestudy.

FINDrNGS OF THE STUDY

The single most Important finding of the study is the indication of a directand statistically significant relationship between market concentration and

IConsumers Union is a nonprofit membership organization chartered in 1936 under thelaws of the State of New York to provide information, education. and counsel about con-sumer goods and services and the management of the family income. Consumers Union'sincome is derived solely from the sale of Consumer Reports. other publications and films.Expenses of occasional public service efforts may be met, In part, by nonrestrictive, non-commercial grants and fees. Tn addition to reports on Consumers Union's own producttesting. Consumer Reports, with its almost 1.8 million circulation. regularly carriesarticles on health, product safety. marketplace economics, and legislative. judicial andregulatory actions which affect consumer welfare. Consumers Union's publications carryno advertising and receive no commercial support.
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single-firm dominance, on the one hand, and higher profit margins and prices on
the other. This indication tends to bear out the contentions of numerous indus-
trial economists and consumer advocates that market concentration translates
into a lack of vigorous price competition. This finding justifies the investigation
of particular markets where four-firm concentration and firm dominance and high
consideration of appropriate antitrust remedies to restructure those markets,
as well as a need for strict enforcement of the merger laws to assure that addi-
tional markets do not become similarly structured.

The study also finds that as four-firm concentration ratios and single-firm
dominance increase, so do the price differentials between nationally advertised
and private, or "house," brands of food products. Private labeling is a form of
price competition. Thus, this finding would tend to buttress the primary struc-
ture/price finding, as well as to indicate that a diminution consumer opportu-
nity to select the private label product at a significant cost saving accompanies
high concentration and single-firm dominance.

Also of great importance is the finding of the study that, at very high levels
of four-firm concentration/single firm dominance, prices rise at an even higher
rate than profits, compared with markets having lower levels of concentration/
dominance. This would tend to disprove the thesis that efficiencies related to econ-
omies of scale explain higher profits in concentrated markets-a favorite thesis
of those who profess to believe that price competition is as likely to be as vigor-
ous between two firms as among twenty, whenever asked to explain a relationship
in a given situation between high profits and high concentration.

Economies of scale, of course, are the affected industry's burden to prove as
a defense to any proposed public policy implementation of a restructuring rem-
edy. However, it is important for policy makers to note this indication that econ-
omies of scale probably will not be a satisfactory explanation for the basic sit-
uation described by the Marion-Mueller report.

Finally, the study hypothesizes substantial "monopoly over charges" based on
its results. The specific amount hypothesized, more than half a billion dollars,
is not the most important feature of this finding. It is based upon data for only
the three leading firms in the markets studies and is based upon a number of
necessarily arbitrary assumptions. As we understand it, the purpose for this cal-
culation is to demonstrate that the consequences of the findings regarding
structure and price competition are of a serious magnitude for consumers who
live in less competitive market areas. The calculation effectively makes this clear.
The argument that the amount calculated is preposterous because it exceeds to-
tal supermarket profits is erroneous. Monopoly overcharges to lack of cost con-
trol-inducing competition.

CRITICISMS OF THE STUDY

We do not propose to answer all of the criticisms which have been offered.
Mr. Mueller is undoubtedly best qualified to answer those relating to selection of
statistical methods and assumptions underlying them. However, there are a
number of criticisms regarding which our comments may be useful to the
Committee.

The major criticism which has been directed at the Marion-Mueller study is that
it is not based upon data statisticaly representative of all markets. This argu-
ment is totally irrelevant. It makes no difference to consumers in those markets,
included in the study, where serious competitive problems are indicated. The
government's function is to formulate and implement procompetitive policies on
behalf of all consumers, not only where the relevant market is national. And. as
we have noted, the Marion-Mueller study includes more markets than either
USDA or FTC has undertaken to study.

The argument that the data, given a thirty-two SM SA study, are even within
that scope inadequate for such a study is not one which the retail food industry
is qualified to make. The industry has resisted providing the government with
even that data which it now argues is inadequate. The Committee, according to
the best information we have been able to obtain, did not find ready coopera-
tion when it sought this information. And FTC has found varying degrees of re-
sistance, including motions to quash carried to the Federal District courts. from
virtually every firm in it own six-city study. Indeed, it was an is predictable that
the industry will find no study data or methodology adequate unless it provides
results favorable to the industry. Mr. Hammonds told this Committee as much
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last Wednesday when he said of the Marion-Mueller study in his prepared
testimony.

"Even the noneconomist can readily appreciate the flaws by looking at the ab-
surdity of its conclusions."

We appreciate Mr. Hammonds' candor. At the same time, this makes clear to
all that his criticisms deserve to be discounted heavily.

Such of th e specific data availability shortcomings of the study as the industry
chooses to sAze upon can be rectified by the industry. It can promptly offer to
cooperate with the Committee by providing such additional data as it claims are
needed to make additional calculations. Any data so provided should be subject
to a GAO audit to determine accuracy and completeness, and the industry should
also assure the Committee of its cooperation in this respect.

One final general comment on the criticism which have been directed at the
study. We are puzzled by the industry's reliance on the USDA study. That
study concedes that the data on which it is based are inadequate to permit a
test of the hypotheses which the Marion-Mueller study addresses. And, the USDA
study is based on BLS market basket data, which, the Marion-Mueller study
explains, are inadequate for making inter-city comparisons.

Some of the specific criticisms of the study merit attention. One of these is
the failure to include meat in the market basket of 110 grocery items used for
the food study. In fact, it was included in the price study for City B, and proved
to have no significant effect on the trends demonstrated by the study. Indeed,
there is no reason why it should be expected to do so. A firm which can ad-
minister the prices of the items in the grocery basket of 110 items would also
be in a position to do so regarding meat or any other item not included in the
study market basket.

The "abnormality" of the time period studied. especially that it took place
during a period of markedly lower profits, is argued to be a weakness in the
study. However, the authors point out that experience would lead to the ex-
pectation that the relationships investigated prove weak during such a period
while. in fact, these relationships proved to be quite strong during the period
studied.

The study did not include a transportation cost differential factor. USDA,
which in a previous study used distance from basic food production areas (i.e.,
distance from Manhattan, Kansas) as a proxy of transportation cost differentials,
argues that the Marion-Mueller study should have done so. However, there are
no readily apparent reasons why transportation costs could account for a sig-
inificant portion of the well-known food price variations which are shown in
PBLS data between such proximate cities as Washington, D.C., and Baltimore,
M~aryland.

It is suggested that non-price features which consumers desire, rather than
market share/single-form dominance. might account for some of the price dif-
ferences. This factor was not considered in the study. Perhaps this factor should
have been and could be controlled for by including disposable income data as a
variable in the study. However. until such a calculation is performed, we have
no reason to believe that it would significantly change the conclusions of this
-study.

A number of criticisms of the study are implied, although not explicitly stated,
by comparing the results with those of the Report of the National Commission
on Food Marketing (NCFM). However. there is no reason why new evidence
should be rejected simply because it is not four-square with results of another
-study which was based on data generated over the two previous decades, espe-
cially since the NCFM studies did not seek to measure the same correlations of
the same data as does the Marion-Mueller study.

The changeover in "membership" among the four ton firms in the top twenty
SMSAs is argued to disprove the study's conclusion that there is the lack of
competition which the shtdy finds. However. consumers who pay the prices
charged take little consolation when a new oligopolist collects the cash. It is
difficult to see how this evidence disproves the specific finding of the study
rerarding structure/price relationships. The argument is. in effect a non sequitur.

These considerations demonstrate, we believe, that many criticisms of the
Mnrion-Mueller study, other than those cautions presented by the authors them-
selves, have been raised without due consideration as to either their importance
or. in some instances. their very validity. We urge the committee to receive those
-criticisms in that vein.
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PUBLIC POLICY IMPLICATIONS

The public policy implications of the findings of the Marion-Mueller study are
very great for consumers, but-fortunately-they are not unduly complicated.
Three primary steps are required.

First, recent relaxation of Federal Trade Commission grocery chain merger
guidelines must be teminated and previous, more strict guideline enforcement
policy must be returned to. Messrs. Marion and Mueller in their testimony have
documented FTC's failure to enforce the guidelines adequately in recent cases.
The Committee should convey to the incoming Chairman of the Federal Trade
Commission on the need to review this policy problem.

Second, it is clear that mere strict enforcement of the guidelines will not
undo the problems which already exist as described by the study. Some form
of restructuring of problem markets is needed. Since the economics of indi-
vidual SMSA food markets are not unduly complicated compared with, for
instance, the economics of the world petroleum industry, it is entirely possible
that the FTC could be an appropriate mechanism for achieving restructuring
of markets which have gone beyond the pale of competition. However, it is
possible that a full scale investigation of the nationwide scope of the problem
would demonstrate the need to consider restructuring more markets than the
FTC could deal with in a reasonable period of time in litigative type proceedings.
If this proves to be the case, then FTC should determine whether recommenda-
tions to the Congress for a legislative solution are needed, or whether FTC can
undertake a very few representative cases and then deal with the remaining
markets through some form of antitrust rulemaking process.

Third, consumer information plans a very important role in keeping markets
competitive. Consumer reaction to accurate price information would permit at
least that portion of the public which is mobile in its shopping habits to shift
seller preferences where significant price differentials exist. This opportunity
would have an obviously beneficial effect on price competition, at least in markets
which are not already so structured that no opportunity for such shifting of
seller preferences would occur, even in the face of available information.

'A few years ago, before it shifted supermarket price problem strategies to the
current six-city study, FTC considered undertaking a "supermarket basket price
survey" and publication on a continuing basis. This proposal was abandoned in
favor of the six-city study for two reasons. First, it was felt that this survey
would be too expensive. Second, there was concern as to whether a representative'
set of alternative supermarket baskets could be selected which would be secure
with repeated use from seller anticipation, so as to avoid sellers' use of the in-
cluded items as loss leaders while increasing prices on grocery and non-grocery
items not included in the test period market baskets. In view of the Marion--
Mueller study findings, however, it may be time to reassess the cost-effectiveness
of such a project, as well as the feasibility of using random methods for generat-
ing supermarket baskets consisting in each test period of items which sellers
cannot confidently anticipate. Study of the Canadian experience described in the-
testimony of Messrs. Marion and Mueller to determine the feasibility of de-
signing and performing such a survey should be understaken. FTC could use.
market structure/single firm dominance data as an index to cities which should
he selected for such surveys.

Finally, two additional means of inducing additional competition should be
pursued. One is the concept of a consumer cooperative bank, legislation regard-
ing which was introduced but not passed in the last Congress. The other is the
direct farm-to-market approach to food marketing, enabling legislation but not
appropriations legislation for which was enacted last Congress. While neither of
these mechanisms will restructure an uncompetitive market, and while neither
is a substitute for merger guideline enforcement, they are additional means of
assuring that markets remain competitive by making food available to consumers
at low costs and low prices.

iMr. Chairman, we express our appreciation for the opportunity to testify at
these hearings. We believe that the report sponsored by this Committee provides
the basis for prompt reimplementation of the long-standing public policy of com-
petition, in retail food markets where structural considerations now mean higher
prices to consumers- And we believe that the time to start is now. We urge this
Committee to insist that the Federal Trade Commission announce and undertake-
appropriate steps to assure that this comes about as promptly as possible. We-



182

also urge this Committee and other Committees of appropriate jurisdiction to
exercise continuing oversight of the FTC to assure that FTC takes appropriate
steps to provide the American consumer with the needed remedies for food price
inflation caused by a lack of competition in certain retail food markets.

Representative HECKLER. Thank you, Mr. Silbergeld.
I have only two brief questions.
Mr. Aders has referred to the loss-leader advertising strategy. Is

this a practice commonly used by the large supermarket chains?
Mr. ADERS. The technique called loss leader is a merchandising

practice in which all retailers sell below the normal purchase price plus
the cost of doing business.

Let's assume the cost of doing business is 20 percent over purchase
price. Anything sold below that is at a loss. Selling 10,000 items in a
grocery store, you find that any merchant will tend to have some
higher and some lower so he comes out on the average with enough
profit to pay the bills.

It is not limited to the large nor is it the exclusive province of small
retailers. It is a custom in the food business and retailing in general,
and has been as long as I can recall.

Representative HECKLER. Would you comment on parallel pricing?
It seems there is a very strange coincidence in the pricing of a number
of items on the supermarket shelves in which hundreds of items or
more happen to be identically priced on any given day. How is this
strange coincidence achieved?

Mr. ADERS. Well, from my experience in the business as a food opera-
tor, I was very concerned that I not be undersold. We watched the
competitors' prices like a hawk and if we felt we were out of line, we
sensed that it wouldn't be long until the customer saw that, too, and we
moved to stay competitive.

Representative HECKLER. One final question that relates to the issue
we discussed last week, which was the subject of the cooperation of
the supermarkets with this committee in terms of gathering the data
upon which the Mueller-Marion study could be based. As I under-
stand it, the committee requested information from 17 supermarket
chains and then used the subpena power to gather this data.

As a matter of fact, the agreement of confidentiality was protected
during these deliberations. Today, you have heard both from spokes-
men for the Bureau of Economics and for the Bureau of Competition
at the FTC. Both requested that the committee transmit to them the
data upon which the Mueller-Marion study was based in order to
facilitate a further evaluation by the FTC.

What would be the opinion of your food chain institute on that sub-
ject?

Mr. ADERS. Thank you for making reference to my reply to your re-
quest for cooperation. I trust that vou will make a matter of record
my letter to Congressman Long in which I point out that our industry
has cooperated.

Representative HECKLER. Certainly. It will be placed in the appen-
dix to the hearing record.

MIr. ADERS. Despite your request last week, the question of turning
over data to the Federal Trade Commission is one I have not dis-
cussed with association members. I am not in a position to say what
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their individual positions would be. I have no personal reason to think
that the Federal Trade Commission is not a good place to conduct in-
vestigations of the food industry.

It has been doing it for many years. When I was in the business, I
was a part of those investigations. However, I think the question is, in
this particular case, the data itself, as I understand it, which
was turned over to this committee with some understanding as to
confidentiality.

I am in no position to release that data from the pledge of confiden-
tiality. I think it must be taken up with the individual companies.

Representative HECKLER. In view of the possibilities of extending
the data to cover more cities and more products. one of the analysts
and one of the critics of the study complained the base was too re-
strictive, that you only had 110 food price items. As I understand, 95
items are all that is included in the Consumer Price Index. Nonetheless,
the study was accused of being too restrictive because it included
110 items in the market basket.

Would the supermarkets who are members of your institute be will-
ing to provide further data in order to have an even more comprehen-
sive study ?

nMr. ADERS. I think my observation of 20 years' experience with the
industry is that it will be cooperative. I think they will have to re-
spond specifically to any data requests in terms of several concerns,
but that they will be inclined to cooperate. They will probably want to
look at the form in which the FTC needs it and whether it exists in that
form.

As T understand it, one of the problems is the reconstruction of data
from different kinds of accounting systems and different kinds of rec-
ords. I think there will be concern about proprietary data, as there
always are, about competitive information, and I think they will be
sensitive to antitrust issues. I think they will be needing assurances
as to normal safeguards.

Most of all, I think they will be asking for even-handed treatment.
I think that if any organization is to be examined, it should be looked
at all the way across the spectrum. I think you gain a limited evalua-
tion ability by the selective use of data.

If a market is to be looked at, then I would suggest that every com-
ponent of that market that is in this business be looked at at the same
time, from the smallest corner grocery to convenience stores, right
through the warehouse stores, and traditional supermarkets, discount-
ers. food departments and discount stores and the like.

You cannot look at one segment and draw- conclusions about the
whole. I do add that it may sound negative to say I think we have
been studied to death, but I do feel that way. Whatever future studies
are made, I hone they are broad spectrum.

Representative HECKLER. Since the supermarkets possess the data, a.
broader spectrum of inquiry would be impossible without furthef basic
raw material-without the data upon which the broader study could
be based.

The question is: W17ould your institute endorse a broad-based study
of market prices?
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:Ir. ADERS. Looking back at the purposes of this committee, let me
make one comment before I answer your question. I think often over-
looked is the value of the consumer price surveys and the findings of
the Bureau of Labor Statistics, which are published monthly. These
are pretty good indicators.

I know the data have weaknesses, but they are pretty good indicators
as to what people pay for what they consume in this country. This is
a broad market survey on a number of items. It is used by Govern-
ment to determine policies; it is used by labor unions and managements
to adjust labor rates. So I don't think the data can be thrown away,
although it does have defects.

As to whether our institute would endorse a request for their mem-
bers' cooperation, I can't endorse a blank check; I need to see what it is.

Certainly after I see what the nature of the request is, I can take a
position. I would be inclined to be cooperative.

Representative HECKLER. Thank you.
Senator JAVITS. I have a question, Mr. Silbergeld, about an item that

interested me in your testimony.
In your prepared statement when you speak of the concept of a

consumer cooperative bank, you say that legislation was introduced
during the last Congress, but didn't pass. Can you tell us what that is
about specifically?

Mr. SILBERGELD. I have discovered that similar legislation is offered
again this year in both the House and Senate.

It would set up a consumer cooperative bank similar to the agri-
culture banks that were set up in the 1930's to provide some initial.
but not continuing capital for farmers. It would provide initial capital
for the economic development of consumer cooperatives on a meaning-
ful economic scale.

Senator JAVITS. Another more substantive question is-and I quote
from Mir. Scanlon's testimony regarding very concentrated markets.

One solution advocated by some is the breakup of excess market power by the
requirement that they divest themselves of a sufficient number of stores to create
a more competitive market. However, the public sentiment to employ that specific
effective remedy in this industry, or any other industry for that matter, does not
presently exist either in the Congress, the FTC, or the Department of Justice.

Do you agree with that statement?
Mr. SILBERGELD. I hope not. I understand Mir. Scanlon's point.

He has been for a number of years taking a look at the size of the
problem and comparing that against the size of the effort to cure the
problem. I believe Congress is still very concerned with improving
competition.

When you do that, it is very easy to become discouraged. In the
short run we are in a cycle of increased antitrust activity and I hope
it will have an effect.

Representative HECKLER. I thank the witnesses for their testimony
today.

The committee stands adjourned, subject to the call of the Chair.
Whereupon, at 1:05 p.m., the committee adjourned subject to the

call of the Chair.]
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U.S. SENATE,
SELECT COMMITTEE ON NUTRITION AND HUMAN NEEDS,

Washington, D.C. April 28, 1977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee
U.S. Congress,
Washington, D.C.

DEAR MR. CHAIRMAN: I would like to commend the Joint Economic Committee
for its hearings of March 30 and April 5 into the impact on the consumer of eco-
nomic concentration in food retailing and for the publication of the report around
which the hearings centered. "The Profit and Price Performance of Leading Food
Chains, 1970-74." The report provides important new information that deserves
careful scrutiny and attention. I would also like to commend the Committee for
engaging researchers of the caliber of M3essrs. Willard Mueller and Bruce Marion,
and their associates of the University of Wisconsin, to prepare the report.

The Select Committee on Nutrition and Human Needs has had a long and con-
tinuing interest in food pricing, and I feel that it is essential to encourage in-
quiry in this extremely difficult area, difficult not only because of the complexity
of the subject but because of the pressures on the researchers from the interests
affected.

Therefore I hope that the Joint Economic Committee will continue to support
research in this area at the University of Wisconsin and other institutions so that
centers of expertise can be developed to make independent appraisals of the
extremely important questions concerning competition in food production, proc-
essing and marketing.

I would appreciate it if this letter could be entered into the hearing record.
Sincerely,

GEORGE McGOvERN, Chairman.

COMMENTS ON "THE PROFIT AND PRICE PERFORMANCE OF LEADING FOOD CHAINS,
1970-74" *

(By Lee E. Preston, School of Management, State University of New York
at Buffalo)

Analyses of retail market competition, although numerous have typically been
limited to one or a few "case study" situations with corresponding limits on both
their substantive quality and their possible policy implications. This new study is
an original and valuable contribution to the literature because it utilizes a unique
collection of data covering multiple geographic market areas, multiple firms, and
a multi-year time frame. The data are handled in an imaginative and technically
competent manner: and the statistical conclusions are, correspondingly, unargu-
able. The policy conclusions to be drawn, of course, derend upon both the broad
validity of the statistical findings and also upon additional considerations not
specifically covered in the statistical study itself. Many of these issues were dis-
cussed by Messrs. Marion and Mueller in their testimony of March 30. 1977.

Technical questions can be raised about any piece of economic and statistical
analysis; and particularly in the case of a complex and ambitious project such as
this one. Several different types of data were made available to the authors. with
different types of firms, different geographic areas, etc., involved. Also, the years
covered by the data happened. for entirely unrelated reasons, to be years of con-
siderable turbulence in the national economy. Fortunately, the authors have taken
great pains to clarify their data sources and to point out exactly where discrep-
ancies or inadvertent impacts may arise. In addition, they have tried to predict

* Prepared at the Invitation of the Joint Economic Committee.
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the direction and magnitude of the effects of extraneous events (the price-control
experience, for example), and then to determine whether their particular statis-
tical results have arisen because of or in spite of these factors. As it happens,
their major result-the association between retail market concentration and
profitability-remains strong in spite of extraneous factors that might have been
expected to weaken it. Moreover, the more important extraneous factors-price
controls and volatile agricultural prices-would have uniform effects throughout
the country. Hence, inter-market differences-upon which the study is primarily
based-would not necessarily be affected by these nationwide phenomena.

Perhaps the most controversial aspects of the study-indeed, one of the few
controversial aspects, since the statistical results for the most part simply are
what the are-is the estimation of the "monopoly overcharge" due to high local
market concentration in food retailing. Any such estimate, of course, is a dollar
figure that depends heavily on the particular total sales base from which it is
computed, the concept of "monopoly" employed, and the estimated relationship
between "monopoly levels and actual price or profit levels. The authors chose a
market structure of four equal-sized firms with an aggregate market share of
40 percent as their "competitive" market structure standard, and used their sta-
tistical results for the impact of concentration on prices to estimate the effect
of concentration increases above this level, aggregating the figures for individual
markets to produce a national total. This is a typical procedure in studies of this
type; and, of course, estimates computed from a different "competitive" base,
using a different value for the price-impact of concentration, etc., would yield
different results. With respect to their choice of a 4-firm/40 percent concentration
level as the "competitive" market standard, it should be noted that almost one-
third of the market covered (61 out of 194) had lower concentration levels in
1954 (Table 1.3, p. 16). Hence, this figure cannot be criticized as outside the rele-
vant range of values in the data. However, in Bain's original study (Quarterly
Journal of Economics, 1951) he noted "a rather distinct break" in the concen-
tration-profitability-relationship at the 8-firm/70 percent level. For equal sized
firms. Bain's results would, of course, imply a 4-firm concentration level of 3.5
percent. Although I have never been convinced of the "distinct break" hypothesis.
few people would argue that a 4-firm concentration of 40 percent was an inap-
propriate competitive standard. And if the author's statistical results show price
increases associated with concentration increases above this level, then that fact
may be used to estimate "overcharges" in the manner that they have done.

Of course, there is no connection at all between this analytical procedure and
the policy recommendations of the Neal Committee (of which I was a member)
or the proposed Industrial Re-Organization Act (in favor of which I testified).
These latter proposals were designed to identify only those industries in which
structural barriers to effective competition were so great, and of such serious
and widespread economic impact, as to require the restructuring of existing firms
as a matter of public policy. No such implication is contained, so far as I can see.
either in this study or the testimony of its authors before the Committee insofar
as the use of the 4-firm/40 percent concentration standard is concerned.

COMMENTS ON THE JOINT ECONOMIC COMMITTEE'S FOOD CHAIN STUDY *
(By Joel B. Dirlam, Professor of Economics, University of Rhode Island,

Kingston, R.I.)
1. This memorandum evaluates "The Profit and Price Performance of Leading

Food Chains, 1970-74" (henceforth, Study) prepared for the Joint Economic
Committee by Messrs. Marion, Mueller, Cotterill, Geithman, and Schmelzer.
Although I have attempted to read the report and criticisms of certain of its
critics 1 with care, it has not been possible to delve into every aspect of the study.
It is obviously the product of a great deal of work. It is only rarely that econo-
mists have access to divisional profits and prices, in any form. The authors have
used ingenuity in putting the data into forms which would enable them to test
important hypothesis; and they have explained why particular procedures were
chosen, and how reliable the results are, given the inevitable deficiencies of the-
material.

* Prepared at the invitation of the Joint Economic Committee.
I A statement bv Mr. Hnmmonds, a letter by Professor Goldberg, and statements by-

Food Marketing Institute officials.
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In the course of my review of the Study I will endeavor to summarize the facts
about market structure in food retailing, and to indicate what hypotheses of
behavior seem most probable, given this structure. Taking up the more contro-
versial areas, I will appraise the merits of the major criticisms of the Study's
attempts to test its hypotheses, together with any reservations I have with regard
to the assumptions underlying the equations and the econometric techniques
employed.

2. It seems necessary to say something about the nature of the structure of
food retailing because the initial response to the Study by representatives of the
industry has been one of outrage. The grocery business, they insist, is "widely
recognized as one of the most competitive industries in the nation." 2 Concentra-
tion ratios have nothing to do with pricing, nor, presumably, with profits. One
can understand the failure of the economists' views to coincide with those of the
national food chains. Every businessman who is aware of the identity of his
competitors, and their competitive strategies and their prices, probably views
himself as in a "competitive pressure cooker."

Nevertheless, competition in a market dominated by four, or even eight firms,
is very different from that in a market where the number of buyers and sellers is
so large that most firms cannot be said to have a competitive strategy and are
indifferent to the activities of specific rivals. In such markets there would be no
price discrimination in the retailing service, among either markets, or different
products. Mr. Hammonds, the economist for the Food Marketing Institute, does
not challenge the propriety of the Study's testing the hypothesis that concentra-
tion may eventuate in performance different from that of a competitive market,
although he questions the relevance of the Study's measures of market
concentration.

There is no question that local food markets, however delimited, have been
highly concentrated for a number of years. Supermarkets 3 compete in conditions
of oligopoly.'

When one comes to measure the exact degree of concentration in specific local
markets, he finds very little precise information. The Census has compiled four-
firm concentration ratios for Standard Metropolitan Statistical Areas, and
private services make similar calculations for years not covered by the Census.
The Study includes a tabulation of such ratios for supermarket sales for 1972.
This computation is helpful in view of the small likelihood that neighborhood
stores compete for the same customers and types of purchase as the larger units.
Nevertheless ratios for most SMSAs, even if properly computed, are not equiva-
lent to the ratios that prevail in the actual local markets where dollars compete.
The authors of the Study are well aware of this important gap in their data.
They minimize it by arguing that any concentration ratio, or firm market share
based on a concentration ratio, derived from SMSA figures must understate the
real concentration in the constituent markets included in each SMSA.5 Only if,
in the more densely populated sections of an SMSA, shoppers must choose among
fewer outlets than in those areas usually favored by supermarket chains for store
sites would the SMSA ratio possibly overstate the concentration affecting the
supermarkets. Although in the absence of an empirical study of markets in
SMSAs it is impossible to be certain whether the ratios used by the Study over-
state the actual ratio, it is much more likely that the Census ratios understate
the concentration.

In any event, the Study tests the effect of differences in ratios among markets
on profit and prices, so that it might be argued that unless there were a bias
that was systematically associated with the SMSA concentration levels, it could
be ignored.6

2 Statement of Robert 0. Aders, President, Food Marketing Institute, before the Joint
Economic Committee, April 5, 1977. p. 2.

3Now defined as grocery stores with more than $1 million in annual sales.
'It is probable that smaller stores also enjoy a fair degree of insulation from comple-

tion in their markets. Their location, and the circumstances in which they are shopped
by their customers prevent other than fringe competition between them and the larger
stores, which tend to be located in suburban shopping centers. See Rirlam, 'The Food
Distribution Industry," in Adams, "The Structure of American Industry" (5th ed., 1977),
pp. 44-45.

Study, p. 40.
6 If the SMSA's with high concentration ratios tend to embrace local markets where

the chains are selling in low concentration markets, and smaller stores in high markets,
while in the SMSAs with low concentration ratios the reverse tends to be true. then
there would be ground for questioning at least the coefficients associated with CR4 and
RFMS. But there is no reason to believe that this is the case.
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By confirming its analysis to the 17 leading chains, the Study perforce ignored
the regional or local chains that often have the leading share of supermarket
sales in important markets.7 Yet it is not clear that this omission would have an
effect on the results; the relative market share, defined as the ratio of the firm's
share in the local market to the CR4 would still be related to its market power,
and the potential power of the four largest firms would still be associated with
the CR4 for the SMSA.

3. When markets are concentrated, competitive behavior, and therefore per-
formance, is not easy to predict. It can take the form of nonprice competition
with wasteful expenditure on promotional activities, including food stamps,
stretching the hours of operation, proliferation of products and items stocked,
and provision of a wide spectrum of store services. Investment and operating
expenses are inevitably increased by this strategy. Competition among the few
can also take the form of cutthroat competition, sporadic price wars, and ex-
ploitation of buying power. Because of the importance of differences in strategies
among the firms confronting each other in the concentrated markets, specific
price and profits performance must be linked to the peculiarities of manage-
ments.' There seems to be a longrun tendency in most oligopolized markets,
however, to avoid price competition, unless an important firm is seized with the
desire to increase its market share. The small group will adopt a common stand-
ard for cost and profit margins, and confine its competitive aggressions to tactics
that raise costs.

In food retailing, we have a classic example of competition among a few
firms. Supermarket managers are typically aware of the presence of no more
than three other important competitors. The downward trends in sales per
employee and per square foot, and the higher level of gross margins charac-
teristic of recent years cannot be disassociated from the oligopolistic structure
of food chain retailing.9 At the same time, and recognizing that generaliza-
tions about profits are subject to question, the largest chains do not appear
to have earned extraordinarily high returns.'0 Until the Joint Economic Com-
mittee obtained information on divisional profits, and prices by SMSA, the
published data could not be disaggregated to determine whether in the more
concentrated markets, profits or prices were tended to be significantly higher.
Nor could a similar comparison be made for prices.

4. In testing the hypothesis that profits and prices were closely associated
with market structure, the Study gave special treatment to the A&P Company.
In the set of equations in Table 2.6, one variable was used to represent the
impact of A&P on other firm's profits, and a second for A&P's own profits. The
profits equation used to illustrate the consequences of changes in CR 4 and rela-
tive firm market shares (RFMS), omitted A&P's profits and determinants.
The same equation also omitted profits for two years, 1972 and 1973 from
the averages of the remaining 11 chains.1" A&P pursued "unique sales and
profit strategies" during the years 1970-74, and during 1972 and 1973 the
A&P WEO program and price controls produce "abnormal results." 1 Mr.
Hlammonds and Professor Goldberg have objected to these omissions. Profes-
sors Marion and Mueller reply that their purpose is to compare determinants
of prices in October 1974 and the profit regression analysis and that 1974
was a "normal" year. Hence the year 1972-73 should have been left out for
their inclusions could not have substantially changed results. A regression
analysis run on A&P using most of the variables employed in the analyses
of the other 11 companies disclosed that its RFMS was significant in explaining
the profit to sales ratio.>

in 2 of the 10 larzest SMSAs a local or rerional chain was in first place in 1973.
Locel chains led in Atlanta, Cleveland, Detroit, Houston, Los Angeles. See Dirlam, op. cit,

149-50.
PoFor a discussion of the short-run nnd long-run goals that managements can adopt, see

Kanlan. Dirlam and Lanzillotti, "Pricing in Big Business: A Case Approach" (1955),
Chap. 2.

9 Dirlam. op. cit.. pp. 58-63. Of 188 qMSA's for which the Bureau of Census computed
sunermnrket concentration ratios in 1972, 146 had ratios of 60 percent or over for the
first A firms. Studv. table VA.

19 Dirlam. op. cit.. p. 70 and table 6. p. 55: Study. table 2.1. Winn-Dixie and TLlky seem
to he consistently more profitable than other chains. while National Tea and First Na-
tionl brinr ut the rear. Size of chain does not seem to be related to profitability.

11 -ee table 2.7. equation Id.
12 Stirly. pn. 51-2.
1M Rtudv. Table B.13, p. 102. The curvelinear CR, ratio, however, was not significant in

1973 and 1974.
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I have some difficulty with both the alternatives adopted to deal with the
A&P Co. In oligopolized markets, all firms are unique, and as pointed out earlier,
each may behave in ways that may seem to be "abnormal". Having removed
A&P. would the authors of the Study not also be obligated to make special
provisions for every chain in every market in which it might have been operated
inefficiently or adopted a tactic of sharp price cutting?

As Marion and Mueller point out, National Tea appears to have been mis-
managed for a number of years, and other chains than A&P have used costly
competitive strategies in certain markets. For similar reasons it seems that
the years 1972 and 1973 should not be ignored.

5. The estimate of "monopoly overcharged" has drawn fire on several grounds,
apart from reservations about the omission of A&P from the profits equation.
First it has been urged that the 40 percent CR4 selected as a cut-off was too
low. As Marion and Mueller insist, and as mentioned earlier, the CR, ratio for
supermarket sales in most SMISAs is much higher than 40 percent. Raising the
CR4 level at which concentration begins to influence prices and profits to 50 and
the RFMS to 25 reduces the estimated monopoly overcharge to $496 million
from $662 million. To compare this figure with total food chain profits is
to misunderstand the nature of the estimate; in effect, the study uses the
points at which its equations show that SMSA prices and divisional profits
begin to increase, and then assumes that since the chains have been able to
exist with the profits and prices realized at these levels, there is no reason
why the return should not be taken as compensatory. The critics have overlooked
final pages of the Study, emphasizing that single-market and small chains pre-
sumably relying on superior ingenuity and efficiency manage to compete with
the multi-market chains in these relatively low-price and profits markets.'4

In fact, a persuasive estimate of overcharge could have been made without
a multiple regression analysis. It should have sufficed to array the SMSAs by
estimated average profit rate and price, and use the profit rate and market
basket cost for the lowest 25 percent (or 50 percent) as a guideline.

In any event, while somewhat apart from the goal of the Study, which was
to try to explain differences among market areas, an overcharge estimate
could also be drawn from the difference between gross margins now realized
by typical large chains, and those prevailing at earlier periods."m Undoubtedly,
the higher costs alluded to earlier, must be partly responsible for the wider
margins.

6. Some critics have suggested that the Study's equations were misspecified
and did not include all or the proper variables. Professor Goldberg would have
included excess capacity, wage rates and real estate costs in both the profits
and the price equations. He would have used return on equity instead of
net earnings to sales as a measure of profitability. In addition, he found the
price equation unsatisfactory because it excluded transportation costs and
the prices of meat, produce, dairy products and frozen foods.16

The authors of the Study were well aware of the limitations of their data
in constructing both the profits and price equations. Only a before-tax profits
to sales figure was available. Since all firms were food chains, the profit margin
should be a good proxy for return on investment. If "prices for items in this
group [grocery products] were closely correlated with prices for a market
basket including additional product groupings"17 then the use of grocery prod-
ucts to represent all prices seems justified. The authors checked the influences
of wages on the cost of grocery products, and it was insignificant.'s Transporta-
tion cost likewise had no effect on the results.'9

There remains the possibility that, although these various cost elements did
not show up as significant in the results as calculated, they were significantly
associated with other variables. The authors state, "There is no a priori basis
for expecting wage rates, transportation costs or occupancy expense to be
related to market concentration or the market position of chains."20

The Study rejects the view of Professor Goldberg that excess capacity-one of
the inevitable consequences of competition among the few-should foster price

'4 Studv. pp. 81-82; see also Dirlam, op. cit., pp. 53-56.
, See Dirlam, op. cit., pp. 57-66 and 70-74.

1 Goldberg. letter.
"Study. p. 65.
]( -nmments on Testimony of Mr. Timothy Al. Hlammonds.
9 Study, p. 66, fn. 15.

"Comments . . . ,"' p. 18.
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cutting, expanded volume and lower unit costs. The authors believe rather, that
excess capacity "serves as a barrier to entry and as a depressant to competi-
tion." 2 If the data were available it would have been interesting to check the
amount of excess capacity by SMSA-if it can be measured-against relative
profits and prices. The obstacles to putting all data on a comparable basis are
formidable. That excess capacity exists, however, seems beyond doubt, if one uses
as a standard the floor space, personnel, and inventories required to serve con-
sumers at minimum cost.' There is good indication that the number of potential
customers per supermarket has dropped." If anything, excess capacity is merely
an accompaniment and consequence of oligopoly. Because of unutilized capacity.
operators may initiate price wars or try to convince customers by advertising that
they are discounting"4 in order to raise volume. On the other hand, food chains
may engage in other forms of non-price competition to increase the number of
customers, or adopt a live-and-let-live policy.

Mr. Hammonds questions whether the Study should have averaged instead of
pooling the information on yearly profits. Marion and Mueller rely that empirical
studies in industrial economics have always used average profits when relating
structure to performance and that the single year equations produce significant
coefficients for the structure variables. Moreover, to use yearly data would intro-
duce serious problems of autoregression. Mr. Hammonds found the use of a
curvelinear transformation of CR. somehow grounds for suspicion. But there are
good reasons for supposing that market power is not linearly related to
performance.

7. In some respects the Study failed to carry its statistical analysis as far as
one would have hoped. To begin with, an analysis of variance would have given
an indication of whether the profits and price differences among markets were
significant enought to warrant carrying out a multiple regression analysis using
RFMS and CR4 as independent variables. Then, as a check on possible multi-
colinearity the authors could have presented, instead of the simple pair correla-
tion matrix, an inverse correlation martix, a standard procedure when several
independent "variables" are employed. 26 It would, also, have been interesting to
see the results of pooled profits, in addition to the averages and single year
equations. The number of observations would have been increased. And, while
autoregression is typically supposed to be found in time-series regressions, it
can be present also in cross-sectional analysis; it would have been enlightening
had the authors performed the usual tests for its presence.

An entry variable in the profits equation is supposed to allow for the lower
profits that might be realized by those firms moving into new markets in the
years 1967-1970.7 In the market basket cost equation, however, the JEC Study
uses a market rivalry variable; there was no explanation of the failure to use
it in the profits equation. Would it not be likely that movement into a market
would affect also the established firms, and tend to diminish their earnings?

In most oligopolized markets, there is jockeying for position, and new entry
from time to time. Price wars take place, and conventional stores are changed to
"discount" supermarkets, etc. Both Kroger and National Tea withdrew from
Chicago because of prevaling low prices resulting from the activities of a local
chain.Y In fact, it would have been interesting to see the effect of introducing
a variable into the profits equation that could indicate the presence of price wars.
Perhaps the dependent variables in the price equation could have been used in a
profits equation for the 3 firms making price data available.

CONCLUSION

The Study's most important findings are that multimarket chains profits and
prices tend to differ from market to market with levels of concentration, and with

- Study. p. 78, note 6.
- See Dir1am. op. cit.. pp. 7-4
2 3Dirlamr. "The Food Distribution Industry," In Adams, ed., "The Structure of Amer-

ican Industry" (4th ed.), 1971, p. 57.
S4 On the elusive character of discount food stores, see Dirlam, op. cit. (5th ed), p. 42.
: Marion and Mueller, "Comments . p. 13.
:6 See D. E. Farrar and R. R. Glauber. "Multicollinearity in Regression Analysis: The

Problem Re-visited." Review of Economies and Statistics. Vol. 49. pp. 92-107 (1967).
and J. Johnston, Econometric Methods (2d Ed.. 1972), pp. 159-164. I am indebted to
Dr. D. H. Wang for this reference.

2 Study, pp. 44-45. The variable equals the SMSA concentration ratio, but only for new
entrants.

29 Dirlam, op. cit., p. 79, and National Tea Annual Report, 1976.
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the relative market share of the firm. It should not be surprising that this is so.
Nor is it startling, in view of the increasing emphasis in food retailing on forms
of non-price competition, that price differences should be unresponsive to varia-
tions in unit labor cost, or transportation cost. When unavoidable, marketing
strategy has changed so as to compress margins, while still realizing a satis-
factory profit margin. The example of Phoenix, Arizona, is particular relevant in
illustrating the flexibility still latent in food distribution costs."

The JEC Study underlines the importance of maintaining a market environment
where the arrival of new entrants and the attempts of existing small firms to
increase market share by Internal growth will not be impeded by discriminatory
cross-subsidization by giant firms.

Beneficial effects of competition should not be eroded by the temptations and
wastes of tacit collusion, as long as the market is kept flexible and free. Multi-
market power is a continuing problem that requires surveillance by antitrust
authorities.

STATEMENT ON' "THE PROFIT AND PRICE PERFORMAN-CE OF LEADING FOOD
CHAINs, 1970-74," AND COMMENTS ON SouiE TESTIMONY CONCERNINrG THAT
STUDY*

(By David Dale Martin, Professor of Business Economics and Public I'olicy,
School of Business, Indiana University)

On the basis of very careful and scholarly analysis of some unusually good
data Professors Marion and Mueller and their colleagues have reached the
conclusion that substantial market power exists in grocery retailing in many
markets. Their analysis is very persuasive to me.

That the market power inherent in concentrated market structures raises
both prices and profits as well as costs is also very persuasively argued and
demonstrated-albeit, not for all markets. The important point, in my view, is
that the data are found to be not at all inconsistent with the conclusions one
is led to by the economic theory of the firm and the theory of markets.

The statistical methods used in the study are widely used by industrial orga-
nization specialists within the economics profession. These methods have
inherent weaknesses and should never be used to draw "cause and effect" con-
clusions without their combination with closely reasoned theoretical models
based on plausible assumptions. In my view, this study constitutes an example
par excellance of appropriate use of theory, data, and statistical methods to
make informed judgments about the true nature of the structure of control of a
sector of the economy and its implications for important issues of public policy.
The study deserves very careful consideration by the Congress in its consid-
eration of ways to cope with the problem of inflation.

In addition to reviewing the study itself, I have read the March 30. 1977T testi-
mony of Mr. Timothy M. Hammonds and comments on that testimony by Pro-
fessors Marion and Mueller. Mr. Ilammonds says that the study "constructs price
and profit models using woefully inadequate data." As an economist who has
often criticized the use of inadequate data to draw unjustified conclusions, I
do not take their criticism lightly. As Marion and Mueller point out in their
comment, however, in much of the industrial organization literature the inad-
equacies of the data tend to bias the statistical measures in the direction of zero
relationships. It is for that reason that I, for one, have long discounted the eco-
nomic literature that purports to show that empirical evidence fails to support
the conclusions of economic theory about the ill effects of concentration of eco-
nomic power. If poor data is used and as a result zero relationships are found,
then economaic science appears to come down on the side of defending the status
quo. The Alarion-Mlueller study is not, however. an attempt to "muddy the
waters." The inadequacies of the data are made explicit and discussed in great
detail. They have argued quite persuasively, I think, that better data would give
even more statistical support to the conclusions they reach. Their conclusions are
just what one would expect from economic theory's deductions of propositions
from plausible assumptions about any markets.

Mr. Hammonds, aside from the data question, alleges that the study "estab-
lishes arbitrary competitive standards leading to equally arbitrary conclusions."
He particularly rejects the study's standard of what constitutes a competitive
structure. MarioR and Mueller use a 40 percent four firm concentration ratio in
an SNIRA with the largest four firms each having a 10 percent share as a stand-

* Prepared at the Invitation of the Joint Economic Committee.
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ard of competition. Hammonds argues against this standard in two ways: First,
by citing other instances in which such standards appear to have been set with
higher ratios, and second, by arguing that adoption of such a standard would
condemn most of American industry to the less than adequately competitive cate-
gory. With respect to the second point, why blink it? Most of American industry
is less than adequately competitive and that is a major cause of the Nation's
inability to achieve full employment without inflation.

Hammonds' first point misconstrues the nature of the statements he cites as
examples of other industrial organizational analysis that set standards. He cites
the 1968 Neal Report prepared by the White House Task Force on Antitrust
Policy and Senator Hart's Industrial Reorganization Bill. Neither of these were
statements about what degree of concentration constitutes adequate competition.
Both were proposals that, if adopted, would have declared a specified degree of
concentration to be presumptively not adequately competitive. The Neal Report
quotation by Hammonds is from a legislative proposal to have the government
take action against oligopoly industries sufficiently concentrated to afford justi-
fication for change without the government having to bear the burden of proof
that has stymied effective enforcement of the Sherman Act since the 1920 U.S.
Steel case. The 70 percent figure used in that proposal would not accomplish
adequate competition. It would simply lessen somewhat the evils incident to in-
dustrial concentration.

The Hart proposal used a 50 percent figure it is true. But that was used very
specifically in a statement in Title I of the bill of a condition in a market that
would constitute a rebuttable presumption of possession of illegal monopoly
power. Title I allowed for a defendant firm to prove.if it could that even with such
concentration it did not have monopoly power. Title I also allowed for the Indus-
trial Reorganization Commission (the prosecutor) to prove that the defendant
has monopoly power even if the concentration ratio is less than 50'per cent. The
purpose of the 50 per cent concentration ratio was to serve along with, and as an
alternative to other easily ascertainable facts as a rebuttable presumption -that
monopoly was present in order to shift the burden of proof back to the corporation
where it used to be before the liberalization of state incorporation laws removed
the traditional constraints on corporate size.

Incidentally, Senator Hart first announced his intention of introducing his
bill in an appearance as a witness before the Joint Economic Committee in Sep-
tember 1971 during the Committee's hearings on the New Economic Policy enunci-
ated by President Nixon in August of 1971. Senator Hart's statement onl that oc-
casion is relevant to the issues before the Committee at this time. It was an
expression of his concern lest the Nation cope with the unemployment-inflation
dilemma by moving toward increased government control of the economy without
ever really trying to create a truly competitive, decentralized, market system.

That issue is still with us. This very fine study by Marion and Mueller and
their colleagues at the University of Wisconsin is in the tradition of Richard T.
Ely and John R. Commons who made that university such an important contribu-
tor to the advancement of knowledge of the economic institutions of the Nation
and laid the basis for so much progressive legislation not only in that state but
in the Nation. They should be commended by the Committee for providing such
sound theoretical and statistical foundations for very important policy
recommendations.

THE UNIvERSITY OF MICHIGAN,
DEPARTMENT OF ECONOMICS,

Ann Arbor, Mich., May 13, 1977.
Mr. GEORGE R. TYLER,
Economist, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR MR. TYLER: At your request, I have read carefully the study by Bruce W.
Marion and Willard F. Mueller on "The Profit and Price Performance of Leading
Food Chains, 1970-74," to review it for the Joint Economic Committee. I was
happy to do this because the authors are established experts on the subject, and
I hoped for a thorough and fair study.

They were testing whether the food industry follows the patterns that have
been found in the general run of industries. Ons asks whether their data are good,
their methods are sound, and their interpretation is reasonable. Though I have
read the study thoroughly, I will confine myself here to only a brief review.

The study is in fact excellent, by all three criteria. First, the data are fresh
and timely. They go beyond other information in their precision and completeness.
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The study has been able to test the structure-price relationship more completely
than most previous studies in any sector.

Second, the methods are quite sound and clearly explained. I have seen many
large-scale studies in this subject and done several myself. This study is well
above average in its logic, care, and avoidance of dubious methods. After critical
scrutiny, I could find no significant issue on which to fault it.

Third, its interpretations are equally reliable. The authors show their experi-
ence and conservatisms by their balanced evaluation. The relationship they find is
utterly predictable to anyone with skill in the subject.

In short, this is a first-class study with important findings. Thank you for giv-
ing me this chance for a close look at it. I hope the Committee wvill continue to
concern itself with such high-quality research.

Sincerely,
WILLIAM G. SHEPHERD, Professor of Economics.

THE UNIVERSITY OF MICHIGAN,
DEPARTMENT OF ECONOMICS,

Ann Arbor, Mich., June 8, 1977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee, U.S. Congress, Washington, D.C.

DEAR CONGRESSMAN BOLLING: I have recently had the pleasure of reading a
study prepared for your use, and I want to share my enthusiasm for it with you.
The study, authored by Willard F. Mueller and associates, concerns the profit-
ability and price performance of leading food chains during the period 1970-
1974. It demonstrates convincingly that prices and profits vary among grocery
stores as a function of seller concentration in and company shares of relevant
markets. Consumers were overcharged to the tune of $617 million in a single
year as a result of market power.

The Mueller study is first rate. It applies modern quantitative techniques and
traditional economic theory to splendid data. Rarely has such a combination
been achieved in the traditionally "messy" field of industrial organization. The
study is truly scientific in the sense that it quickly points out gaps and weak-
nesses in data employed as well as controversy in theories adopted. I know of
few academic studies published in academic journals which have the courage to
publish all supporting data and methodology for all critics to see. The greatest
tribute I can pay to a report is to use it in my teaching materials. I plan to do
just that with this piece in the Fall.

I share these observations with you for two reasons. First, the study has been
attacked by representatives of the food retailers. Their arguments are petty and
unconvincing. I admire the integrity as well as the cogency of Mueller and as-
sociates in responding to such criticism. Second, studies such as these could not
be undertaken without high quality data unattainable from public sources. It is
essential that the committee continue to compel disclosure of information vital
to public policy concerns for analysis by eminent and responsible academicians
like Mueller.

I would be happy to expand upon these views would it be of service to the com-
mittee.

Respectfully,
WILLLIAzI JAMES ADAMS,

Professor of Economics.

UNIVERSITY OF MINNESOTA,

DEPARTMENT OF AGRICULTURAL AND APPLIED ECONOMICS,
St. Paul, Minn., August 18, 1977.

Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee, U.S. Congress, Washington, D.C.

DEAR CONGRESSMAN BOLLING: I have recently had the opportunity to read the
report by Marion and Mueller delivered at hearings conducted by the Joint Eco-
nomic Committee on March 30, 1977, entitled "The Structure and Performance
of Food Retailing." I have also reviewed the Joint Committee Print of April 12,
1977 (revised May 6, 1977) entitled "The Profit and Price Performance of Lead-
ing Food Chains, 1970-74." These are excellent reports.

" "Comments . . " p. 7.
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They do two important things. First, they describe the continuing trend to-
ward increased concentration in grocery retailing. Second, they demonstrate that
concentration does influence food product prices and grocery firm profits (i.e.,
the greater the concentration, the higher grocery product prices are to consunm-
ers and the higher profits are to the grocery firms involved).

The data are new and timely. And as far as I can judge, these new data are
imaginatively and competently employed to test the hypothesis, namely, that a
relationship exists between market structure and product prices. I was much
impressed with the statistical measures and conclusions presented in the reports.

The Joint Economic Committee is to be commended for commissioning the
Marion-Mueller studies, and for publishing the results. The results can and do
bear importantly on the public policy issue of business concentration.

Sincerely yours,
W. W. COCHRANE, Professor.

UtNIVEFSITY OF MIINNESOTA,
DEPARTM1ENT OF AGRICULTURAL AND APPLIED EcoNoICcs.

St. Paul, Minn., June 9, 1977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee,
U.S. Congress,
Washington, D.C.

DEAR CONGRESSMAN BOLLING: I read the April 12, 1977 Joint Committee Print
on "The Profit and Price Performance of Leading Food Chains, 1970-74" soon
after its release. I found it to be generally well-written and indicative of sub-
stantial, well-reasoned and well-conducted research. I since learned of several
industry-commissioned defensive critiques of the study.

I wish to offer some of my own observations as a professor of agricultural and
applied economics and adjunct professor of law at the University of Minnesota.
My major teaching and research efforts over the past two decades have been de-
voted to the economics of the marketing of food products.

First, I find the results of the Marion-Mueller study consistent with both eco-
nomic theory and numerous empirical studies of concentration and profits in
food and non-food industries over a period of several decades. In fact, if the
study had come to different conclusions, I would have been suspicious of the
methodology or data used.

Second, a pseudo-controversy has arisen over the selection of a "standard of
competition" at the 40 percent concentration level. This is a false analytical
issue because the relationship of concentration to profits is what is important.
Whether the relationship becomes clear In one industry at 30 percent and in
another at 85 percent is immaterial to the fact of the relationship itself. The
important questions are: Was there excess (or monopoly) profits and were they
systematically related to concentration in food retailing? The answers to both
questions are "yes." I do not see any statements in the study that the 40 percent
level is a "standard" to be applied to all industries.

I have studied the methods used in the analysis closely and believe that the
most sophisticated and appropriate analytical techniques were employed. I re-
gard the criticisms on technique of analysis as without foundation.

I was pleased to see this study come forward. There is no study. including
several USDA efforts, that is as comprehensive or which deals with such specific
aspects of the industry.

I hope my thoughts will be of value to you and your Committee. If I can be of
assistance, please contact me.

Sincerely yours,
DALE C. DAHL,

Professor and Adjunct Professor of Law.

LEWES, DEL., July 26, 1977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee,

U.S. Congress, Washington, D.C.
DEAR MR. BOLLING: I have just finished reading the report about the profit

and price performance of leading food chains from 1970 to 1974, prepared for
your committee by Bruce Marion, Willard Mueller, and others; also the state-
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ments presented to the committee on March 30 by these two authors and by
Timothy M. Hammonds and the subsequent comments on the Hammonds testimony
by the two authors.

The report that resulted in the subsequent statements is, in my opinion, ad-
mirable. It is exceptionally good in four respects: (a) The data upon which it
rests are unusually good and unusually detailed. (b) The analysis was made
with skill and sophistication. (c) The authors noted with care and candor the
limitations of the data and the bearing of these limitations upon their analysis.
(d) The conclusons were limited to those that followed almost inevitably from
the analysis. Thus the whole report provides an unusually good basis for con-
sideration of appropriate public policy.

The detailed criticisms of the study that were made by Dr. Hammonds in his

statement of March 30 showed no similar care and restraint. The comments about
them by the authors of the study seem to me to have disposed of them adequately.

Your committee has contributed significantly to public understanding of the

complex problems that are arising from concentration in food distribution. I

hope that it will continue to support similar studies in a similar way.
In their March statement to the committee, the authors of the study expressed

their opinions about policies appropriate to the study's conclusions. These are,

in different degrees, controversial; but they deserve and I hope will receive
the committee's careful consideration.

Certain broad characteristics of the problem of identifying and analyzing the

effects of economic power seem to me to be well illustrated by the study and the

subsequent controversy over it. The rest of this letter pertains to these.
1. Though in parts of the economy economic power is growing in concentration

and presumably affects performance by the powerful, proof of that growth and of

the nature of that effect is becoming more difficult.
Horizontal diversification and vertical integration that differ in pattern and

scope for different powerful enterprises make figures about the activities of these

enterprises more difficult to compare and more difficult to summarize meaning-

fully. The enterprises interest in numerous encounters in which the number of

enterprises involved and the respective roles of the enterprises that encounter
one another vary from instance to instance.

Moreover, concepts of economic power that were adequate for single markets
are ceasing to be adequate to express the nature and scope of the power of large

diversified and vertically integrated enterprises. As the activities of such enter-

prises spread and overlap one another, there is increased difficulty in applying to

them the traditional concepts of monopoly and oligopoly, because definition of the

markets in which these activities appear becomes increasingly difficult. Moreover,

such enterprises may attain considerable power, derived not from their shares of

particular markets but from their access to resources disproportionately larger

than the resources of their suppliers, customers, and competitors, and from con-

sequent possession of options in their business conduct that are more numerous

and diverse than the options available to firms with which they deal and compete.
2. The growing importance of diversification and vertical integration by large

enterprises impairs in two ways the adequacy of the government's figures about
concentration: (a) More of the total activity of such enterprises fits badly into
official statistical categories such as industry and even product group. (b) The

definitions of many industries have been changed in an effort to make them more

appropriate to the changing industrial structures, and thus the comparability of

figures for successive time periods has been seriously impaired.
3. Powerful enterprises do not willfully disclose in their own published sta-

tistics anything that identifies and differentiates their activities in their various
fields of activity.

4. To have meaning, studies of economic power need to be based upon figures

that contain, so far as possible, detail appropriate to the structure and inter-

action of the powerful firms being studied. Such figures can be obtained only if

subpoena power is used to obtain them.
5. What can be obtained by subpoena involves so many problems as to rele-

vance, comparability. and adequacy that use of it requires complex analysis that

necessarily results in a long and complex report. Such a report is necessarily

difficult to read and understand, and easy to misrepresent. People adversely

affected have incentives to misrepresent it.
6. At best. such reports can cast light only upon particular problems chosen

for study. Until more adequate information is available about the activities of

the more powerful enterprises, we shall lack a sound basis for judgment as to
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what problems are most important. The most ambitious and well-supported effort
to provide such information-FTC's line-of-business program-is being vehe-
mently attacked in the courts and elsewhere. Adequate information will become
available only if efforts to get it are well enough supported to overcome major
opposition.

Sincerely,
CORWIN D. EDWARDS.

PURDUE UNIVERSITY,
DEPARTMENT OF AGRICULTURAL ECoNOMICs,

West Lafayette, Ind., July 11, 1977.
Hon. RICHARD BOLLING,
Joint Economic Committee, Congress of the United States,
Washington, D.C.

DEAR CONGRESSMAN BOLLING: The purpose of this letter is to comment on a
study prepared for the Joint Economic Committee of the U.S. Congress, "The
Profit and Price Performance of Leading Food Chains, 1970-74," April 12, 1977.

I have read the report and am impressed by the extent of relevant data made
available for the study and by the quality and rigor of the analysis. The findings
essentially bear out for food retailing what economic theory hypothesizes and
what are shown in studies of other industries and markets.

The report contributes substantially to the descriptive information available
about market organization in food retailing and to the delineation of relation-
ships between market organization characteristics and market behavior, prices,
earnings and performance patterns. I think the report is a significant contribution
and can be useful in terms of guidelines both for further research and for public
policy.

For example, an important question suggested by the findings is why market
shares of leading firms in City B, a highly concentrated eastern city, are not
eroded by entry from outside competitors. Based on a long history of educa-
tional work with the food retailing industry at Purdue University, experience
indicates that many local and regional independent food retailing organizations,
some with relatively few stores, are highly efficient and effective competitors.
A fruitful area for research would be to determine what possible barriers, if any,
might exist which inhibit the penetration of concentrated markets by inter-
mediate size organizations. Such barriers might include, for example, selective
price competition by established firms mainly in areas where new firms would be
endeavoring to gain a foothold. Policies which would broaden price competition
generally and which would encourage the vigor and opportunities for inter-
mediate size businesses would enhance and strengthen a competitive enterprise
system in food retailing.

Your committee is to be commended for developing relevant information in
the important area of food marketing and distribution, and I would like to
encourage your continued cooperation and support in undertaking studies of this
kind. Public policies relating to the structure and competitive behavior of our
private enterprise system can have a major influence on the strength and vigor
of our national economy. Such policies should be based on the best information
and analytical work which can be obtained. University scholars are often ham-
pered in their research on issues relating to market organization and performance
because of the lack of adequate and relevant data. The cooperation of your
committee in acquiring such data can make a valuable contribution to new
research findings and, in turn, to the formulation public policies which will serve
and strengthen private competitive enterprise in the United States.

Sincerely,
PAUL L. FARRIS,

Head of Department of Agricultural Economics.

UNIVERSITY OF NTOTRE DAME,
DEPARTMENT OF ECONOMICS.
Notre Dame, Ind., June 24,1977.

Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee, Congress of the United States,
Washington. D.C.

DEAR CONGRESSMAN BOLLING: Upon careful examination of the Renort, Thc
Profit and Price Performance of Leadina Food Chains, 1970-74 by Mr. Bruce W.
Marion, Mr. Willard F. Mueller and others, for the use of the Joint Economic
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Committee of the Congress, I am impressed by its scholarly character and
significance for public policy. It is my belief that the Report convincingly sup-
ports the thesis that prices in retail food chains are notably higher in areas
where competition is weaker because of the presence of few firms in the structure
of local markets.

Special note must be taken of the point that the cost and price data used in
the Report, namely, data subpoenaed from 17 of the largest national food retail
chains, was superior in scope to any available from other public or private
sources. In effect the Report bears out the position that in the national food
retail chains as concentration intensifies, market power increases, which
results in lessened competition and higher prices.

With respect to the authors of the Report, I am personally acquainted with
Mr. Willard F. Mueller who is a recognized authority in the area of monopoly
and competition. In addition to his outstanding academic qualifications, his
years of public service as Chief Economist for the Federal Trade Commission
qualified him to take part as co-author of this precedent breaking study. It is
indeed fortunate that the Joint Economic Committee was able to avail itself
of the services of such an outstanding academician for the purpose of this
research.

In regard to the attack made against the Report by Mr. Timothy M. Ham-
monds, in his Statement before the Joint Economic Committee on March 30,
1977, I find the thoroughly documented Comment8 by Mr. Bruce W. Marion and
Mr. Willard F. Mueller to be an overwhelming refutation of Mr. Hammonds'
evaluation. Attention will be called here to only a few of the numerous instances
in the Marion-Mueller Comments which point out the weaknesses and inaccura-
cies in the Statement by Mr. Hammonds.

Concerning Hammonds' contention that the Report contained an arbitrary
statement of competition namely CR, at 40 percent of sales or less, Marion-
Mueller note in Comments, p.3 that at the CR, level the empirical analyses
showed that both profits and prices continued to rise around the CR, at 40
level and therefore competitive prices were present when CR, is 40 or lower.
(Comments, p.3) Marion-MIueller also note that Hammonds' reference to the
Neal Report and the Hart Industrial Reorganization Bill which used a much
higher concentration figure than 40 is not relevant since those documents referred
to shared monopoly markets while the Report refers to a standard for com-
petitive markets. (Comments. p.4)

In regard to the claim in the Hlammonds' Statement that the estimated monop-
oly overcharge in the Report exceeds the total income profits of all supermarkets
Marion-Mueller point out that the figure used by industry spokesmen was
post tax rather than pre-tax. Moreover, the Comments note that the estimated
overcharge was not an estimate of excess profits, but of excess prices, of which
increased profits are only a fraction. (Comments, P. 6)

With respect to Hammonds' contention that the price equations in the Report
are based on only three companies, Marion-Mueller point out that the growth,
profitability and average market share of these three chain store firms were
similar to the 17 chains included in other parts of the Report. In addition, it
was noted that the three chains operated in 32 metropolitan areas, a selection
of markets considered sufficient to determine valid statistical evaluation of price
differences. (Comments, p.8)

Further, in regard to Hammonds' objection to the use of October, 1974 prices
for his particular price study on the grounds that it led to a notable upward
bias of the price data, Marion-Mueller point out that regardless of the level
of prices, it was found that prices rose sharply at CR, levels of 40 and
above, thus pointing to the existence of some market power at such levels
of concentration. Marion-.Mueller note here that the study measured the differ-
ences In prices and profits across markets. (Comments, p.9)

Concerning Hammonds' objection that the analysis of division profits is inap-
propriate, the Marion-Mueller Comments (p.12) point out that usable data
was available for 96 divisions of 12 chains and they were used together with the
weighted average market characteristics of the metropolitan areas within these
divisions. Marion-Mueller note that this conjunction provides good approxima-
tions of the competitive character of the divisions continuing such metropolitan
areas.

Moreover, Marion-Mueller point out, contrary to the claim of Hammonds,
that rather than the SMSA profit equations being discarded in the final analysis,
such data, made available for 50 SMSAs by six chains, were duly analyzed
by using basically the same models as for the divisional equations. Further,
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Marion-Mueller noted that the results were very close to those of the divisionalmodels and were fully set forth in the Report. (Comments, p.13)
Again, as opposed to the claim of Hammonds, Marion-Mlueller noted in theirComments that each profit model was tested for separate years as well as forseveral years. Hammonds indicated in his Statement that the authors of theReport only averaged the profits of each company over the several years ofthe study. (Comments, p.13)
With respect to the assertion of Hammonds in his Statement that the authors

of the Report discarded the A & P chain and excluded it as a special case, Marion-Mueller stress that just the opposite occurred. Here they point out that the A & Pchain in the Report was placed under special analysis in an effort to determinethe impact of A & P's WEO program with regard to its own profits and asrelated to its competitors, as stated on page 43 of this Report. (Comments, p.15)Again, Hammonds in his Statement charges that a grave omission in theReport's price model was the failure to consider operating costs variables. Marion-Mueller note that their analysis included transportation cost variables as usedin a U.S.D.A. document, but with no affect on their results. This finding was duly
recorded in footnote 15 on page 66 of the Report. (Comments, p.17)

Another claim made by Hammonds in his Statement was to the effect that,contrary to the finding of the Report concentration is not increasing in food re-tailing. Marion-Mueller note, however, that their analysis of all comparable
metropolitan areas shows notable increases in the number of highly concentratedmarkets. In particular they observe that the number of markets with CR. of 70or more increased from one in 1958 to nine in 1972. Further, the number of mar-kets with CR4 of 65 or more increased from eight to 29 in the same period. (Comn-ments, p.23)

As to Hammonds' claim that affiliated independents are growing more rapidlythan chains, Marion-Mueller observe in their Comments. p.25 that while someindividual voluntary and cooperative groups are growing rapidly (as the Reportnoted. pp. 12-15) they are growing within a steadily shrinking area. Here Marion-Mueller recall their Report statement (p.83) that total sale of independents (des-ignated as companies with fewer than 11 stores) declined from 65.5 percent of allgrocery store sales in 1948 to 43 percent in 1972. In contrast, Marion-Mueller inComments p. 25 point out that according to census figures, chain store firms haveenjoyed a steadily increasing share of U.S. grocery store sales, going from 34percent in 1948 to 47 percent in 1972.
The Comments by Marion-Mueller merit serious consideration by members ofthe Joint Economic Committee. This document serves well to underscore the im-portance of the Report for the purpose of public policy considerations.

Sincrely yours,
MARIa J. FITZGERALD. PHr.D.
Professor Emeritus-Economics.

SAN JOSE STATE TINIV.RSITY,
DEPARTIfENT OF EcoNoMrrcs,

San Jose. Ca7if.. June 4, 1.977.Hon. RICHARD BOLTING.
Chairman. Joint Economic Committee, Congrress of the United States, Washing-

ton. D.C.
DEAR MR. CHAIRrMAN: I am writing with reference to a study recently published

by the Joint Economic Committee entitled The Profit and Price Performance ofLeading Food Chains. 1970-74. I have learned that at recent hearings a number
of people beholden to the grocery retailing industry attacked the study. In itself
this is neither surprising nor reprehensible. However, it is also my understanding
that the Committee did not at the same time hear from any qualified Independent
ecoyiomists. Thus the purpose of this letter is to give you my independent ap-praisal of thb study and of the criticisms of Timothy Hammonds. an industry
spokesman. The enclosed vita gives you some indication of mv qualifications fordoing so. I have completed several studies of the tyne at issue (which were
funded and published by the National Commission on Consumer Finance). More-
over. I have been an active industrial organization economist for more than 10
years.

With respect to the JEC study, my summary assessment is that it is undoubt-
edly the best piece of research ever done on the topic. Indeed, it is one of the
best studies I have seen of this general type (cross-section. intra-industry. multi-
variate regression analysis of market structure and performance). Certainly its
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greatest strength lies in the data used. The profit data are exceptionally solid
with respect to their broad time span, narrowness of market definition, consist-
ency across observational entities, and comparability with complementary vari-
ables. Most studies of this type cannot claim this degree of refinement. The price
data are certainly inferior to the profit data, as the authors themselves carefully
point out. Nevertheless, even those data are the best thus far available for such
a study. They are standardized across observations for product composition,
time period, and method of collection. They are not the best possible; they are
merely the best available. With the expenditure of a substantial amount of money
they could be improved upon to include a longer time period, more cities, more
products, and more chains. In light of the results obtained with the Joint
Committee's data, it might be worth the while of the FTC or Census Bureau to
gather even better data.

As regards the results themselves, they fit quite snugly into the general pat-
tern revealed by structure-performance research. Marion, Mueller, et al. refer to
the general industrial organization literature on this point. Unfortunately, one
unfamiliar with the details of the literature might tend to discount this com-
parison on grounds that prior studies concerned manufacturing, not retailing,
and that they were interiAndustry studies, not intra-industry studies. Thus, I
would like to take this opportunity to point out that the JEC study corroborates
a pattern revealed in other cross-section, intra-industry multivariate analyses of
prices and profits. Since most of the controversy seems to concern the findings
on prices, I shall confine my reference list to comparable price studies (many of
which are inferior to the JEC study ):

1. For a review of studies of drug, gasoline, and hard goods retailing see
Louis P. Bucklin, Competition and Evolution in the Distributive Trades (Engle-
wood Cliffs, N.J.: Prentice-Hall, 1972) pp. 126-30.

2. Prescription Drutg Price Disclosurcs, Staff Report to the Federal Trade
Commission (processed, 1975) pp. 41-44, part III.

3. J. David Cummins, Herbert S. Denenberg and William C. Scheel, "'Concen-
tration in the U.S. Life Insurance Industry," Journal of Risk and Insurance
(June 1972) pp. 177-99.

4. John H. Landon, "The Relation of Market Concentration to Advertising
Rates: The Newspaper Industry" Antitrust Bulletin (Spring 1971) pp. 53-100.

5. Bruce M. Owen, "Newspaper and Television Station Joint Ownership,"
Antitrust Bulletin (Winter 1973) pp. 787-807.

6. F. R. Edwards, "Concentrations in Banking and its Effect on Business Loan
Rates," Revielw of Economics and Statistics (August 1964) pp. 294-300.

7. Paul A. Meyer, "Price Discrimination, Regional Loan Rates and the Struc-
ture of the Banking Industry," Journal of Finance (March 1967) pp. 37-48.

8. Donald Jacobs, Business Loan Costs and Bank Market Structure, (New
York: Columbia University Press, 1971).

9. F. W. Bell and N. B. Murphy, "Impact of Market Structure on the Price of
a Commercial Bank Service," Review of Economics and Statistics (May 1969)
pp. 210-13.

10. George Kaufman, "Bank Market Structure and Performance: the Evidence
from Iowa," Southern Economic Journal (April 1966) pp. 429-39.

11. A. A. Heggestad and J. J. Mingo, "Prices, Nonprices. and Concentration in
Selected Banking Markets," Bank Structure and Competition, Conference Papers,
March 28-29, 1974 (Federal Reserve Bank of Chicago) pp. 69-95.

12. Franklin Edwards, "The Banking Competition Controversy," National
Banking Review (Sept. 1965) pp. 1-34.

13. Douglas F. Freer and Robert Shay, An Econometric Analysis of Co0ns81mer
Credit Markets in the United States, Technical Study Vol. IV, National Com-
mission on Consumer Finance (Washington, D.C., 1973) especially chapters 2
and 4.

14. Walter J. Mead, Competition and Oligopsony in the Douglas Fir Lnomber
Industry (Berkeley: University of California Press, 1966) chapters 11 and 12.

15. H. W. de Jong, "Industrial Structure and the Price Problem: Experience
Withing the European Economic Communtiy," in The Roots of InJlation, G. C.
Mleans, et al., eds. (New York: Burt Franklin & Co., 1976) pp. 199-209.

In sum, I believe that any economist who claims to be surprised by the JEC
results is either lying, misinformed, or incompetent.

This is not to say the JEC study is perfect. I think there are several minor
flaws. First, greater justification and explanation should have been given for the
nonlinear specification or concentration in the profit regressions. How did the
authors settle on the particular form they used? What other options were tried?
Elaboration Would have been helpful. Second, some measure of labor cost should



200

have been included in the price analysis. From past experience I think the authors
could have used data on retail clerks' annual wages from a Census publication
called County Business Patterns, which reports such data on a fairly refined
basis for all workers covered by the Social Security System, by county.

Both of these problems were addressed by 'Marion and Mueller in their written
response to the criticisms of Timothy Hammonds. And I am satisfied that they
have largely corrected for these flaws. My remaining misgivings have not been
mentioned by anyone, but they do not relate to the central body of the study
and therefore may be considered inconsequential. They all relate to Appendix D,
entitled "A Generalized Model of Structure, Conduct, and Performance in Food
Retailing." Indeed, that appendix is the weakest part of the entire paper. The
fact that this material is relegated to an appendix indicates that the authors
may have had some misgivings about it too. In any event, I will only give brief
mention to a few of the problems. First, the justification given for expecting an
inverse relation between profits and advertising (on page 108) is unclear and I
think wrong. They talk as if they were dealing with a partial adjustment dis-
equilibrium time-series model, but they are not. Grounds for an "inverse" ex-
pectation are available, but they are not mentioned. The authors ought to consult
two recent papers on this point, both of which appeared in the November 1974
issue of The Review of Economics and Statistics: M. E. Porter "Consumer Be-
havior, Retailer Power and Market Performance in Consumer Goods Industries,"
and K. D. Boyer, "Informative and Goodwill Advertising." A second problem
arises in their justification of RFMS as a determinant of advertising intensity.
I fail to see how that variable could be a measure of economies of scale. The least
that can be said is that there are many better measures of such. Third, there
are much better justifications for expecting a negative relation between concen-
tration and advertising than those provided. I recommend to the authors my own
paper, "Advertising and Market Concentration," SEJ, 1971, on this point. Another
would be a recent paper by Strickland and Weiss in the Journal of Political
Economy (October 1976). Finally, their measure of entry barriers (E) is quite
weak for the purposes they have in mind on page 111.

Regarding the comments and criticisms of Mr. Timothy Hammonds and the
Marion-Mueller reply to those comments, I must say that I side with the latter on
virtually every point. Marion and Mueller deftly demonstrate that Mr. Ham-
mond's views generally fall into one of three categories-irrelevant, misleading,
or invalid. Hammonds gets to first base only two times, both of which I men-
tioned above and both of which were satisfactorily answered by Marion and
Mueller-(1) the nonlinear specification and (2) the addition of labor costs.

In conclusion, I would like to congratulate the Committee for its funding of
this study and for exercising its subpoena power to obtain the necessary data.
Several sectors of Congress have taken a lead in this respect (e.g., the Committee
on Interior and Insular Affairs in the Senate, for its study of petroleum compa-
nies). And I think it is extremely important that such steps be taken in the fu-
ture. It seems that many government agencies are too timid, or too unimagina-
tive, or too heavily reliant on voluntary compliance to succeed in gathering the
best data that can be made available. If the JEC doubts the validity of the price
portion of the grocery study, it could certainly fund further data gathering on
the issue. Design of the collection effort should follow the criteria laid down by
Marion and Mueller (in their reply to Hammonds).

If you would like me to elaborate on any of my views, I would happily try to
comply.

Sincerely, DOUGLAS F. GREER,
Associate Professor of Economics.

THE UNIVERSITY OF ALBERTA,
DEPARTMENT OF AGRIcULTURAL EcoNomics,

Edmonton, Alberta, June 15,1977.
Hon. RICHARD BOLLING,
Chairman of the Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR CONGRESSMAx BOLLING: I recently reviewed the report, prepared by Bruce
Marion et al, members of the Food System Research Group, to the Joint Eco-
nomic Committee.

J1 find the report refreshingly complete in its analysis. Research in the area of
food retailing is very difficult and complex. It is because of this nature that there
will always be many detractors and critics. The difficulty lies not in criticism but
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in the construction of a more complete analytic base. The researchers nave suc-
ceeded in enlarging our basis for comparison and coming to grips with a situation
that is in fact outpacing conventional economic theory.

Horizontal concentration is a way of life in Western Canada. We pay for It as
consumers through (a) excessive store footage, (b) very large advertising ex-
penses at the retail level (c) the elimination of potentially viable competitors
and (d) the serfdom of suppliers. In our case vertical integration by the largest
conglomerate retailer has slowly placed our agricultural producers and processors
in very confined lines.

Confounding us is the fact that the retailers (Canada Safeway) seems to be
performing its services very well during the process of eliminating its competi-
tion, denying agricultural producers and consumers market alternatives and using
its revenues from Western Canada to force market entry into Eastern Canada
and Australia.

During' this excursion our food processors and transportation services are
forced into fewer and narrower marketing and service opportunities. Our pricing
efficiency continues to decline while operational efficiency proceeds to call the
tune. The retailers that are left tell us that everything is happening in a natural
order of events, that private labels, price discrimination, formula pricing, meat
and vegetable programs, yearly volume kickbacks etc. are the normal way of doing
business in an age which stresses continuing affluence and size.

Needless to say I disagree! We must continue to probe and explore events so
that we can be master of our own course. Why the "hell" should we be on a ship
which goes where the large integrated retailer takes us and where he feels happy
and calm?

There are things that can be done to promote free enterprise and we have done
a few of them here in Alberta.

1. Restrict advertising-volume and discounts allowed.
2. Metropolitan area pricing uniformity by any chain-one price all products

all locations.
3. Restrict number of stores in metro area (store footage) for any one chain.
4. Make tying arrangements with shopping centres illegal
5. Limit private labels (shelf space) and price shenanigans with private label

and processor branded items.
6. Limit vertical integration by retailers-packers are restricted from retail

entry-so should retailers be restricted from milk, meat, eggs, cheese, vegetables
(canning, frozen and fresh).

These solutions are relatively easy to enforce and can be tied to market share.
Well once again my compliments to your committee and the Wisconsin research

group for their interest in the area. It will take considerable courage to continue
efforts in this area, but it will be worth while. I would not like the events in the
U.S. to proceed to where we are in Western Canada.

Best regards in your work.
Sincerely.

M. H. HAWKINS, Profes8or.

BULL SHOALS, ARK., ,Yune 7,1977.
Hon. RIcHARD BOLLING,
Chairmoan, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR CONGRESSMAN BOLLING: I've recently had occasion to reaa the JEC study-
The Profit and Price Performance of Leading Food Chains, by Marion and
Mueller. Your committee is to be commended for sponsoring research of this kind,
and I hope you will continue your efforts along this line.

It is possible to quibble endlessly in studies of this kind about the adequacy
of the data, analytical methods, and the precise extent to which concentration
of control enhances prices and profits, as Mr. Hammonds and others did before
your committee and in the press. But the Marion-Mueller study was a good one,
and its main thrust is altogether in accord with most of the other economic re-
search in this field.

Over a long lifetime, I've become more and more concerned about the increasing
concentration of control in the American economy. The effect of this on prices and
profits is well known, but this is only part of the consequence. As of course you
are aware but many people seem not to be, monopoly power makes It possible
simultaneously to raise prices and reduce output in the face of falling demand,
which is the root cause of cost-push inflation and greater unemployment. For a
time, most economists thought our economy could be controlled thru fiscal and
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monetary policy, but events themselves have proved this wrong. Somehow Amer-ica must face up to its basic economic problems and tackle them in a more real-istic way. Your Committee is among the few agencies, either in or out of gov-ernment, which Is trying to do this.
A vigorous anti-trust policy is of course the first requisite, but this can do vir-tually nothing with established monopoly and internal corporate growth amongthe larger companies. For this reason, I was much in favor of the late SenatorHart's bill for re-structuring industry where necessary to preserve workable com-petition, and I offered testimony in its behalf before several Senate Committees.Hopefully this type of legislation can eventually be passed.
Meanwhile, we have the immediate problems of rising inflation, high unemploy-ment, and the crushing burden of Welfare which results. I doubts that we canfor very much longer avoid wage, price, and profit controls at least in somesectors of the economy. And there is a rising ground swell of public support, notyet adequately reflected in present or proposed legislation, for public serviceemployment.
I hope your Committee will go forward with its research and investigation intothe basic economic problems which confront us.

Sincerely yours,
A. C. HOFFMAN.

(By way of self-introduction, I am a retired vice-president of the Kraft FoodsCo.; in 1941-43 1 was Director of Food Price Control in the CPA in Washington;and in the late 1930's made a study of the food industries for the TemporaryNational Economic Committee, TNEC monograph 35).

UNIVERSITY OF MISSOURI-COLUMBIA,
COLLEGE OF ARTS AND ScIENcE,

DEPARTMENT OF EcoNoMics,
Columbia, Mo., June 3, 1977.Hon. RicHrARD BoLLrNG,

Chairman, Joint Economic Committee,
U.S. Congres8,
Wa8hington, D.C.

DEAR SIR: I have recently received copies of the testimony presented by Profes-sor Willard Mueller and his colleagues regarding the economic performance ofthe grocery chain stores. I have also had a chance to read the testimony offeredby Mr. Hammonds. I would like to make a few very brief comments.First of all, Mr. Mueller is a very distinguished economist and has mademajor contributions in both the economics and policy of industrial organization.To my own knowledge, he is a very careful, indeed one might saw meticulous.worker. His standing in the field is such that all of us listen with great care and
respect.

Rather than comment on the Mueller study, I would like to make some observa-tions on situations that I have found and know about first hand. Shortly afterWorld War II, the Adams Dairy in Kansas City Instituted the use of paper con-tainers and the distribution of milk through the super markets. In the late 1950's.the area experienced a price war in milk and after all was said and done, eachof the chain stores was paired off with a national dairy and Adams ended up withholding much of the excess capacity in the market. The use of "dancing partners"is, I think, a frequent arrangement with grocery chains and their suppliers. Theeffect is to establish vertical compartments within the market so that the grocerychains do not compete against one another vi8 a vis their suppliers. This will havethe effect of raising the prices to the consumer.
In a related example arising from a case that I worked on in Chicago, A. & P.purchased milk from Borden. Borden built a new plant with an estimated annualcost saving of $800,000. A. &. P demanded and received discounts equivalent tothat on the dairy products they purchased from Borden. The consumer, on theother hand, received no benefit whatsover for Borden and A. & P. both maintainedthe established price and eliminated the differential between the name brandand the private label brand. In this market also "dancing partners" were foundwhich did much to ensure that the consumer would not benefit from either tech-nological changes or competition.
Now I would like to say a few words about data problems. Mr. Hammondscriticized the Mueller study for its use of the SIC numbers and concentrationratios. I have never been greatly enamored with the use concentration ratios basedon SIC industry classifications-but they are the best numbers that we have. Any
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attempt to get better numbers, such as the Line of Business Reporting, is met
with stiff opposition from business interests. It is very often those same interests
that object to the ongoing studies because of inadequacies in the data. If we are
to adequately understand and thus be in a position to make policy regarding our
economy, there must be a never ending process of acquiring adequate data. In my
opinion, the Joint Economic Committee made an invaluable contribution to our
knowledge of the economic system when it made it possible to acquire the data
necessary for the Mueller study. I hope that you'll continue this policy.

In sum, let me say this. Based on my own personal experience in the field of
industrial organization, the performance and the conduct of the grocery store
chains should be examined. I think the JEC went about this in an entirely ap-
propriate way and Professor Mueller and his colleagues produced an insightful
report.

Yours very truly,
JOHN M. KuHLMAN,
Professor of Economics.

UNIVERSITY OF CALIFORNIA, DAVIS,
DEPARTMENT OF AGRICIMTURAL ECONOMICS.

Davis, Calif., June 9, 1977.
Hon. RICHARD BoLLIzG,
Chairman of the Joint Economic Committee,
Congress of the United States, Washington, D.C.

DEAR CONGREssMAN BOLLING: I have just read the comments prepared by
Messrs. Bruce W. Marion and Willard F. Mueller on the testimony of Mr. Timothy
M. Hammonds of the Food Marketing Institute before the Joint Economic Com-
mittee, March 30, 1977. Professor Mueller, as you probably well know, is highly
competent. As he and Mr. Marion point out, the Hammond arguments, with the
exception of the points on the confidence Intervals (page 11 of the comments) and
the influence of operating costs (page 17 of the comments), are not valid. In
reply to Hammonds' valid criticism, confidence intervals were calculated and now
appear on page 11. The question of operating costs has been addressed (pages 17
and 18). The Marion, Mueller, et al. study, which I have also read, uses appropri-
ate techniques, is valuable, and its conclusion is substantiated.

I hope the Joint Economic Committee will sponsor more studies of this caliber
in the public interest.

Sincerely,
SYvLIA LANE, Professor.

AusTIN, TEx., June 28, 1977.
Hon. RICHARD BoLLING,
Chairman, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

DEAR CONGRESSMAN BOLLING: Although I have been a Professor of Economics
at a major state university for more than 20 years. I am not writing you on
letterhead paper and I am paying the postage on this myself to emphasize that
I am expressing my personal views and not those of the institution with which I
am associated.

Thanks very much for sending me a copy of the study prepared for your com-
mittee by the members of the University of Wisconsin Food Research Group of
NC 117, entitled "The Profit and Price Performance of Leading Food Chains.
1970-1974". It is not my practice to write letters such as this but I have been
so pleased to receive such an extremely competently done and technically sound
study of an important real world problem by such outstanding men as the co-
authors of this work that I have decided to do so. I intend to make substantial
use of this study in my antitrust and competition seminar next year, less for the
conclusions produced by the authors (which deal with a particular problem) than
for an illustration of the application of econometric techniques to economic prob-
lems in this area. It is clearly conceivable to me that this study may become the
model for a large number of doctoral dissertations at many major universities in
the future.

If anything, in my judgment, the researchers have taken an extremely con-
servative approach in adopting as their "competitive standard" a 4-firm market
share in which the firms are assumed to be of equal market power. This test is
much more lenient than one which would be employed in any purely theoretical
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analysis. In such an analysis, the existence of any discretionary power over
prices is considered to be evidence of market power, since by definition in a situa-
tion of pure price competition, no such discretionary pricing power can exist.

But these authors have undertaken to make a real world study of a real world
problem and have thus rejected the much stricter, purely analytical, standard
an economic theorist would employ. It is precisely this realism, this unwilling-
ness to produce extreme results based on extreme assumptions, which makes this
study so valuable. The authors have chosen to let the facts speak for themselves
rather than to foist their own particular preconceptions off upon the readers,
many of whom will presumably be untutored in the complexities of refined eco-
nomic theorizing. There have been other studies sponsored by your committee in
the past in which the authors have taken the latter approach and I will be glad
to provide you with a few citations upon request.

I have never personally met Mr. Willard Mueller or any of the other coauthors
of this work. But I have long been familiar with and respected Mr. Mueller's
work; indeed, I have cited with approval many of his publications in one of my
own books published in 1971 by John Wiley & Sons.

I have also had an opportunity by now to read the statement of Mr. Timothy
Hammonds before your committee commenting on the study you sent me. I have
noted with interest that he is a vice president of the Food Marketing Institute
described in his opening paragraph as an organization which "conducts programsin research, education and public affairs on behalf of its more than 850 companies
and the customers they serve". I take it that the quoted language is a euphemisticway of saying that he is a lobbyist for the large food chains, but his statement
is the first explicit confession I have ever seen that the costs of lobbying arepassed along to customers. (I am reminded of the fact that the author ofTemporary National Economic Committee Monograph No. 18, Trade Association
Survey, found in 1941 that of the 1,311 associations he studied, "nearly 48 percent
of the associations [reported that they] received 40 percent or more of theirincome, and 30 percent received 60 percent or more of their income from theirfour largest contributors" (pp. 339-41). In view of Mr. Hammonds' openingstatement, it would be interesting to know whether the 850 companies financethe Food Marketing Institute on a pro rata basis or whether it is largely financed
by the large food chains. The answer to this question. not investigated in thestudy you sent me, might also throw some light on the relationship betweenmarket structure and performance of firms in a democratic society.What I have found most surprising in Mr. Hammonds' statement is the absenceof that detachment from the issue at hand which usually characterizes suchstatements. I was not prepared for the personal, almost emotional, nature ofsome of the attacks on the researchers. This lack of detachment seems to haveproduced a few contradictions in the statement also. Mr. Hammonds seems tohave a completely confused conception of what the researchers were trying to do.They were undertaking to examine the relationship -between market structure andperformance by testing it against a "competitive standard" defined by them, as Ihave noted, to be the performance found in a market in which the leading fourfirms possessed 40 percent of the market. But Mr. Hammonds has apparentlymultiplied their concept by minus 1 and interpreted it to mean that any situationin which 4 firms possessed 40 percent of the market was treated as monopolisticrather than "competitive". Apparently he read only casually or without compre-hension their definition of the "competitive norm" stated on their p. 3.His misconception of the standard of evaluation employed in the study infectsmany of his later comments and makes them largely irrelevant. Curiously, how-ever, although on p. 2 he has attacked the standard of 4 firms possessing 40 per-cent of the market as too low, on p. 11 he has asserted that "the price levels forfour firm ratios of 40 percent are not significantly different from the four firmlevels of 50 percent". Since he has on p. 2 cited the Hart De-Concentration Billstandard of 50 percent as constituting "a more lenient norm" than that employedby the authors of the report and asserted that his own study shows no significantdifference between the "more lenient" norm and the one they used, he seems tohave contradicted on p. 11 his assertion on p. 2 that the authors used a stricter

norm than appeared in the Hart bill.His argument that the authors should have taken consumer income into accountis also revealing. In economic theory, income operates as a constraint upon a con-sumer's ability to purchase but does not affect a firm's costs. His argument onp. 5 on this point contains this second sentence: "Consumer income does vary con-siderably across mietropolitan areas and is a fundamental tenet of market price
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theory" (italics mine). Precisely what substance is contained in the italicizedwords above? To say that "consumer income is a fundamental tenet [principle]
of price theory" is to make a meaningless statement. Is consumer income a prin-ciple? More importantly, if the substance of his argument here is that grocerychains charge higher prices in high income areas than they do in low incomeareas, that argument would constitute an argument based on an assumption thatthey possess market power. I am not aware that the costs of a firm are a func-tion of the incomes of its consumers; I have never heard of any economic theorywhich postulates such a functional relationship. In effect, his argument reducesto the proposition that grocery chains price as medical doctors are often alleged to
price their services.I first embarked upon the study of Economics 40 years ago. In the time sincethen I have lived through a lot of economic history and outlived a few economictheories! It has thus been a matter of great interest to me to see that the Wis-consin study done for your committee has produced conclusions nearly fiftyyears later like the findings made by the Federal Trade Commission in its 1934Final Report on the Chain-Store Investigation (Senate Document No. 4, 84thCong., 1st Sess., 1934). Although the earlier FTC study was concerned with chain-stores in general, grocery chains were included in that category. In particular,the Wisconsin study has confirmed (esp., Chapter 4) the FTC's finding that theprofit averaging process "provides the large chains with an opportunity" toderive profits from one group of stores which may be used either offensively ordefensively for price cutting warfare on other chain or independent retailers
(p. 38), an ability which must rest on market power in the high profit markets.
This example is but one of many such confirmations in the Wisconsin study of the
conclusions of the earlier FTC study. Apparently "the more things change the
more they stay the same."Again, thanks for sending me the copy of the study. I hope your committee will
sponsor more empirical studies of real world problems like this one.

Yours sincerely,
H. H. LEBIIAFSKY,

Professor of Economics.

TULANE UNIVERSITY,
SCHOOL OF LAw,

New Orleans, La., August 8, 1977.
Hon. RIcHARD BOLLING,
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR CONGRESSMAN BOLLING: This past week I reviewed the study by Bruce
Marion, Willard Mueller and associates, Profit and Price Performance of Lead-
ing Food Chains, 19T7-74, prepared for the Joint Economic Committee this
spring, together with criticism by Timothy Hammonds for the food chains
(through its trade associations, the Food Marketing Institute). The Marion-
Mueller analysis is the kind of careful, high quality research that should be
supported by the Committee. I would hope more industry studies of this type
will be forthcoming.

Many industries show the effects (at least in part) of relatively high concen-
tration, and it is important that we develop more comprehensive data along these
lines. Their evidence fits an overall pattern showing a tendency for competition
to be less effective, with higher cost-price margins, when industries become sig-
nificantly concentrated. These findings bear on antitrust and regulatory policy,
and reveal areas for concern with respect to inflationary momentum. Structural
remedies may be necessary to deal with these problems, and more evidence of this
nature should be gathered and developed by the Joint Economic Committee.

Although the industry response (in this instance) was not persuasive, to me
at least, it is desirable to offer a broad opportunity for commentary by trade
representatives and independent scholars. This strengthens the yield of analysis,
and such dialogue is helpful to scholars who have followed issues of industrial
concentration closely over the years.

The fact that data for the Marion-'Mueller study was obtained, in part, through
Joint Economic Committee auspices, is very much to the credit of those responsi-
ble. Good information about industrial structure and performance is often hard
to obtain, and the Committee's sponsorship can be extremely helpful.

96-514-77 14
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I would be happy to enlarge upon these remarks, or to participate as an inde-
pendent law scholar and economist in reviewing comparable studies for the
Committee.

Sincerely,
WILLIAM A. LovETr,

Professor of Law (and Eoonomist).

THE UNrIvERsIrY OF NEBRASKA-LINCoLN,
COLLEGE OF BUSINESS ADMINISTRATION,

Lincoln, .Ycbr., July 8,1977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee, Congress of the United States, Washing-

ton, D.C.
DEAR MP. BOLLING: I recently had an opportunity to review the Joint Economic

Committee Study on "The Profit and Price Performance of Leading Food Chains,"
1970-74. This study was prepared by economists associated with the Food Re-
search System Group at the University of Wisconsin-Madison. I also have had
an opportunity to look at critical comments on this study by Mr. Timothy M.
Hammonds, Vice President, Research Food Marketing Institute, and a response
to these comments by Bruce W. Marion and Willard F. Mueller, two of the per-
sons responsible for the original study. I should like to make some brief com-
ments on these documents.

Mr. Hammonds criticizes the Study severely, stating that it is fundamentally
flawed in a number of respects. Its conclusions are, in effect, absurd. I find it
difficult to agree with so sweeping a criticism. Admittedly, there may be some
problems of data adequacy, particularly in the matter of the analysis in Chapter
3 of the Study of the relationship between market structure and prices. The
authors of the Study are aware of this and devote several paragraphs (pp. 65-66)
to a discussion of the limitations and errors which could result from this par-
ticular aspect of the study. On the whole, however, it seems to me, that the
Study is skillfully organized, the data base for the research is extensive, and the
authors are careful and circumspect In the conclusions they reach. The findings
are obviously controversial, but this is to be expected. The issue of concentration,
market power, and its social an deconomic impact has long been-and will con-
tinue to be-one of the most important problems which the nation confronts. I
am pleased that the Joint Economic Committee is willing to support research
of this type. I hope your committee will continue to do so. As Mr. John R. Stark,
Executive Director of the Joint Economic Committee, said in his transmittal
letter, "This study is pathbreaking in that no government or private study of
food chains exists which approaches the breadth of data or the depth of sophisti-
cated computer regression analysis utilized In this study." This comment, I think,
says a great deal about the importance and significance of a study of this type.
It seems to me that ever since the classic TNEC investigation in the late 1930s
Into market structure and economic power, we have been struggling to find out
what is really happening in this nation in our major industries. Research into
these questions is simply not possible without strong support from the Congress.
It is my hope that the Congress would undertake a thorough study into effective
monopoly power on the scale of the TNEC investigation, but until that happens
*Bnpport by the Joint Economic Committee for studies like the one under discus-
sion is the next best step.

The three main conclusions of the Study are (1) market concentration in food
retailing is on the increase; (2) concentration not only leads to higher prices,
but also results in inflated costs and other inefficiencies; and (3) the consequence
of this is a "monopoly overcharge," which means that consumers who trade in
concentrated markets pay higher prices than they do in more competitive market
situations. These findings have an immense public policy significance, as they
raise some fundamental philosophic issues with respect to the rationale and per-
formance of our economic system. In a nutshell, the economic rationale for com-
petition in the marketplace is simply that the consumer-not the producer-will
get a better deal in terms of price and quality. Monopoly works in exactly the
opposite fashion-it tilts the economic scales in favor of the producer. Histori-
cally, our approach to the problem of monopoly in this country has been legalistic
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in the sense that through the antitrust laws we seek to prevent the emergence
of monopoly in the strict sense of the term. What studies of concentration show,
however, is that much of the time we get in concentrated industries-industries
in which there isn't any monopoly in a textbook sense-performance results
which have more of the flavor of monopoly than of competition. This, I think,
is what the Study is saying about the retail food industry. And this, perhaps, is
why findings of the sort contained in the study arouse such ferocious opposition.
Ultimately they may force us to rethink our entire approach in this country to
the use and abuse of economic power. Textbook style monopoly is relatively
rare, but industries in which a handful (four to eight) firms dominate is not.
But this type of power cannot be dealt with under existing "antitrust" statutes.
It probably calls for laws which will force a restructuring of industry, or else
passive acceptance of the status quo, a choice which will in time lead to perma-
nent wage and price controls.

Mr. Hammonds argues that the concentration ratio used in the Study (four
firms account for 40 percent of the sales) is faulty, being the "most restrictive
standard ever set in industrial organization analysis." However, as Marion and
Mueller point out in their response, this misses the point. What is important in
any industry is the concentration ratio at which there appears to be a link be-
tween concentration and price behavior. This is what is critical. Perhaps econ-
omists spend too much time in argument over concentration ratios, seeking some
"objective" statistical measure for the existence or nonexistence of market power.
In his comment Mr. Hammonds (citing a University of Michigan study) says that
nearly two thirds of domestic industries had four firm concentration ratios in
excess of 40 percent, a finding which would on the basis of the food retailing
study mean that a majority of American industries were "concentrated." This
is perhaps true, and it is the basic social and economic issue we should confront.
Mir. Hammonds is also critical of the Study's finding that monopoly "over-
charges" estimated 'to ibe in excess of $600 million resulted from concentration in
food retailing. As I understand the Study this represents nationally the amount
by which prices were higher than they would have been if there had been more
competition in food retailing. I do not see the revelance of trying to relate this
figure to profits of the food chains, as Mr. Hammonds suggests. These are -two
different matters. I should also like to point out that a recently released study
by the Council on Wage and Price Stability (A Study of Bread Prices, April,
1977) reached conclusions similar to those found In the food industry Study.
The Council study found that concentration increased in the national bread
market between 1963 and 1964, and that both prices and costs rose more rapidly
in the sectors of the baking industry than they did in the more competitive
areas.

Sincerely,
WALLACE C. PETERSON,

George Holmes Professor of Economics.

TEXAs A&M UNIVERSITY.
COLLEGE OF BusINuss ADmINISTRATION,

College Station, Tex., July 12, 1977.
Mir. JOHN R. STARK,
Executive Director, Joint Economic Committee, Dirksen Senate Office Building,

Washington, D.C.
DEAR MB. STARK: Recently I received the study prepared for the Joint Eco-

nomic Committee entitled "The Profit and Price Performance of Leading Food
Chains, 1970-74." I was impressed by the thoroughness of the analysis and the
care with which the authors Bruce Marion, Willard F. Mueller, et al. handled
the available data. As I would expect from researchers of their professional
stature they were particularly careful to point out deficiencies in their data and
to emphasize limitations. The result was, in my judgment, a very fine piece of
analysis leading to well reasoned concusions.

Accordingly, I was surprised and considerably irritated by the character of the
attack made by Timothy Hammonds in his testimony before the J.E.C. last March.
Virtually all of his criticism is unfounded which, I am sure, your staff economists
have pointed out. One can only conclude that Mr. Hammonds was assigned the
task of doing a hatchet job by his employer, Food Marketing Institute, and he
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did whatever he could to carry out the assignment. I can certainly understand
that the FMI would not be pleased with the Marion-Mueller study but I do be-lieve a calm, dispassionate, and fair analysis from their point of view would have
served their interest better.at might add that Messrs. Marion and Mueller together with their associates are
to be commended for an excellent report.

Sincerely,
CLINTON A. PHILLIPs,

Professor.

THE UNIVERSITY OF WYOM'ING,
COLLEGE OF COMMERCE AND INDUSTRY,

Lararnie, Wyo., July 11, 14977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Conmnittee, Dirkoen Senate Office Building, Washing-

ton, D.C.
DEAR CHAIRMAN BOLLING: I have read with great interest the materials pre-sented by the Food System Research Group ('FSRG) at the March 30, 1977 hear-

ings of your committee; also the statement made by Mr. Timothy Hammonds of
the Research Food Marketing Committee ('RFMC), and finally, the rejoinder
made by Messrs. Marion and Mueller in commenting on Mr. Hammond's criti-
cisms. My concern stems from about two decades of work as an economist inthe areas of industry studies and industrial organization analysis, and teaching
in both areas, as well as from my personal observations concerning food prices,
chain "brand" names, the disappearance of family food wholesalers and retailers,
and especially, the growth of chains which have come to dominate food distribu-
tion even in small communities. Quite frankly, I find that the FSRG findings
are somewhat more conservatively stated than I would have put them. For
one thing, it was not pointed out that the demand for foodstuffs is highly inelas-
tic and does not vary widely over the course of the business cycle. Thus, the food
industry is not subject to "boom and bust" market conditions, and cannot argue
(as iron and steel have done) that high profit margins are required in "boom"
times to compensate for low margin in times of "bust." Monopoly in this industry,
then, is apt to be especially heinous. Furthermore, the food industry operates
not on the basis of regional or multistate monopolies, but rather, on the basis of
local monopolies from which local residents have little or no relief. Thus, it might
be possible for a high degree of concentration to occur in the New England States,
for example, but prices might yet be competitive if large numbers of small in-
dependents existed at the retail level. Unfortunately, the tendency has been in
the opposite direction; i.e., concentration in regional or multi-state areas has
occurred at the same time that small competitors have declined seriously in num-
ber. This may be the reason for the difference in viewpoints between FSRG and
RFMC in regard to the concept of the "relevant market." It most certainly has
played a role in Supreme Court decisions which have espoused different "rele-
vant market" definitions in dissimilar conditions and cases.

IThus, in the Bethlehem-Youngstown merger decision, the Court divided the
country into three major market areas (West, Mid-West, East) and' in the Brown
Shoe Co.-Kinney decision, the court referred to suburban shopping centers as con-
stituting the "relevant market" and lamented 'the disappearance of the small fam-
ily shoe store from the American scene. I should point out, also, that neither
Brown nor Kinney accounted for as much as 5 percent of national production and
sales of shoes. If continued, the merging of large food chains will have a similar
effect on local markets, at great detriment to consumers in general. Selective
price cutting to eliminate small competitors continues unabated despite the Rob-
inson-Patman Act sanctions, which do not appear to be worth the paper upon
which they are written. Large chains are able to price "private" (i.e., their own)
poor-quality brands at significantly lower price levels than are available to small
stores that must rely upon the more expensive and better-quality standard brands.
True, the chains may also offer the "standard" brands, but these are likely to
be placed on the bottom shelves or other equally remote locations where the or-
dinary customer's attention is not likely to be drawn. The use of "loss leaders"
also tends to attract customers to the large chain outlets at prices which cannot
be matched by small independents. This is particularly true in meats, produce,
and baked goods.

Another factor which tends to be ignored is the extent to which concentration
by a few firms in local markets tends to breeed uniformity of pricing through



209

membership in, and dominance of, local retail merchants associations. I offer as
a prime example of this the small city (Laramie, WY) in which I live. The
Laramie Retail 3Merchant's Association has literally throttled competition to the
extent that it is possible to travel to Fort Collins. Colorado (75 miles distant)
for a week's staples, and to return to Laramie with a net gain even after paying
round-trip automobile expenses. The large food chains in Laramie are prominent
(perhaps dominant) members of the LRMA, and their prices differ little except
for loss-leaders.

To return to the disagreement between FSRG and Mr. Hammonds, I must
confess that my backing lies entirely on the side of FSRG. Mr. Hammonds, it ap-
pears to me, has attempted to raise something of a smoke-screen to confuse issues.
I have already noted that the rate of return in food industries can be expected
to be very low because of their stability over the business cycle, which negates
the arguments presented on pp. 1-3 of his testimony. The food industry is no-
wise can be compared to iron and steel, autos, aluminum, etc.

As regards the arguments in re the turnover in the 20 top metropolitan centers
(using, in Hammonds' own words, the "uncertain ... reliability" and unspecified
. . .methodology" of the Grocery Distribution Guide), one could argue that if
the FSRG conclusions are unwarranted, Mr. Hammonds' are equally so, at best.
To be sure, the decline of A&P may have affected the results appreciably, and
it may well be that one could expect one of the top four firms would have
dropped from the top four in even more than 70 percent of the cases. But it
may be equally true that if A&P was the firm which dropped out in most in-
stances. then the remaining three may very well have remained solidly within
the top four. Not having access to the data, I can only hypothesize; however,
this does not mean that the analysis presented by FSRG is incorrect.

I do agree with Mr. Hammonds that in some parts of the country, cooperatives
and "voluntaries' have arisen to present countervailing power and competition
to the great chains. This movement, however, may well be the only path left
to members in opposition to the increased concentration within the few chains;
i.e., if they had not cooperated, they would have disappeared. Certainly they are
not something for which the chains worked!

Finally, as regards the criticisms directed by Mr. Hammonds to the concen-
tration ratio-profit conclusions presented by FSRG, I can only conclude that Mr.
Hammonds again is seeking to muddy the waters by implying that the inclusion
of other variables might reduce the degree of relationship between the two
variables. This is, of course, possible-though it is equally possible (and prob-
able) that the link would be more tightly drawn. As noted in the original
report prepared for the Joint Economic Committee (pp. 64-66), limitations of
data and regression analysis were taken into account, and in most cases, the
inclusion of other variables would strengthen the conclusions drawn. In short,
the original document is extremely conservative in its findings. One could wish
for better data, but .in the absence of such, one can only conclude that an
increase in concentration will increase costs and prices, and detract from the
well-being of consumers.

I would hope that this viewpoint of mine has not served merely to confuse the
issues. I firmly believe that additional study may be required, with a much
greater degree of refinement made in the variables. In the meantime, however,
Congress would do well to pay attention to the public policy alternatives out-
lined by 'Marion and Mueller in the statement delivered at the hearings of JEC
on March 30. and the FTC also would do well to return to the guidelines set
forth in the Grand Union, National Tea, etc. consent orders during the years
1965-1968. Failure to do so may result in the complete disappearance of competi-
tion in an industry which has a vital, direct, and most important impact upon
the consumer's pocketbook. Should that happen, then government may be forced
to nationalize the industry, and we will then lose our grasp on free enterprise
and move irrevocably down the primrose path to socialism. I would hope that
this can be avoided.

Sincerely,
I. JAMES PIKL, Jr.,

Profe8sor of Economicm.

P.S.-My comments should not be construed as representing the viewpoints of
either U.W. or O.D.E. I cite my position within these organizations merely to
indicate that I am a responsible professional economist and not merely an un-
tutored observer of the antitrust scene.
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UNIVERSITY OF MINNESOTA,
LAW SCHOOL,

Hon. RICHARD BOLLING, Minneapolis, Minn., June 31, 1977.
Chairman, Joint Economic Committee,
V.S. Congress, Washington, D.C.

DEAR CONGRESSMA:N BOLLING: I have learned of the controversy in testimonyarising from recent hearings before the Joint Economic Committee last Mardion the Structure and Performance in Food Retailing.
As an Antitrust law teacher, I am interested in this area and I have hadoccasion to study the statement of Alarion and Mueller and have found it to beanalytically valid and sound in its conclusions. In my judgment, the criticalcomments of Mr. Timothy Hammonds are not well taken.
The Marion-Mfueller study addresses itself to a significant and central problemin the enforcement of the Antitrust laws. To the extent that the criteria theydevelop would be used by the Federal Trade Commission, the problem of in-creased market concentration accomplished by mergers would be dealt with moreeffectively. In my view, the recent practice of the Commission has been too per-missive in allowing substantial mergers in food retailing, and from this perspec-tive the Commission has placed itself in an awkward position to limit furtherincreases in concentration by new mergers in food retailing. Accordingly thehearings before the Joint Economic Committee are most significant and timely.It is to be hoped that the Federal Trade Commission and the Antitrust Divisionwill turn to the analysis suggested by 'Marion and Mueller as a basis for enforce-ment policy.

Sincerely,

LEO J. RASKIND,
Professor of Law.

MICHIGAN STATE UNIVERSITY,
DEPARTMENT OF AGRICULTURAL ECONOMICS,

East Lansing, Mich., Juzly 13, 1977.Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR CONGRESSMAN BOLLING: I have followed with great interest the pressand professional discussion of the study, "The Profit and Price Performanceof Leading Food Chains, 1970-1974," prepared for the Joint Economic Committee.I am writing out of concern that some negative comments made about the reportmight discourage support for future studies of this type or divert attention fronmthe significant findings of the study.
It is easy to find iault with studies of industrial organization. It can be saidthat the data could have been better and that additional analysis could havebeen made. The Marion-Mueller study used the best data available and theanalysis was done with exceptional thoroughness. The critical comments pointto the need for additional data obtained under very carefully prescribed report-ing rules for longer periods of time. Such data will apparently be made availableonly to an agency with authority to require its submission.
Finding evidence of price differentials associated with local market coneen-tration is very significant, of course, in assessing the adequacy of current anti-trust policy. Even more important to me is the evidence of the capacity of largefood retailers to practice inter-market cross-subsidization. This will surelycontribute to increase concentration in local retail food markets in the futureunless counter measures are taken.
The combination of significant findings from this study and the critical com-ments implies the need for increased support for studies of the relationship ofindustrial organization and performance, not only in food distribution, but inmany areas of the U.S. economy.

Sincerely,
JAMIES D. SHAFFER, Professor.



211

COLORADO STATE tUNIvERsITY,
DEPARTMENT OF EcoNoMIcs,

Fort Collins, Colo., June 15, 1977.
Hon. RICHARD BOLLING,

Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR SIB: I have reviewed the Joint Economic Committee Report entitled, "The

Profit and Price Performance of Leading Food Chains, 1970-74" and wish to com-
mend the committee for the excellent quality of the work. I find the basic
methodology and data sound, and the treatment of the competitive problems in
grocery retailing an enormous contribution to the economics of antitrust enforce-
ment. The findings are consistent with my own research on the retailing of bread
products. A National Commission on Food Marketing report on grocery retailing
which I helped prepare in 1965-66 also contains findings which tend to verify
those of your study. Just this year I completed a study of ground beef retailing
for the National Science Foundation, the results of which also tend to support the
findings of your study.

Much of the data contained in the report has not been available in the past.
The Joint Economic Committee is to be commended for its decision to allocate
scarce committee resources to the collection of such valuable data, even though it
is bound to generate a heated policy debate. A few strategic facts are worth
thousands of words spoken in the heat of controversy. We economists who labor
in the field of antitrust economics owe you a considerable debt of gratitude. The
public interest in competitive and efficient food markets has been wvell served by
the preparation of this excellent report.

Sincerely yours,
RICHARD G. WALSH,
Professor of Boonomics.

UNIVERSITY OF NOTRE DAME,
DEPARTMENT OF ECoNOMICS,

Notre Dame, Ind. July 14, 1977.
Mr. JOHN R. STARK,
Executive Director, Joint Economic Committee,
Congress of the United States, Washington, D.C.

DEAR MR. STARK: It has come to my attention that a report, "The Profit and
Price Performance of Leading Food Chains, 1970-74" issued by the Joint Eco-
nomic Committee, on April 12, 1977 has been the subject of attack by lobbyists of
the food industry. I first became aware of the report by reading an editorial in
the Wall Street Journal. That editorial accuses the authors of the report of totally
misinterpreting the significance of their findings. Knowing one of the authors,
Professor Willard Mueller of Wisconsin, to be the leading scholar of industrial
organization in the country, I obtained a copy of the report and read it. The first
thing I found was that the Wall Street Journal was totally incorrect. They had
said that while prices varied between cities on the basis of the degree of compe-
tition, profits did not. That is not true. The report indicates that profits also vary
within the degree of competition.

In carefully reviewing the report I find it a model of scholarship. It is just the
kind of study that we use in our public policy workshop to teach our students how
to approach important public problems. In my opinion, the report is a first-rate
study using a very reliable methodology to investigate a problem of public policy
that is major significance. The importance of policy to achieve competition in the
retail food industry is clearly indicated from this study.

I have heard that the authors of the report have been accused of all types of
unscholarly behavior. The only author that I know is Professor Mueller. I have
read many of his works. I have heard him lecture and I have spent some hours
discussing issues with him. I have never met an economist who is more careful
with the facts and who is more cautious in drawing conclusions. Mr. Mueller's
reputation in the scholarly community should be sufficient to squelch rumors
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about prejudice against the food industry. My owvn knowledge of him indicates
that he goes where the facts lead him.

I have been told that the unhappiness of the food industry is such that they
are even mounting an attack upon the desirability of the JEC supporting research
studies by academicians. I hope there is no truth to these allegations. This type of
study is absolutely essential for intelligent public policy. Academicians could
never gain access to information nor be able to finance such studies without the
help of organizations such as the JEC. The essential ingredient for intelligent
public policy is knowledge and knowledge must be worked for. Through the years
the JEC and other congressional committees have been one of the major sources
for generating such knowledge.

I was mailed a copy of the statement by Mr. Timothy Hammonds, Vice Presi-
dent of the Research Food Marketing Institute. This is the statement delivered
before the Joint Economic Committee on March 30, 1977. I have read through his
statement which is a critique of the report on food firms. I do not find the argu-
ments persuasive. Some of his statement are incorrect; others are misleading
and still others, irrelevant. All in all, I find Mr. Hammonds' report to be a
"law-yer's brief."

I thank you for reading this far in my letter. I have to offer you my thanks
for your work. I believe the Joint Economic Committee does extremely valuable
work and its usefulness, while not immediately apparent sometimes, in the long
run is invaluable for the creation and implementation of public policy.

Sincerely yours,
CnARLES K. WILBER, Chairman.

UNIVERSITY OF TENNESSEE,
DEPARTMENT OF ECONOMICS,

Knoovile, Tenn., June 14, 1977.
Hon. RICHARD BOLLING,
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR REPRESENTATIVE BOLLING: I have just finished reading "The Profit and
Price Performance of Leading Food Chains, 1970-74," a study prepared for the
use of the Joint Economic Committee by Bruce W. Marion, Willard F. Mueller,
Ronald W. Cotterill. Frederick E. Geithman, and John R. Schmelzer. It is an
impressive and convincing piece of work.

I am disturbed to see that Mr. Timothy M. Hammonds of the Food Marketing
Institute. other spokespersons of the large chain stores, and the editor of The
Wall Street Journal have seen fit to malign and misrepresent the study and the
people who conducted it. Because I believe the critics have been unfair and un-
sound in their criticism, I wish to say a good word for the study and the re-
search team.

First. the research is carefully done, possible variables are analyzed for their
relevance and inclusion, and appropriate statistical techniques are employed. Due
in large part to the data which your committee was able to obtain, data not
generally available to earlier researchers, the study emerges as the definitive
work to date on the relationship between concentration and market position, on
the one hand, and prices and profitability, on the other.

The findings, although apparently startling to the industry, are not suprising
to economists. The results are in line with what has been found in similar careful
studies dealing with other industries. Price competition, as theory suggests. is
found to be more effective when concentration and market power are lower. The
public policy suggestions made in the report flow logically from the findings. If
we are going to rely on competition, including price competition, to assure good
economic performance in the consumer interest, we must see to it that we have
some.

Second, as to the professional qualifications and integrity of the researchers, I
have known one of them, Mr. Willard Mueller. for over twenty years. In my
opinion he ranks number one in the field of industrial organization and public
policy. An indefatigable researcher and a knowledgeable economist, he has
numerous studies and publications to his credit. In all of them he has been care-
ful and cautious, and yet courageous, in reaching his conclusions. Committed to
seeking the truth in serving the public interest, Mr. Mueller has a reputation for
consistent integrity among academic economists.
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Third, I think the joint Economic Committee is to be commended for its efforts

in supporting studies of this type and I hope you will continue to do so, even if

the results turn out to be controversial. Because economics touches billfolds and

pocketbooks, it touches a sensitive human nerve. Consequently, economic studies,

though necessary, often evoke controversy. In the final analysis, particular eco-

nomic interests must be recognized, but they must be subjected to the public

interest.
In conclusion, I turn to the validity of Mr. Hammonds' criticisms of the study.

Their general tone is emotional and ad hominlem, rather than sound and construc-

tive. For example, he speaks of "the absurdity of [the study's] conclusions" (p. 2)

and calls it "an unwarranted attack on a responsible sector of the American

economy which does not merit the dignity of your further consideration" (p. 19).

Clearly these expressions represent emotional outbursts, not informed judgments
based upon sound reasoning.

In the first place, Mr. Hammonds has an incomplete view of competition. In

his opinion "food retailing is a highly competitive industry" (p. 16). Apparently
Hammonds believes that if nonprice forms of competition are employed that is

sufficient to make an industry "highly competitive." But no industry is really

competitive, in an economic sense, unless price competition is playing an effective

role in it. The Mueller study makes crystal clear that price competition is not

generally as effective as it might be where high levels of concentration in grocery
retailing exist.

In the second place, Mr. Hammonds makes much of the turnover that takes
place among the members of the top four as evidencing "active and intense com-

petition" (p. 5). The Mueller findings suggest, however, that the turnover is not

the result of effective price competition but due to the varied uses of other forms

of competition, like advertising and salesmanship. Turnover which is not ac-

companied by deconcentration does not improve the performance of the market.
There is still oligopoly, with its reluctance to use price competition, even though

the membership of the oligopoly core changes.
In the third place, Mr. Hammonds finds it difficult to understand why oligopoly

firms will let their costs rise rather than taking their extra revenues in the form
of higher profits (p. 9). However, this is not difficult to understand. It is the

necessary result when nonprice forms of competition replace price competition,

such as advertising and salesmanship, is generally cost raising in its effect.
I hope you will find these comments helpful in setting the record straight in

regard to the soundness of the methodology used and the results found in the
food chain study.

Very truly yours,
RONALD H. WOOLF,

Professor of Economics.

THE COMMONWEALTH OF MASSACHUSETTS,
UNIVERSITY OF MASSACHUSETTS-BOSTON,

Boston, Mass., June 29, 1977.
Hon. MARGARET M. HECKLER,
11ouse of Representatives,
Washington, D.C.

DEAR Ms. HECKLER: It has come to my attention that a newspiece in a recent

edition of the Boston Herald American was highly critical of the Joint Economic
Committee Study "the Profit and Price Performance of the Leading Food Chains,

1970-1974", and of you for your active support of this activity of the committee.

Let me go on record as commending both this report and your deep concern over

monopolistic practices in the food delivery industry. I deplore and reject this

criticism of you and the JEC for what is a much needed and incisive study. The

criticism is neither well done nor valid. The rejoinder by Bruce Marion and Wil-

lard Mueller to testimony attacking the report by Mr. Timothy M. Hammonds,
spokesman for the Food Marketing Institute before the Joint Committee on

March 30, eloquently and completely refutes the distorted attack on the study by
them and their colleagues.

In addition Mr. Hammonds in condemning the report for "a multitude of in-

correct assumptions and inappropriate manipulations", singles out one of the au-
thors for an unwarranted, unprofessional and vitriolic attack. I feel it important
to put on record my complete rejection of this attack. All of the authors are
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highly qualified and of unquestionable integrity. The J.E.C. Study is in my
opinion not flawed by a "multitude of incorrect assumptions and inappropriate
manipulations", as alleged by Mr. Hammonds. Rather I question the validity of
his analysis and concur with the Marion-Mlueller refutation. My impression of
the behavior of the leading food chains, even before I read the J.E.C. Study, was
that they have traditionally engaged in highly monopolistic practices.

By way of background. I might mention that, although I have not done recent
research in this field, I was chief of Price Research of the U.S. Bureau of Labor
Statistics and responsible for the study of "Price Flexibility' done for the J.E.C.
in the 1950s. I was also, at one point, the corporate economist for a mid-size
chain of department stores; therefore, I speak from more than academic
experience.

Let me close by addressing myself to a critical issue raised by the Hammonds
attack on the validity and integrity of the J.E.C. Study of the Food chains. The
issue is whether the J.E.C. should support (with its records and subpoena pow-
ers) such studies by academicians. My answer is an emphatic yes! The J.E.C.
and government as a whole should avail itself of all expertise, wherever it is,
for research on and the formulation of public policy. In conclusion, I urge that
the policy recommendations stemming from the J.E.C. study, and enunciated in
testimony by Marion and Mueller before the J.E.C. on March 30, 1977, be seri-
ously considered.

Sincerely yours,
HAROLD WOLOZIN,

Professor of Economics.

ANALYSIS OF "THE PROFIT AND PRICE PERFORMANCE OF LEADING FOOD CHAINS,
1970-74", BY BRUCE MARION, W. F. MUELLER, R. W. COTTERILL, FREDERICK
GEITHMAN, A-ND JOHN R. SCHNIELZER

(By D. I. Padberg, University of Illinois*)

The topic of this study is of considerable importance to America. The basic
structure of American industry is in transition. I think the primary force causing
this transition is the adoption of more complicated and scientific machines,
methods. and management. But the quest for monopoly power may be a cause
as well. Regardless of causes. it is of considerable importance that we understand
the consequences of these changes in industry structure. Important questions
should include: How are prices of goods and the quality of goods and services
affected? Are the changes (in products particularly) compatible with our eco-
noinic and social goals? Are they safe and, in the case of food, wholesome?
Is the new structure accountable and accessible to consumers?

Despite the importance of the questions and the presentation of interesting
data and some clever methodology, I judge the study to have some fundamental
errors in analysis as well as a brash and premature rush to conclusion and rec-
omumendation. In this paper I plan to point out errors of analysis, comment on a
few minor parts of the report which I think constitute misunderstandings of
the data, and assess the nature of empirical findings.

The constant assertions in the report concerning relationships between varia-
bles of local market structure. particularly market share and four-firm concen-
tration. are a matter of considerable interest. Very little analysis has identified
regular dependable relationships between market concentration in distribution
industries and profit. costs. or anything else. There is no question that this is
an important hypothesis. If market share has effects on matters important to
consumers, we need to know about it. Obviously, profits and prices are affected
by sales volume, labor costs, fuel costs, and many other influences. The task, then,
is to design an analysis to assess the nature and strength of market structure
influences among the several other determinants. This study, however, has a
tendency to assume market structure alone determines profits and prices. Models
of analysis which exclude important determining variables get biased results
and invite erroneous inferences and conclusions. Perhaps the best example is

one of the earliest efforts in this direction, as illustrated in the accompanying
table.

This table represents an association between market share and average con-
tributions to overhead and profit. It shows that for low market shares the gross

*Prepared at the request of and supported by the Food Chain Marketing Institute.
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profit rano is lower and for higher market shares the gross profit is higher.
The average contribution ratio shows an even stronger association. The low
market share cases showed losses, whereas the high market share cities showed
high average contribution ratios. The table was published and extensively used
to identify a relationship between market structure and operating results (with-
out the column pertaining to costs which we will discuss later).

The implications drawn from these data were that the theoretical relationship
between market structure and operating results in the textbooks was confirmed.
This meant that the cost of retailing, as indicated by the gross profit ratio,
increased in high market share areas. Therefore, the consumer had to pay more
for her groceries where firms had a large market share than in areas where the
market share was small. It also suggested that firms with large market shares
were much more profitable than in cases where the market share was small.

TABLE 1.-DISTRIBUTION OF THE MARKET SHARE RATIOS FOR NATIONAL TEA CO.'S OPERATION IN 399 CITIES:
1958

Store costs,
Number of Average gross percent of Average con-

Market share (percent) cities profit ratio sales tributton ratio I

Under S -------------------- 48 14.9 17.2 C2.3
5 to 9.9 -93 16.4 15.0 1.0
10 to 14.9 -- --------------- 3 17.0 13.3 3. 7
15 to 19.9 -- ---------------- 55 17.0 13.0 4. 0
20 to 24.9-47 17.5 11.8 5. 7
25 to 34.9 -44 17.5 12.0 5.5
35 and over -29 17.3 10.8 6. 5

Total ------------- ------------- 399 ------------------------------------------Total-~~~~~~~~~~~~~~~~~~~~~~~~~~~

I Ratios in percentages. Simple average of the arithmetic means of the cities.
Negative ratio.

Source: Federal Trade Commission, in the matter of National Tea, docket No. 7457.

Taken from Russell C. Parker. "The Status of Competition in the Food Manufacturing and Food Retailing Industries."
N.C. project No. 117, working paper No. 6, August 1976, University of Wisconsin.

The conception of and possible implications flowing from these data changed
somewhat when the column on costs is added. This column, incidentally, is ob-
tained by subtracting the average contribution ratio from gross margin. This
shows a rather remarkable change in level of store costs in high versus low market
share areas. High market shares have very little cost, whereas the cost of store
operations in the lower market share is higher by almost 60 percent. What is the
meaning of this? The textbook hypothesis would say, as this current report says,
that one would expect costs to be higher where market share is higher. In this
example, the inverse is true and very strongly so. This leaves several questions
unanswered. What is the level of sales of stores in these different groups? Are
they assumed to be similar. or are they quite different? The very pronounced influ-
ence on costs suggests that the low market shares are stores with very low vol-
umes of sales, where as high market shares are stores with high sales volumes.
Independent studies as well as industry experience indicate the very strong rela-
tionship between sales volume and costs.'

The study designed to respond to these questions and conducted by the Na-
tional Commission on Food Marketing included several variables, some of which
pertained to the store and its immediate environs and operating data, whereas
others pertained to the market environment. The result of this analysis was that
market share had extremely remote effects and in eight of the nine firms analyzed
was not statistically significant at all. The Food Commission study found that
inventory shrinkage (perishable losses and pilferage, primarily), sales per square
foot. sales per store, clerk wages, and trading stamps, as well as a half dozen
other variables, had more effect on gross margins than did market share. In the
case of net margin, market share had somewhat of a greater effect. It was seventh
in a list which included several variables pertaining to the specific store, its
environs and operations.

After conducting this study which had the benefit of a vast amount of data
from nine different firms and operating the statistical tests independently nine

I See National Commlssion on Food Marketing. Technical Study No. 7 (NCFM No. 7),
chapter 7, for careful analysis of volume-cost relationship.
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different times, I would interpret the meaning of the numbers and the associa-
tions in this table as follows.2 Market share tends to be associated with sales
per store and sales per square foot. Strong associations were obtained in each
of the nine tests between market share and these measures of sales.3 How can
that be surprising? Where a firm has trouble getting volume of business it's likely
to have a small market share. It also follows that where sales are very low costs
will be high, and gross margin will suffer from inventory shrinkage due to diffi-
culties in handling perishables well. The difference in gross margins across this
entire range of different market shares is only 2.4 percent. Some of the low levels
in the low market shares are probably caused by perishable losses and other
inventory losses in low-volume stores. On the other hand, the slight increase in
the gross margins in higher market share areas probably pertain to stores of
very high volume (showing very low store operating costs), and this slight in-
crease in gross margin may be due to the wider variety of merchandise. In very
high-volume stores, the merchandise mix is likely to change to include some high
margin items like potted plants, etc., that would not be feasible in low-volume
stores. Such change in the mix will tend to increase gross margins.' The relation-
ship between market share and net profits or contribution to overhead and profits
used in this table has some validity. The linkage of events goes as follows. Since
low market shares tend to be correlated with low volume, costs will be high
and profits low. On the other hand, since high volumes and low costs are asso-
ciated with high market shares, profitability is likely to be greatest under those
circumstances.

At the end of this analysis, I had a somewhat different view of the social im-
plications of this set of interrelated data. I think the theoretical hypothesis that
high market shares may cost consumers more money is as important as it ever
was. On the other hand, I see no indications that these data give any evidence
that consumers pay more in high market share areas. In this illustration, the
association between market shares and other performance measures was not
Indicative of the monopolistic pattern of the assertions and discussion. It was
indicative of some fundamental relationships among these variables. The most
powerful casual influence here was the relationship between volume and costs.
It affected many things, and it was not a market phenomenon pertaining to all
of the stores in a certain market share or market area. It was different pertain-
ing to whichever store had the volume. I am convinced that it was inappropriate
to assume the casual influence associated to market variables, even though they
showed a statistical correlation. The more important casual variables were left
out, and market variables had, some, albeit weak, correlation with them.

As I look at the analysis reported in this study, I judge it has very much the
same characteristics as the illustration above.5 It is asserted and assumed that
market influences govern the events at the store. I simply think that is wrong.
Efforts of other researchers to confirm this tantalizing and exciting relationship
between market factors and operating results have not confirmed this assertions
I think a type of analysis that would have the option for some of these variables
affecting the individual store to have their influence recorded would be a much
more valid analysis. Without that, I think there is a very great likelihood of
imputing efforts to market phenomena which show a statistical association only
because of a chance correlation with the real determinants.

The Food Commission study identified a half dozen variables more important
than market position in determining net margins or profits. Since none of these
are included in the analysis of profits, whatever effects they may have are forced
to be reflected through the curious set of numbers exhibited in this study. My
appraisal of what's happening here is that, as in the other example, firms with
higher market shares tend to have more sales and lower costs and therefore more
profits. It doesn't at all surprise me that there is a correlation between market

2 NCFM No. 7. Chapter 10.
aNCFMNI No. 7, Supplement No. 2, "Miscellaneous Statistical Data on Food Retailing,"

table 7.
4 The Implication of this Is that consumers pay no more for a particular thing but tend

to buy a different mix of items.
5 Aside from the market variables, CR4 and RFMS. most of the variables look like theywon a starring role because of data availability and a significant coefficient. They arecertainly not usual-either in theory or practice. I liked the variable for entry hut wasparticularly troubled by having a firm growth variable in a profit equation. One would

expect the causal Influence to he there hut to be going the other way.
0 See. for example. NCFM No. 7. H. Morn and W. D. Gorman. "An Empirical Investiga-tion Into the RelatIonshin Between Market Structure and Performance as Measured byPrices," Journal of Farm Economics, August 1966, n. 162.
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position and net profits. W'hat I think is wrong is the inference that it is a part
of a plan of monopolistic behavior. Their analysis doesn't really get at costs,
either their measurement or linkages or correlations with other factors. They
make a few observations or assertions that costs may be or must be higher in
high market share areas. I find these frail assertions absolutely unconvincing.

The analysis of relationships between market structure variables and price
is an interesting episode. What is assumed about cost of goods in different cities?
What is assumed about labor costs and other costs of doing business in different
regions? Many of these factors making up price are fixed by events beyond the
policy or choices of the food retailer. To assume that market structure of food
retailers is really a determinant of price variations of 15 percent is absolutely
amazing. If the monopolist retailer had enough power to raise price by one-
tenth of that, 1.5 percent, that would be incredible power. It would give him a
pool of earnings which would make profit figures enormous.

The fundamental design problem observed in the profit analysis is again ob-
served in the analysis of prices. There must be several important variables that
determine food price variation through this incredibly wide range. The nature
of competition in markets will likely have an effect, but it certainly must share
the stage with other powerful influences.

Stores in towns distant from trade centers have higher costs because of trans-
portation. Different areas have different labor organizations and rates. (This
is very important, involving about 10 percent of food prices, compared to 1-3
percent for retailing profits.) Taxes and the value of real estate vary regionally.
A careful -analysis of all of the casual factors might have the same result we
found in the illustration. There might be real, but perhaps more conventional,
explanations of variations in prices, and the residual influence of market struc-
ture might be small, if statistically detectable at all.

In summary, I think both of these analyses assert relationships on the basis
of theory and then design a model to impute effects to structural variables that
in fact have other causes. Their models of analysis give no opportunity for these
other causes to be identified. This is a fundamentally weak analytical design,
for this reason.

There is one other comment I would like to make about the strident and fre-
quent assertions of theoretical relationships. The work of Professor Bain is
drawn on extensively as the basis for these theories. Professor Bain did a great
deal of work and pioneered an analytical model relating the structure and be-
havior and performance of manufacturing industries. He made no efforts to
identify similar relationships for distribution firms or to comment on whether
or not they were similar or different. There is considerable evidence, it seems
to me, that hypothetical relationships might be quite different in manufactur-
ing firms as compared to distribution firms. Manufacturing firms relate to the
public through some sort of products. As they apply science to these products,
they are quickly movinng into non-price competition. The bigger the firm, the
more concentrated the industry, the more likely non-price competition will pre-
vail, as compared to price competition.

This sequence-quite logical for manufacturing firms-works quite differently
for distribution firms. Distribution firms have some products with their labels
on them, but they're not very differentiated. They are certainly not a leader
in product quality dynamics. They are always a follower in terms of product
characteristics and product quality. When they apply science and compete in
this way, as large firms can, the focus of this evolution is on handling methods,
organization and management methods, and other kinds of improved methods.
The effect of these methods is cost reduction. These cost reductions, as well as
their private label products which are lower cost, tend to give the largest firms
a much greater tendency toward price competition than is the case of "largeness"
in manufacturing. 7 I would conclude, therefore, that not only do we have trouble
verifying these asserted relationships In manipulations with data, they are not so
clear and straightforward even in the theory.

Considerable attention is given to a "persistent" tendency toward increased
concentration in local markets. The data given in table 1.3 show an increase of
four-firm concentration from 45.1 percent in 1954 to 52.1 percent in 1972. Most
of the supermarket adoption occurred between the end of World War II and 1958.

7 A more complete discussion is presented In C. R. Handy and D. I. Padherg. "A Model
of Competitive Behavior in Food Industries," American Journal of Agricultural Eco-
nomics. May 1971, pp. 182-190. The observation that larger firms have lower prices than
smaller firms is consistent with this proposition. Data confirming this are presented in
NCFM No. 7, Chapter 16.
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By 1948, only 25 percent of our grocery business went to supermarkets. By 19.58,
this had reached very close to its present level of about 70 percent. The period
between 1954 and 195S caught the last of this supermarket adoption period and
contained well over half of the total increase in concentration in the 1954 to
1972 period. The explanation for that rise in concentration has little to do with
the pattern of monopoly structure and behavior.

The period from 1958 onward is marked by rather amazing stability of four-
firm concentration in local markets on average. However, the period 1963-72 has
some interesting changes not apparent in the averages. The frequency of markets
with four-firm concentration over 60 percent considerably increased during this
period, from 38 to 52 (see Table 2). While changes in other parts of the distri-
bution led to little effect in the averages, this suggests a different pattern of
change in concentration than that found in other studies. Earlier observations
indicated that high market shares were very instable.' This pattern suggests
markets move into these higher levels from some great distance, in some cases,
then have a fairly high likelihood of remaining there. If there is a special or a
typical pattern of pricing or completition in these markets, it is of considerable
importance to understand it.

TABLE 2.--FIRM CONCENTRATION IN SMSA'S AND CHANGES BETWEEN 1963 AND 1972

1963-73 change in concentration

Less 30to 35to 40to 45to 50to 55to 60to 65 and 19631963 level of concentration than 30 34.9 39.9 44.9 49.9 54.9 59.9 64.9 over totals

Lessthan 30 .- . 1 2 1 1------ 530 to 34.9 - - 1 3 3 2 --- I 1 1135 to 399 -2 3 2 5 3 1 1 2 1940 to 44.9 -1 2 1 12 9 1 2 2 3 3345 to 49.9 ----- -- - 1 6 I1 8 4 1 3150 to 54.9 - -1 8 7 10 12 5 3 4655 to 599 - - - -2 5 3 6 7 2 26680 to 64.9 ----- 1 6 3 3 9 2265 and over --- ----------------------------------------------- 1 2 5 8 16
Total, 1972 -4 9 8 37 38 31 30 24 28 209

Source: Appendix table F-I.

A pattern in this analysis which seems mostly inappropriate to me is the
handling of A&P. I can appreciate that a very large, in fact, formerly the largest
firm having trouble making profits or even sustaining market position is an un-
comfortable thing in an analysis of monopoly. However, I very much resent the
tendency to take A&P out, whether it is market share data or the behavioral
analysis. It seems very clear to me that if market position were as important as
implied in the analysis, A&P would have had the benefit of it. In such a circum-
stance they would not have been forced to the desperate practices described. It
simply seems inappropriate to give special recognition or treatment to examples
of firms that blatantly do not fit your hypothesis.

ASSESSMENT OF EMPIRICAL FINDINGS

The relationship between profits and market shares and concentration are
probably a valid relationship, although the causal connectioK is certainly a matter
of some debate. I would expect higher store volumes and lower costs to be
significant in that correlation between market share and profits. In terms of
imputing magnitudes to variations in market shares. I don't think the quality of
the analysis supports that with any accuracy at all. The real causes are primarily
other things that happen to be reflected slightly and probably inaccurately in
market share data. In that situation the meaning of the coefficients is very diffi-
cult to assess. Another thing which should be pointed out is that the high-profit
circumstance and the low-profit circumstance often occurs simultaneously in
the same firm. Some regions do well, others do poorly. If you made an effort to
recover the profits on behalf of the consumer, there would be nothing to recover
because the same people making profits are also making losses.

I See NCFM No. 7, chap. 2, tables 2-S to 2-11.
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The analysis of relationships between market structure and price are even
more precarious. although the data and tables presented are quite interesting.
Tables 3.5, 3.6, and 3.7 are rather exciting. I don't know how typical they are. In
Food Commission studies, it was observed that prices for a 121-item market
basket could change relationships from week to week (see fig. 1). In addition, a
particular group of products may have a different emphasis in one firm's pricing
pattern than in another firms. However, if this indicated pattern is typical, it
certainly has considerable social significance.

FIGURE 1.-Figure 9-2 is from NCFM1 No. 7, p. 171.

Ni 972. COMPOSITE RETAIL PRICE, BY WEEKS, 3 FOOD CHAINS, CITY 2 JULY AND
AUGUST, 1965

Rabil
iod Price

N -

1 2 3 4 Weeks 5 6 7 a

Total price of average family purchases of 121 Items per week.
Source: Natioual Commission on Food Marketing study No. 7, p. 171.
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The use of these estimated coefficients at face value seems absolutely inappro-
priate. The variations in prices which were related to market structure are
caused by many things, and the coefficients produced in this ill-designed model are
so massively large as not to be believed at all. Certainly if market position gave
any such prerogatives, firms would be under great pressure to forego entry to
new markets. They would dominate where they are and let the other guy domi-
nate where he is. That's not the tendency at all. In fact, they continue to enter
more markets and increase the contacts they have with each other. This results
in market shares lower than they would otherwise be. If market share gave them
advantages, they would take strategies to increase them.

I think the monopoly overcharge is a complete hoax. I noticed it was reported
in my local newspaper, and that's its main purpose. I can't imagine an economist
taking it very seriously.

CONCLUSIONS

Monopoly questions are important. The most significant evidence given in this
report is that in the price comparison tables. The rest is, in my judgment, con-
trived. The parts of this monograph indicating magnitudes of effects of struc-
tural conditions on consumers are, in the light of my experience, grossly exag-
gerated. If the data in tables 3-5-7 are representative of behavior (which is
hardly established), they would apply to only a very few and extreme markets.
Aggregate effects of these unusual circumstances would be very small.

In view of the tendency for food retailing to display several characteristics of
competitive industries, such as:

(1) Aggregate profits at levels one would expect from competitive industries,
(2) Tendencies among very large firms to engage in price competition (strong

emphasis on private label and A&P's behavior are examples),
. (3) Sufficiently free entry to put abundant capacity all over the land, I have

wondered why we give so little attention to the costs of competition. The price
special is an interesting case. While it may be very "competitive," it may also
be costly to the consumer. Trading stamps, not so important as in the past, adds
considerable to costs of food. Questions of unnecessary costs are addressed only
to the extent they relate to monopoly-which is an unusual and extreme case.
Public policy might reduce consumer prices more by reducing competitive costs
than any potential from dealing with monopoly. This argument Is made at greater
length in a report before the Committee on Agriculture and Forestry. 9

COiMMENTS ON CRITIQUE BY D. I. PADBERO, UNIVERSITY OF ILLINOIS

(By Bruce W. Marion and Willard F. Mueller)

Mr. Padberg's critique of the Report was entered into the record on the second
day of the Joint Economic Committee hearings. Robert Aders, President of Food
Marketing Institute, stated that Padberg had been retained by FMI to develop
the critique.

Although Mr. Padberg criticizes some particularly parts of the report, he con-
centrates on providing alternative "views of the world" that might explain our
findings. Like Schumpeter, Padberg's arguments are often interesting and ap-
pealing since they suggest an economic world where monopoly power is either
absent or beneficial in its social consequences. However, also like Schumpeter,
Padberg provides little evidence to support his view of the world. In large part,
his rationale is based on speculation and an apparent commitment to the no-
tion that monopoly power is either non-existent, benign or impotent-particularly
in food distribution.

Different perspectives of the economic world can be useful In providing alter-
native hypotheses to be tested in the ongoing search for truth. Alternative hy-
potheses can only be tested by empirical evidence, however, Thus, in responding to
Mr. Padberg's comments, we will be particularly sensitive to the empirical evi-
dence that either supports or refutes his hypotheses.

I D. I. Padberg. "Food Marketing Policy," The Marketing Functions and Costs for Food
Between America's Fields and Tables. Committee Print. Subcommittee on Agr. Production,
Marketing, and Stabilization of Prices, Committee on Agriculture and Forestry, U.S. Sen-
ate, March 25, 1975, pp. 89-96.
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1. Padberg's a8sertion that "little analysis has identified regular dependable re-
lationships between market concentration in distribution industries and profit,
cost8, or anything el8e". (Padberg, p. 1)

There have been fewer industrial organization studies of distribution indus-
tries than of manufacturing industries. However, a rather large number of recent
studies have examined market structure-performance relationships in retailing
and finance industries. The findings of these studies, several of which are listed
in Exhibit A (attached), generally reveal similar relationships to those found
in our report. Thus, while the accumulated evidence linking market structure
to performance in distribution industries is not as massive or compelling as in
manufacturing industries, those familiar with industrial organization literature
would hardly agree with Padberg's assertion.
2. Padberg's contention that the positive relationship between relative firm market

share and profit8 i8 due to the lower costs of high market 8hare firms, not
higher prices (Padberg, p. 2-7)

Padberg goes to considerable length to develop his rationale that high mar-
ket share firms enjoy higher profits because of lower costs. This is the traditional
litany of industry personnel when confronted with profit relationships similar
to those found in our study.

The evidence presented by Padberg to support his thesis is mixed. The National
Tea data (for 1958) are valid, as far as we can tell, and indicate that its direct
store expenses per dollar of sales declined as market share increased and largely
accounted for the increase in "store contribution". Although advertising, head-
quarters and warehousing expenses were not included in these figures and may
have been greater in high market share markets if non-price competition was
emphasized, these expense categories would not have been of sufficient magnitude
to offset declining store expenses. Since these data are for one chain only and for
a time 15 years before the period we studied, the results of the two studies are
not necessarily in conflict. They may indicate that performance deteriorated over
this period. The higher margins found in high market share cities may also have
stemmed from increased prices and certainly give no indication that prices are
reduced in high market share cities in response to lower costs.

Padberg then turns to the results of the National Commission on Food Mar-
keting for additional evidence that firm market share is not a primary causal
force affecting retail margins and profits. As in the Food Commission study for
which he was largely responsible, Padberg appears to be enamored with explain-
ing the variability of profits of individual stores. Explaining the profitability of
individual stores in a market or individual firms in an industry is clearly not
the mission of industrial organization research and would be of limited value
for formulating public policies concerning competition in various segments of
the economy. The methodology and results of the Food Commission study reflect
the folly of this type analysis. (See our Comments on Hammonds, E., National
Commission on Food Marketing Study).

The results of our price analysis provide strong evidence that is counter to
Padberg's conjectures. Both firm grocery prices and profits were positively related
to firm market share and market concentration. Our results suggest that the
nature of competition experiences some fundamental changes as markets become
less competitive and emphasis shifts from price competition to cost increasing
forms of non-price competition.

One of the difficulties of store level analysis is that it may lead to a myopic
view of the competitive forces that operates in different markets. For example,
intra-market cost relationships may very well mask intermarket cost differences
when individual store data are used. We suspect that store operating expenses
per dollar of sales do decline across a chain's stores in the same market as store
utilization increases. This is consistent with the Food Commission findings on
the operating expenses of individual stores. However, whether a chain experi-
ences higher store utilization in markets where it has a high market share versus
those markets where it has a low market share is an unanswered question, and
may vary among markets.

Finally, in developing an alternative rationale for the variation in firm margins
and profits, it is interesting that Padberg focuses his entire attention on refuting
firm market share as a primary causal factor. Since he did not challenge the
relationships found for market concentration (CR*), we assume that he agrees
that concentrated markets tend to lead to noncompetitive prices and profits.

96-514 0 - 78 - 15
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S. Padberg's reservations about the variables employed in the profit and price
models (Padberg, p. 6, fn. 5)

Padberg indicates that except for CR4 and RFIS, "most of the variables look
like they won a starring role because of data availability and a significant coeffi-
cient". This comment hardly deserves the dignity of a response. Our models and
the variables included were almost entirely specified before any analysis was
conducted. For those familiar with industrial organization research, the meth-
odology and variables used are neither particularly "clever" nor novel.

Padberg is "particularly troubled" by the firm growth variable in our profit
models. As we explain in the report, this variable was used as a proxy for the
caliber of management of different companies. Industrial organization economists
have long recognized that competitive forces are not alone in affecting profits.
Factors specific to individual firms influence firm profitability and should be
considered in analyses where the individual firm is the unit of observation.
4. Padberg's criticism of the analytical design and variables included in the price

model (Padberg, p. 7-8)
Padberg contends that the price model is misspecified since it does not include

variables on cost of goods sold, labor costs, transportation costs, and occupancy
expense. He suggests that these are the "real" causal factors that account for
differences in price levels across cities.

This criticism is largely covered in our comments on Hammonds, C.2. As dis-
cussed there, the inclusion of transportation and labor cost variables did not alter
our results.

Differences in retailers' cost of merchandise in different cities may occur for
locally produced products (e.g., milk, fresh produce, etc.), or be caused by dif-
ference in the transportation costs of nationally and regionally produced prod-
ucts. No locally produced products were included in our market basket. Differ-
ences in transportation costs are discussed in our comments to Hammonds, C.2.
Thus, there is no logical basis for expecting intermarket differences in cost of
goods sold to account for the price differences found in our study.
5. Padberg's contention that industrial organization theory applies primarily to

manufacturing industries and has limited application to distribution indus-
tries (Padberg, p. 9)

We strongly disagree. Although Joe Bain, the modern father of industrial
organization theory, did much of his early empirical work on manufacturing
industries, it is clear from his writings that he believes the theory applies to all
types of industries.' Padberg is just plain wrong when he states: "Professor
Bain did a great deal of work and pioneered an analytical model relating the
structure and behavior and performance of manufacturing industries. He made
no efforts to identify similar relationships for distribution firms or to comment
on whether or not they were similar or different."

Early empirical work focused on manufacturing industries, at least in part,
because of data availability. However, empirical testing of the industrial organi-
zation paradigm in nonmanufacturing industries has increased rapidly in recent
years. Several of these studies were referred to in our response to 1 above and
lend little support to Padberg's contention.

The differences perceived by Padberg in the competitive characteristics of food
retailing and food manufacturing firms are overdrawn and largely based on con-
jecture. The "products" of food retailing firms are much more than the food
products they handle and include the entire bundle of goods and services pro-
vided. Although grocery chains may tend to emphasize their private label prod-
ucts-which are relatively undifferentiated-they are still free to emphasize non-
price competitive factors such as attractive stores, prime locations, in-store serv-
ices, TV and newspaper advertising and games and other promotional efforts. In
some cases, the advertising of private label products may be done to create the
illusion of price competition in a market withot head-on-head price competition
on comparable items.

'For example, Bain's first major book on the subject (Industrial Organization 1959)
includes extensive discussion of the structure, conduct and performance of agriculture and
mining, construction, finance, wholesale and retail trade, service trades and public utilities
and transportation industries as well as manufacturing industries.
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Thus, even though the competitive characteristics in food manufacturing and
food retailing do vary some, this mainly leads to differences in the importance
of various structure, conduct and performance dimensions. In both industries,
when market dominance or a high degree of market interdependence occurs, there
is a strong tendency for firms to avoid price competition and to emphasize non-
price competitive factors.
6. Pad berg's contention that the increase in retail concentration was largely the

result of supermarket adoption and was largely completed by 1958 (Padberg,
p. 10)

Once again, Padberg is just plain wrong. The figures he cites to illustrate that
the share of all grocery store sales held by supermarkets levelled off after 1958
are misleading in that they are based on different definitions of "a supermarket".
Table 1 indicates the market share growth of supermarkets, using three different
definitions. Changes in food prices require some adjustments for accurate com-
parisons over time. For example, stores that had $300,000 in sales per year in
1948 would have had annual sales of $456,000 in 1972 with the same physical vol-
ume. Similarly, a $500,000 per year store in 1948 was equivalent to a $750,000
store in 1972. For all definitions, even after adjusting for changes in food prices,
a steadily increasing share for supermarkets is apparent.

TABLE 1.-SHARE OF U.S. GROCERY STORE SALES HELD BY VARIOUS SIZE STORES, 1948-72

Store size in Percent of grocery store sales
annual sales 1948 1954 1958 1963 1967 1972

$1,000,000 or more 11.9 32.6 45. 5 52.7 61.3 72. 2$500,000 or more 27. 7 48.7 61.2 68.8 74.9 80. 9$300,000 or more 38.1 57.7 69.0 75.8 80.9 85. 9
Index of food at home

prices -79.8 85.8 91.0 92.2 100.0 121.6

Source: U.S. Bureau of Census, Census of Retail Trade, 1972, Subject Series, Establishment and Firm Size (includinglegal forms of organization) RC 72-S-1, U.S. Government Printing Office, Washington, D.C., 1975; U.S. Bureau of Census,Census of Retail Trade, 1967, Subject Reports, U.S. Summary, U.S. Government Printing Office, Washington, D.C., 1970;U.S. Bureau of Census, Census cf Retail Trade, 1963, Subject Reports, U.S. Summcary, U.S. Government Printing Office,Washington, D.C., 1966.

In addition, the figures presented in table 2 of Padberg's critique belie his
statement that, "The period from 1958 onward is marked by rather amazing
stability of four-firm concentration in local markets on average." This table
reveals a definite pattern of markets with relatively low concentration in 1963
becoming more concentrated by 1972. While there were 64 markets in 1963 with
CR. of 55 or above, this had increased to 82 markets by 1972. (Also see our com-
ments on Hammonds, D.1).
7. Padberg's criticism of the handling of AdP (Padberg, p. 10 d 12)

A&P was not removed from our analysis, as Padberg infers. In fact, similar
structure-profit relationships were found for 28 divisions of A&P as in our
analysis of all companies. (Appendix table B.13, Report). For further discussion
of this topic, see our comments on Hammonds, B.4.
8. Padberg's contention that the relative prices of chains vary greatly from

week to week (Padberg, p. 13)

If this assertion of Padberg's is correct, the price Index used for individual
chains would be extremely unstable. Padberg supported his contention with a
figure showing the prices of three chains operating in one city in August 1965,
as reported by the National Commission on Food Marketing. What he does not
report is that his source included figures showing price comparisons in three
other cities as well, and that he reproduced the one with the greatest variation.
The price patterns in two of the other cities were very nearly identical: in
each, one chain had higher prices than the other two in each of eight weeks and
one had lower prices than the other two chains in all but one week. The pricing
pattern for one of these cities is shown in Figure 1, which is reproduced from
the Food Commission Study.
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In addition to not reporting all of the Food Commission's relevant findings
on this subject, Padberg also failed to explain that the chief reason for the high
observed price variation among chains in the Food Commission study was the
composition of the items sampled. The Report states that, "The incidence of
specials is the cause of most of the instability observed in these data." 2 It
then examines this phenomenon in City 1, where it finds that "more than half
of the food items were specialed . . ." This high incidence of specials in the
sample indicates its biased nature, since, since the same Food Commission docu.
ment found that "only 200 to 300 items out of a store's total offerings of several
thousand are normally used in specials."' Obviously, the sample used to conduct
the price indexes included a disproportionate number of items commonly used
as specials.

Finally, Padberg misinterprets the implications of price variability among
chains for our analysis. In-so-far as it does occur-and it certainly must to
some degree-it would be expected to bias our results toward zero. That is
to say, if our sample includes observations that do not reflect the "typical"
price relationship among chains, this would weaken our statistical findings,
not strengthen them.
9. Padberg'8 summary comments about the interpretation of the price and profit

results (Padberg, p. 12-15)

Padberg discounts the usefulness of the price and profit regression results
based upon his earlier criticisms. Ironically, he seems to find Tables 3.5-.8
"rather exciting". However, these tables were presented as illustrative case
studies only. The more rigorous and comprehensive analyses summarized in
Tables 2.6, 2.7, 2.8 and 3.3 are "contrived" according to Padberg.

Although Padberg has argued that our models are "ill designed" and do not
capture the "true" casual relationships, the evidence he presents to substantiate
his view of the world is open to serious question. This is particularly true of
his criticisms of our price models. After including some of the cost variables
suggested by Padberg and Hammonds, the results of our price models still
indicate that prices are higher in concentrated markets and where a firm holds
a dominant position. If the results of our price models are approximately cor-
rect, and we are confident they are, then Padberg's rationale of how retail firms
behave is completely perforated.

Padberg's criticism of the price analysis may stem partly from his misunder-
standing of it. For example, he says, "to assume that market structure of
food retailers is really a determinant of price variations of 15 percent is abso-
lutely amazing." (Padberg, p. 7-8). Apparently his reference to 15 percent is
to the difference in prices between the lowest and highest priced cities in our
sample. We did not assert as Padberg implies, that the entire 15 percent differ-
ence was attributable to differences in market structure in these cities. On
the contrary, in our summary we explain in laymen's language that a chain's
prices are 8.9 percent lower in cities where it has 4 percent of the market and
the largest four firms have 40 percent (RFMS=10, CR4=40) than in cities
where its relative firm market share is 55 percent and 4-firm concentration is
70 percent (Report, p. 3). This is the largest price difference we attribute to
market structure and is based on the extreme values of table 1.1.

Although most of his summary comments are unsubstantiated rhetoric, we
agree with his concern for the "costs of competition", but we interpret cost
increasing competitive factors somewhat differently. We suggest the the "un-
necessary costs" which Padberg refers to are largely the result of non-price
competition and the absence of keen price competition. Our results indicate
that inflated and unnecessary costs are the largest element in our monopoly
overcharge estimate. Further, that these costs are directly related to the degree
of monopoly power in markets. Thus, we conclude that both excessive profits
and unnecessary costs can be reduced through policy actions that encourage
more competitive structures in local markets.

2 Organization and Competition in Food Retailing, Technical Study No. 7, National
Commission on Food Marketing, June 1966, p. 174.

3 Ibid.
4 Ibid, p. 175.
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FIGURE 1.-Composite retail price, by weeks, three food chains, city 3,
July and August 1965.
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Exhibit A

A PARTIAL LIST OF INDUSTRIAL ORGANIZATION STUDIES ('F FINANCE AND DISTRIBUTION

INDUSTRIES

1. For a review of studies of drug, gasoline, and hard goods retailing see
Louis P. Bucklin, "Competition on Evolution in the Distributive Trades" (Engle-
wood Cliffs, N.J.: Prentice-Hall, 1972) pp. 126-130.

2. "Prescription Drug Price Disclosures," Staff Report to the Federal Trade
Commission (processed, 1975) pp. 41-44, part III.

3. J. David Cummins, Herbert S. Benenberg and William G. Scheel, "Con-
centration in the U.S. Life Insurance Industry," Journal of Risk and Insurance
(June 1972) pp. 177-99.

4. John H. Landon, "The Relation of Market Concentration to Advertising
Rates: The Newspaper Industry" Antitrust Bulletin (Spring 1971) pp. 53-100.

5. Bruce M. Owen, "Newspaper and Television Station Joint Ownership,"
Antitrust Bulletin (Winter 1973) pp. 787-807.

6. F. R. Edwards, "Concentration in Banking and Its Effect on Business Loan
Rates," Review of Economics and Statistics (August 1964) pp. 294-300.

7. Paul A. Meyer, "Price Discrimination, Regional Loan Rates and the Struc-
ture of the Banking Industry," Journal of Finance (March 1967) pp. 37-48.

& "Donald Jacobs, Business Loan Costs and Bank Market Structure," (New
York: Columbia University Press, 1971).

9. F. W. Bell and N. B. Murphy, "Impact of Market Structure on the Price
of a Commercial Bank Service," Review of Economics and Statistics (May 1969)
pp. 210-13.

10. George Kaufman, "Bank Market Structure and Performance: the Evidence
from Iowa," Southern Economic Journal (April 1966) pp. 429-39.

11. A. A. Heggestad and J. J. Mingo, "Prices, Nonprices, and Concentration
In Selected Banking Markets," Bank Structure and Competition, Conference
Papers, March 28-29, 1974 (Federal Reserve Bank of Chicago) pp. 69-95.

12. Franklin Edwards, "The Banking Competition Controversy," National
Banking Review (Sept. 1965) pp. 1-34.

13. Douglas F. Greer and Robert Shay, "An Econometric Analysis of Con-
sumer Credit Markets in the United States," Technical Study Vol. IV, National
Commission on Consumer Finance (Washington, D.C., 1973) especially chapters
2 and 4.

14. Willard F. Mueller and Leon Garoyan, "Changes in the Market Structure
of Grocery Retailing," Univ. of Wisconsin Press, 1961.

15. Paul E. Nelson and Lee E. Preston, "Price Merchandising in Food Re-
tailing: A Case Study," Institute of Business and Economic Research, Univ.
of California, Berkeley, 1966.

16. Federal Trade Commission, "Economic Report on the Structure and Com-
petitive Behavior of Food Retailing," January 1966.

17. Federal Trade Commission, "Economic Report on Food Chain Selling Prac-
tices in the District of Columbia and San Francisco," July 1969.

FOOD MARKETING INSTITUTE,
Washington, D.C., April 5,1977.

Hon. GILLIS W. LoNG,
U.S. House of Representatives,
Washington, D.C.

DEAR MR. LONG: At the hearings of this Committee on March 30 questions were
raised as to the past and future cooperation of the food retailing industry with
respect to requests for information from this Committee.

JMy staff has contacted all 17 companies that submitted data to this Commit-
tee in this matter. We have found no basis for any allegation that food retailers
did not fully cooperate in submitting materials to the Joint Economic Commit-
tee. We were informed that the first contract the industry had with the JEC staff
regarding this inquiry was the October 1974 subpoena and that there was no
prior attempt to obtain information voluntarily from the companies.
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The companies fulfilled the requirement of the 1974 subpoena. Senator
Humphrey commended the chains for their cooperation in a speech in October
1975 when he said:

"I mentioned to you that I'm chairman of the Joint Economic Committee, and
that committee has looked into food prices, and we've had your cooperation. I
want to put it on the record here: I appreciate that cooperation. We're going to
make a frank and objective analysis and we're doing it because you're helping us.
I want to assure you that it will not be a witchhunt. I also want to assure you
that it'll not be a whitewash. We have your help, your cooperation and you're
going to get a factual, honest analysis and not something to stick it to you just to
make a headline. What this country needs is not confrontation, what it desper-
ately needs today more than ever is cooperation and coordination."

Since that time none of the companies have been asked for any further infor-
mation by the Committee staff.

The industry has a good record of cooperation in the past and I have no reason
to think that they will not continue to do so.

Sincerely,
ROBERT 0. ADEBS, President.

SUPPLEMENTAL STATEMENT TO THE TESTIMONY OF TIMOTHY M. HAMMONDS, VICE

PRESIDENT FOB RESEARCH, FOOD MARKETING INSTITUTE

Congresswoman Heckler stated on March 30 that it was obviously easier to
criticize the Mueller-Marion study than to produce one. She is, of course, correct.
I thought it might be useful, however, to attempt within this short time period to
demonstrate that data are available which meet many of the objections raised by
the economists appearing before this committee on that day.

Among our many substantive criticisms of the concentration study, we pointed
out the extremely limited and nonrepresentative nature of the data base: prices
from three food chains, for one month, for far less than half of total store sales.

A more representative data set is available from the Bureau of Labor Statis-
tics, the Urban Intermediate Budget estimates, which can be used to compare
food costs between areas. These data avoid the Mueller-Marion objections to using
Consumer Price Index data from the B.L.S. In fact, the C.P.I. Detailed Report
for December 1974 states:

"Note: The Consumer Price Index cannot be used for measuring differences in
living costs among areas; it indicates price change within areas. Estimates of
differences in living costs among areas are found in the family budgets." (Em-
phasis added.)

We have attached a table showing the 1974 four-firm concentration ratios
taken from the Grocery Distribution Guide (given the limitations of this data
source noted in our testimony) and the 1974 Urban Intermediate Budget for a
4-Person Family. The latter data were taken from the U.S. Bureau of Labor Sta-
tistics" Autumn 1974 Urban Family Budgets and Geographical Comparative In-
dices" (supplement to Bulletin 1570-5).

Look with us at that table. Consider New York, the highest food-cost city,
and Dallas, the lowest food-cost city. The lowest cost city has a 1974 concentra-
tion ratio almost double that of the highest cost city. The 1972 Census ratios
show the lowest cost city to be a full 15.7 percentage points higher in concen-
tration level than the highest cost city. This is hardly in keeping with the Muel-
ler-Marion hypothesis which would suggest precisely the opposite.

Consider Boston and Washington, D.C., both roughly comparable in food cost.
We find food costs in Washington no higher than in Boston even though Wash-
ington's 1974 four-firm concentration ratio is almost double that of Boston. The
1972 Census ratios show Washington to be a full 27.3 percentage points higher in
concentration than Boston.

The simple correlation coefficient between 1974 concentration and food cost
is -.40. This is, a negative relationship significant at the 5 percent level. While
we do not pretend this is a well-specified model, it does show an entirely different
picture than developed by Mueller and Marion.

It would appear that when a representative group of firms is sampled, when a
longer time period of analysis is used, and when a broader group of products is
studied, the Mueller-Marion hypothesis does not hold up.
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1974 urban
1974 4-firm intermediate

concentration food budget
ratio for a 4-person

(percent) family

51.6 $3, 444
41.3 3,471
36. 4 3, 829
79.9 3,667
58.0 3, 563
47. 5 3, 525
62. 9 3, 463
53.9 3, 200
51.4 3,594
55.5 3,403
65. 3 3, 531
48. 7 3, 387
58.7 3, 301
63.0 3,429
28.7 4, 099
42. 2 3, 896
44. 8 3, 669
56. 4 3, 570
61.4 3, 323
61. 1 3, 528
77. 8 3, 587
70.4 3, 671

ANALYSIS OF THE IMPACT OF MARKET CHARACTERISTICS ON CITY FOOD PRICES

(By Gerald E. Grinell, Terry L. Crawford, and Gerald Feaster) *

Public policy makers, consumers and other market participants have long been
interested in understanding, explaining, and forecasting food prices. Efforts gen-
erally have centered at the national level, usually on a commodity basis, and at
an intermediate level of production and distribution although considerable
interest has been focused on average level of food prices in the U.S. as measured
by the Consumer Price Index. Interest also has been expressed regarding the
impact of market structure on food prices and other causes of food price changes.

The objective of the research reported in this paper was to develop a model
that explains food price variation among urban markets. The principal hypothesis
was that specific elements of market structure as well as basic supply and demand
variables are causually linked to food prices in grocery stores and that inclusion
of only concentration measures could produce specification bias.

Retail food price analyses are hampered by a lack of usable price information.
A food price index can be constructed to measure the average level of prices paid
by consumers for a market basket item they generally buy or an index can be
constructed to reflect the average level of prices for a market basket of identical
products. Although either index will show the effects of competitive market
influences, the latter generally is preferred by economists wanting to show the
effects of market structure and conduct on firm and market prices. Such a price
index is not available for food products for urban areas. The former index (Con-
sumer Price Index or CPI), however, has been constructed for selected large
urban areas for several years by the Bureau of Labor Statistics.

The Consumer Price Index for food at home measures the average month to
month price change of a market basket of food products purchased in grocery
stores. The volume mover in each selected food category is priced in each sample
store. Weights are assigned, according to sales volume, to chain supermarkets,
large independents, and small independent stores. Over time the same items are
price-checked in sample stores but different items may be price-checked among
different stores and different urban areas. As a result CPI prices may not be
strictly comparable among cities. For further discussion of CPI food prices, see
"Estimated Retail Food Prices by City." 1

*The authors are agricultural economists, Economic Research Service, USDA. The
views expressed here are those of the authors and do not necessarily represent those of
USDA. Contributed Paper presented at the American Agricultural Economics Associa-
tion's annual meetings, Aug. 15-18, 1976 at the Pennsylvania State University, State
College, Pa.

1 U.S. Department of Labor. Bureau of Labor Statistics, "Estimated Retail Food Prices
by City," monthly, Washington, D.C. Also see, for example. National Commission on Food
Marketing. "Organization and Competition in Food Retailing," Technical Study No. 7,
June 1966, pp. 310-311.
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DEUINON OF VRIALES

Annual data for census years 1954, 1958, 1963, and 1967 were available for 19
large urban areas or standard metropolitan statistical areas (SMSA's).' Al-
though most information was directly available in usable form, some variables
required data generation or use of proxies Each hypothesized structural variable
will be discussed in turn.

lAverage city price for food expressed in dollars for a market basket of food
items was calculated as follows: Using 1967 CPI data for each selected city, the
city price of each food item in the market basket was multiplied by the item's
average U.S. quantity weight and summed over all items in the basket to obtain
1967 city price in total dollars. Each city's price in dollar terms for 1954, 1958,
and 1963 was obtained by adjusting the 1967 city market basket price by the
CPI price index for food at home in each city. This variable was labeled CPRIC,
and a second variable, RCPRI, with general time trends removed, was obtained
by deflating each city price by total CPI for food at home in the United States.
Four firm (4FIRM), 8 firm (8FIRM), and 20 firm (20FIRM) concentration ratios
were available from special tabulations of Bureau of Census data commissioned
by the National Commission on Food Marketing and the Federal Trade Commis-
sion (FTC). Marginal 5-8 firm (5-8FM) and 9-20 firm (920FM) concentration
ratios also were used. Comparable market concentration data are not available
for years later than 1967. However, USDA and FTC have a contract with the
Bureau of Census to obtain concentration data from the 1972 Census of Business.

Consumer income was available for SMSA's from the Bureau of Census for
1950, 1960, and 1970.3 These data were adjusted by State income data to obtain
estimates for 1954, 1958, 1963, and 1967. Two variables were used; per capita
disposable income in the city (YOITY) ; and real per capita disposable income
in the city (RYCTY).' Population in the city (C-POP) was obtained by inter-
polating city population using data obtained by the Bureau of Census for the
years 1950, 1960, and 1970. Similarly, population of cities within 100 miles of each
selected city (SSPOP) was obtained. This measure of population density around
a city indicates proximity of other metropolitan areas which would facilitate
market enetry.6 Real per capital grocery store sales (RSPOP) was used as a
demand factor. It is also an interaction term for EFFIC and DENSI, explained
below. The Consumer Price Index for food at home was obtained from reports
of the Bureau of Labor Statistics for the census years.

Wage rates, sales per store, and number of stores per person were used to in-
troduce the influence of operating costs of retail food stores. Average wage
rate of manufacturing workers in the selected cities (CWAGE for money wage
and RCWAG for real wage) was used because retail wage rates were not avail-
able for all cities all years. Larger store sales were expected to (1) result in
lower unit costs while at the same time, (2) pressuring firms to maintain a low
price to attract an efficient volume. Sales per store in the city (STORS) and
real sales per store in the city (EFFIC)7 measure elements of both with the
limitation that large store size (which may or may not decrease.unit costs and
prices), and high sales per square foot (which generally reduces unit operating
expenses) both contribute to larger values of STORS and EFFIC. Number of
grocery stores per person in the city (DENSI) is a measure of efficiency to the
extent that increases in store density (DENSI), decrease average store size.

'Distance from basic areas of food production was estimated' using a proxy
variable generated by estimating the weighted center of U.S. food production
based on sales by State using a geographic grid to measure latitudinal and longi-
tudinal distance. With the center of the value of production (near Manhattan,
Kansas) being zero, the mileage distance to each selected city, labeled ADIST,
was obtained. Although ADIST is not a direct measure of transportation costs,
it does reflect an areal pricing pattern existing in geographical markets. Grocery
store sales in the selected cities were obtained from published reports of the
Bureau of Census.

2 Complete 1972 data are not available.
3 ITS. Department of Commerce. Statistical Abstract, various years.
'U.S. CPI all commodities was used to deflate YCITY.
b SSPOP was found not significant and is not Included in models reported in this paper.
° Although recognized as an equilibrium quantity, RSPOP was considered to primarily

reflect demand.
7 To obtain EFFIC, STORS was deflated by U.S. CPI, food at home, 1967 base.
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MODEL FORMULATION AND ANALYSIS

Linear regression analysis (OLS) was used to test hypothesized functional re-
lationships. Models were formulated to statistically test hypothesized relation-
ships, determine sensitivity of estimates to alternative concenration measures,
and to determine potential specification bias in models that only include market
concentration as exogenous variables.

The data used in this analysis possess some inconvenient characteristics. First,
because food prices were available for only 19 cities during the years studied and
because market concentration data were available only for census years, the
time series of cross section data were pooled to gain degrees of freedom. Second,
the analysis was restricted to large urban areas. Third, limited variability of
intercity prices increased the difficulty of measuring the influence of hypothesized
structural variables." Fourth, because most of the variables were correlated
with time, intercorrelation made it difficult to measure structural relationships
among the economic variables. Fifth, as reported above, some proxy measures
were required to more fully specify the hypothesized models.

To use pooled time series cross section data to analyze intercity price variation
at a point in time requires that effects associated with time be controlled to re-
veal net relationships among hypothesized economic variables." Time effects can
be accounted for explicity by including a time or trend variable in the model
or by removing time effects from each affected variable. Both options were em-
ployed although the latter was preferred because: (1) the dependent variable
(OPRIC) was highly correlated with time (simple correlation was 0.91); (2)
time was not uniformly related to each variable; and (3) time effects were not
linear over the period studies, i.e. rates of change varied among the years.
Problems associated with time trends will increase when 1972 data can be
included in the analysis.

The hypothesized cross section model included RCPRI, ADIST, RCWAG,
DENSI, RSPOP, RYCTY, and concentration ratios. Five equations were run for
model I using different combinations of concentration ratios. Model I (results are
summarized In equations 1-5 In table 1), using RCPRI as the dependent variable,
produced consistent results among the five equations. R-squared was 0.56, total
F (ranging from 10 to 14) was significant at the 1 percent level. In each equation
the constant term and distance were significant at the 1 percent level while real
per capita income was significant at the 5 percent level. No other variable was
significant at the 10 percent level. Real wage, which did not have the hypothesized
sign probably does not accurately reflect operating costs of food retailers. Dis-
tance was the single most important variable (R-squared generally fell below
0.20 when ADIST was deleted) and had a positive effect on the average level of
city prices, as hypothesized. Real per capita grocery store sales (RSPOP) had
the hypothesized sign but was not significant. Although concentration ratios were
not significant, the appearance of inverse relationships to RSPRI merits recog-
nition because positive relationships were hypothesized.

Model I was modified by deleting RCWAG, DENSI, and RSPOP to obtain
model II (results are summarized in equations 6-10 in table 1). The constant
term and distance were highly significant as in model I but real per capita income
was not significant. When DENSI was added to model II, (results not shown)
real per capita income was significant at the 10 percent level while number of
stores per capita (DENSI) was significant at the 5 percent level in three equa-
tions and at the 10 percent level in the other two equations. When DENSI was (
substituted for RYCTY in model II, DENSI was not significant while the in-
fluence of ADIST and concentration measures were not appreciably affected.
Similarly, C-POP did not make a significant contribution toward explaining vari-
ation in RCPRI. These respecifications of model II show the effects of intercor-
relation and indicate the sensitivity of the models to alternative speculation.

Models I and II show that when price changes due to time are removed, dis-
tance is very important in explaining intercity price variation while 4, 8, and 20
firm concentration ratios are not significant and may be inversely related to price.
Other factors, such as income and operating costs, likely contribute to intercity
price variation but their influence could not be measured accurately because mod-

B Standard deviation as a percentage of mean using the 1954-67 pooled data was 7.2percent and 2.4 percent respectively for CPRIC and RCPRI.
9This procedure specifically excluded analysis of structural relationships that are em-bodied in time.
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erate intercorrelation was encountered, and the proxy variables used were not
fully satisfactory.

Models III and IV show effects of not deflating the dependent variable
(SPRIC). In these models the exogenous variables should explain both spacial
(intercity) and temporal variations in city prices of a market basket of food
items. Although the results from models III and IV were different from models
I and II, they were not inconsistent. ADIST was significant at the 5 percent level
in all equations while concentration variables either were not significant or were
marginally significant (10 percent level). Concentration ratios generally were
positively related to CPRIC in Model III (see table 2). DENSI was not sig-
nificant, and did not have the hypothesized sign, while RYCTY and RCWAG were
significant at the 1 percent level with the latter showing a sign change from
model I. R-squared in model III Increased to about 0.67 from 0.49 to 0.56 in
models I and II. The differences between the first two models and model III are
largely attributed to time effects. The dependent variable CPRIC along with
RYCTY, RCWAG, and concentration ratios all increased over time on average.
Model II was rerun as model IV substituting CPRIC for RCPRI as the dependent
variable and including dummy variables for 1958, 1963, and 1967. Results (sum-
marized in table 2) were very similar to those of model II. R-squared was about
0.94, ADIST was significant at the 1 percent level, RYCTY was not significant
(but its sign was positive as hypothesized), and concentration ratios were not
significant and generally had negative signs as in model II. Result of model IV
were not appreciably affected when undeflated city income (YCITY) was used
rather than RYCTY.

To show the effects of excluding all explanatory variables other than concen-
tration ratios, model V was run. As shown in table 3, when included alone, 8 and
20 firm concentration ratios were positively and significantly (5 percent level) re-
lated to CPRIC while 4 firm concentration was positive but not significant. When
all 3 levels of concentration were included together, (either 4FIRM, 8FIRM and
20 FRM or 4FIRM, 5-8FM and 920FM), 4FIRM, 20FRM, 5-8FM, and 920FM
were significant at the 1 percent level while 8FIRM was not significant (see table
3). The importance of the concentration ratios are overstated because of time
effects. When model V was rerun with dummy variables for years or with RCPRI
substituted for CPRIC, none of the concentration ratios were significant even at
the 10 percent level. Model V had very low values of R-squared, indicating that
concentration ratios alone explained only a small portion of total variation in
CPRIC.

SUMMARY AND CONCLUSION

A model that would explain intercity price variation would be of considerable
interest to persons who analyze food prices, or who study market structure-per-
Eormance relationships, and/or to regulatory bodies responsible for antitrust
enforcement. The question of whether higher market concentration of grocery
retailers is positively related to prices in the city is of social importance.

This analysis does not support or reject the hypothesis that within a given year
high market concentration is associated with high levels of food prices in different
cities for items consumers typically purchase. The question of whether individual
firms with high market shares charge higher prices was not adddressed in this
study and data are not available to determine whether market concentration is
positively related to identical items among cities. From the analysis it also could
not be determined whether food prices incerased over time due to rising levels of
concentration in a given market.

Distance from production areas was positively and significantly related to in-
tercity variation in food prices. In some models, real per capita income, real
wages, and per capita number of grocery stores (DENSI) were significantly
related to prices but the use of proxy variables and intercorrelation associated
largely with time effects did not permit complete model specification and accurate
measurement of the variables' effects.

Another important finding of the study was that when intercity food prices
were related only to market concentration, specification bias occurred. The nature
and importance of concentration-price relationships were also misstated when
time-related effects were not explicitly controlled. This study shows the difficulty
inherent in attempting to fully specify a model that explains intercity price vari-
ation, and illustrates that intercorrelation is a problem in attempting to isolate
effects among important structural variables.
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Because of data limitations and model sensitivity, the findings of this study
should not be considered conclusive. Additional price data are needed for more
cities. Also additional price measures are needed to more adequately make price
comparisons among cities and over time. Finally, more work is needed to quantify
hypothesized explanatory variables including further development of proxy
variables.

Further work on this project will be warranted when 1972 Census of Business
data on market concentration and other characteristics of grocery stores become
available in the latter part of 1976. It is hoped this paper will make a contribution
to the efforts of other economists who are attempting to develop intercity price
models.
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TABLE 1.-STATISTICAL SUMMARY OF CITY FOOD PRICE VARIATION, MODELS I AND 11 FOR 1954, 1958, 1963, AND 1967

Model 1: Real city food prices and selected structural variables for Model II: Real city food proces and selected structural variables,
hypothesized model, equation- equation-

Expected
Item sign 1 2 3 4 5 6 7 8 9 10

RI squared ------------------ 0.56 0.56 0.55 0.56 0.56 0.49 0.49 0.49 0.51 0.51

F ratio - - 14 36 14.39 '14.32 10.54 10.54 '22.98 1 23. 22 ' 23.45 14.37 14.37

Degrees of freedom - -6.69 6.69 6.69 8.67 8.67 3.72 3.72 3.72 5.70 5.70

Standard error of estimate - -86.1 86.0 86.1 87.2 87.2 90.3 90.1 89.9 90.0 90.0

Dependent variable -RCPRI RCPRI RCPRI RCPRI RCPRI RCPRI RCPRI RCPRI RCPRI RCPRI

Mean of dependent variable - - 5, 068 5, 068 5, 068 5,068 5, 068 5, 068 5, 068 5, 068 5, 068 5, 068

Independent variables:
C t .. . Not predicted- 5, 006.6 5,014.2 5,025.4 4,954.5 4,954.5 4,882.8 4,902.8 4,923.9 4,913.8 4,913.8

T-ratios-'------------- 27. 10 '26.80 '24.73 '20.73 '20.73 '69.70 '69.11 '62.10 '57. 73 '57.73
ADIST_ --------- Positive ---- 0.226 0.227 0.228 0.224 0.224 0.233 0.233 0.234 0.240 0.240

T-ratios -'------------- 7.76 ' 7.79 ' 7.76 ' 7.02 ' 7.02 ' 8.21 ' 8.25 '8B.31 ' 8.34 ' 8.34

RYCTY - Positive 0.596 0.601 0.595 0.612 0.612 -0.030 -0.009 0.025 0. 185 0.185

T-ratlos-0------------- 22.24 0 2.26 ' 2.24 ' 2.26 ' 2.26 -0.18 -0.05 0.14 0. 84 0.84

RCWAG -Positive - -74.0 -73.8 -75.7 -68.6 -68.6 --
T-ratios -- 1.86 -1.86 -1.90 -1.63 -1.63

DENSI - Positive 51. 5 47.6 41.6 63.9 63.9 82
T-ratios -------------- 0.88 0.80 0.67 0.82 0.82 -----------------------------------

RSPOP -Negative -366.8 -353.9 -328.4 -383.3 -383.3
T-rats ------------------------ -0.96 -0.94 -0.88 -0.94 -0.94 4 5 -io4 9

4FIRM -Positive -71.6 -75.8 -30.6 -31.46-533.2-104.
T-ratios -- 0.71 -0.16 -0.19 -0.30 -1.22 -0. 75

OFIRM -Positive -- 79.6 -- -333.0 - - -74. 3 -- -527.9 --------------
T-raths ------- -0.76- - -0.51 - -- 0.69 -1168 -0.2-

20FRM -Positive --81.9 226.7 -- 116.8 -10. 2

T-ratios - --- -- -- -- -- -- -- -- -- -- -- ------ ------ ----- -0. 63 0. 43 ------ ---- ------------ -0. 90 -0. 26 --- -- ---

58FRM - Positive ---- 0 -106. 31..48

T-ratos - ------------------ - -- 110.25
920FM -Positive - -226.7----------------------------------------------------2267-------------0.-26

T-ratlosT ----------------------------------------------------------------------------------- 0.43--------------------------------------------------------- - 0.26

'1 percent level. Note.-See text for explanation of models and definition of terms.
a 5 percent level.



TABLE 2.-STATISTICAL SUMMARY OF CITY FOOD PRICE VARIATION, MODELS III AND IV FOR 1954, 1963, AND 1967

Model IIl: Current city food prices e nd selected structural variables for Model IV: Current city food prices and selected structural variables,hypoth~esized model, equation- equation-

Item Expected sign 11 12 13 14 15 16 17 18 19 20

Rt squared: ----------------- 0.67 0.67 0.67 0.68 .068 0.94 0.94 0.94 0.94 0. 94Frati - - 22.91 '22.89 ' 23.41 17.50 '17.50 179.98 180.47 ' 180.92 1 135.47 135.47Degrees of freedom ------ ------ .669 6.69 6.69 8.67 8.67 6.69 6.69 6.69 8.67 8.67Standard error of estimate ----- ----- 199.6 199.7 198. 2 199.3 199.3 84.6 84.5 84.4 84.6 84.6D ped nt vrale -- CPRIC CPRIC CPRIC CPRIC CPRIC CPRIC CPRIC CPRIC CPRIC CPRICMean of dependent variable - -4,592 4, 592 4, 592 4,592 4,592 4, 592 4,592 4, 592 4,C592 4, 592lndepdent varials:
on*s2nt -Not predicted 2,987.4 2,970.4 2,776.4 2,490.4 2,490.4 3,989.9 4,010.8 4,027.5 4,019.4 4,019.4T-raties - -'------ 16.96 ' 6.84 1 594 '4.56 ' 4.56 ' 51.94 ' 50. 46 '45.01 '42.18 '42.18ADIST -Positive 0-.15 0.152 0. 9 0. 0 .121 0.210 0.210 0.211 0.217 02T-ratiis- -'2.32 '2.25 '2.07 ' 1.67 1.67 1777 ' 7.830 17.82 '57.82 7. 32RYCTY---------- P~sitive ---- 2.51 2.49 2. 50 2.56 2. 56 0.172 0.167 0.176 0.299 0.299T-ratios -0. --- 0.1-- ' -4.07 '4.03 04.08 '4.14 4.14 0.65 0.64 0.67 1.07 1.07RCWAG Positive 275.6 274.7 286.4 315.3 315.3 ---------------------------
DET-Positive- ----------- '3.00 ' 2.98 ' 3.12 3. 29 '3.29--------------------------------------20FM --------- ----- Pos - -93.1 -76.P2 -23.9 64.9 6- -----------------6-4- --------------- --------------T-ratios…-0.68 -0.55 -0.17 0.36 0.36RSPOPDUM2 - Nati -77.6 -154.4 -231.3 -445.2 -445.5T-raties - - -------------- o.09 -0. 18 -0.27 -0.48 -0.48 -----------------------------------

FIRM -Positive 344.6 - - - 343.2 745.2 -9.9 - - - 533.6 -63.2T-ratios --------------- 31.47--------------- - 0.32 2 2.07 -0.10--------------- - 1.29 -0.468FIRM - P t ositive ------------------- - 3553 --------------: -1,385.9 ------------------ - -- - -49.1 -------- - -582.1 -- 4°8i96T-ratios ---- '1.46 ------- 0.92----------- ------ -0.47--------- -0. 94 -------- otve-537.6----------------------------1,787.8 ------------------------------------------ -78.5 -14.7 7-. 76 - 18.-765 percentieN--- -1.7 '1.48 -- 0.6 -0.04T-8FM Positie--- lev---416- -02 -- 596.
T-a io --r-- - -- - -- - -- - -- - -- - -- - -- - -- - -- - -- - -- 0.36-3--- - -- - -- - -- - -- - -- - -- - -- 1.45-- - -- - - .492 FM- -- - ---M - Positiv - -- - -- - -- -- - -- - -- - -- -- - -- - -- - -- -1,787.8 ----- - -- - -- -- - -- - -- -- - -- - -- 14.7-- -- -- 1 .T-ratios ---------------------------------- - - - '31.48---------------------------- - - - -0.04DUMM2------ Positive ------------------------------------- - - - - 272.6 274.1 275. 3 276. 5 276. 5
T-ratios --- -------------------------------------- - - - - '19.48 ' 9. 52 ' 9. 52 ' 9. 52 '9.52DUMM3. -------- P~s itive ------------------------------------- - - - - 390.4 393.2 395. 2 394.5 394.5
T-ratios------------------ - -'------ 10.99 '11.06 '11.03 '10. 95 '10.95DUMM4--P-------ositive----------------------------------- ------- - - - 834.4 838. 3 481. 4 847. 6 487.6T-ratios -'------------------------------------------------ 19.13 ' 19.07 '18.87 ' 18.76 18.76

' 1 percent level. Note.-See test for explanation of models and detinitions of terms.
25 percent level.
3 10 percent level.
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TABLE 3.-STATISTICAL SUMMARY OF CITY FOOD PRICE VARIATION, MODEL V FOR 1954, 1958, 1963, AND 1967

Model V: Current city food prices and selected measures ef
market concentration. equation-

Expected sign 21 22 23 24 25

Rsqeared -------------------- 0.003 0. 05 0.16 0.37 0. 37
Fr --ati-. 1- 26 1 4.26 '13.89 114. 05 114.05

Degrees at freedom-1. 74 1. 74 1. 74 3. 72 3. 72
Standard error of estimate - 332. 8 324.2 305.9 268.4 268. 4
Dependent variable---------------- CPRIC CPRIC CPRIC CPRIC CPRIC
Mean of dependent variable -4, 592 4, 592 4, 592 4, 592 4,592
Independent variables:

Constant------------Not predicted. 4, 503.8 4,1I64.,6 3, 647.0 3, 365.0 3, 365.0
T=ratios - -25.30 119.80 114.25 113.57 '13.57

ADIST -Positive - --------------
T=ratios ------------------------------------------------

RYCTY -Positive-
T=ratios ---------

RCWAG -Positive-
T=ratios -----------------------------------------------

DENSI- Positive-
T=ratios -------------

RSPOP -Negative ----------
T=ratios----------------------------------------------

4FIRM -Positive 192.98 - - - -3, 324.0 1315.6
T=ratios -- -------- 0.51 ------------------------ -2.0 5 '-3. 32

FIRM---------- -Positive -791.0 -1,4145-
T=ratios -2.06 -0. 4-

20FRM -Positive -1, 537.0 3, 225. 0----
T =ratios - - - - 3.73 2.65

5-8FM ------------------ Positive- 4639
T=ratios - ------------------------------- -- - ' 4. 30

920FM -Positive ----- 3, 225.0
T=ratios------ '2.65

' 1 percent level.
3 5 percent leves.
Note.-See text for explanation ef models and definitions of terms.



TABLE 4.-CORRELATION COEFFICIENTS FOR SELECTED MARKET VARIABLES, 19 SMSA'S, CENSUS YEARS 1954-67'

CPRIC RCPRI 4 FIRM 8 FIRM 20 FRM 5-8 FM 920 FM CWAGE YCITY RCWAG RYCTY ADIST DENSI RSPOP YEAR C-POP EFFIC STORS

RCPRI -295 1.000 ---------------
4FIRM- .059 .065 1.000 --------------------------
8FIRM ----- 233 .051 .941 100 1.000

20R ---- --- 398 .011 .813 .3 .05-8FMM.517--046--263 06272684i. O00 .062 .268 1.000 ------------------------------ ---------------------------------------------------------------------------- ~920FM - .312 .112 .633 498 147 .470112 .633 .498 .141 .410 1.000 --------------CWAGE .813 .125 .020 .172 .320 516 .294 1. 000 - - - - - - - - - -- -YC I TY - 839 .061 .004 .201 .380 .613 .360 .812 1.000 - --------RCWAG - 682 .150 .068 .112 .242 .545 .272 .972 .722 1. 0- coRYCTY 760 .084 .030 .170 .346 .603 .361 .747 .987 .678 1.000ADIST. -240 .699 .057 .011 .092 .208 .188 .024 .115 .033 .141 i0Oo0DENSI- .617 .163 .032 .186 .427 .656 .511 .716 .755 .667 .736 .064 1.000RSPOP -54 .015 .190 .018 .233 .644 .506 .642 .625 .631 .612 .226 .617 1. 00YEAR - 901 .061 .102 .215 .430 .508 .278 .915 .858 .818 .782 0 .129 .516 1.000C-POP ------- 158 .231 .200 003 .034 .340 .110 .038 .201 .015 .225 .304 .017 1.00 .083 1.000EFFIC -------- 635 .066 .081 .153 .418 .110 .519 .110 .170 .661 .749 .040 .929 .153 .698 .111 1.000.-----STORS -1------ .08 .061 .059 .175 .434 .707 .555 .762 .813 .695 .779 .034 .922 .743 .762 .109 .992 1.000

I See text for explanation of terms.
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City prices for a market basket of food items, by market share of
$ 5400

top 20 grocery retailers, 1954 and 1967
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INTRODUCTION

The past three years have been a time of extraordinary
crisis for the nation's food distribution system. Since
1972, the industry's historic stability has been disrupted
by a series of shock waves: rapid inflation; economici
recession; product shortages; consumer discontent. The
effect has been a discontinuity in long-ruin trends affecl-
ing the industry.

As a result, economic planning has become much more
problematical. But when lease commitments must he
made for periods of 15 and 20 years, it becomes increas-
ingly obvious that food distribution companies must
have assistance in making assumptions about the future.

Early in 1975, Family Circle entered into discussions of
the problem with Clarence G. Adamy, President of the
National Association of Food Chains, and with John 0.
Whitney, NAFC's Program Chairman and President of
Pathmark. As a result of these discussions, Family Circle
commissioned Professor Robert D. Buzzell and Profes-
sor Walter J. Salmon, both of the Harvard Business
School, to conduct an investigation into the state of the
industry, and to provide forecasts upon which food dis-
tribution companies could base their economic plan-
ning. The following report, "The Consumer and the
Supermarket-1980", is the product of their study.

Professors Buzzell and Salmon began their investigation
by, first, analyzing financial information from govern-
ment sources, from NAFC's own annual studies, from
the Super Market Institute and from other trade sources.
In addition, they interviewed chief executives of a score
of leading food chains and food manufacturers in order
to learn how they have coped with the events of the past
three years and what changes they are anticipating for
the future.

Armed with this information, Professors Buzzell and
Salmon developed a series of projections about proba-
ble trends in sales, consumer buying patterns, new store
construction and capital requirements for the last half of
the 1970s. It is our hope that this report may provide
you with pertinent and useful input for your strategic
planning, and for keeping abreast of the changing needs
of your customers.

Robert F. Young, President
Family Circle
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PREFACE

Traditionally, food distribution has been regarded as an
extremely stable sector of the American economy.
Changes in prices, operating costs, total sales, and even
sales of specific product categories have generally been
modest from year to year As long as this stability per-
sisted, food distributors found it relatively easy to plan
for the future. Sales, capital requirements, anm even tir-
ganizational requirements could in most instances be
predicted iimply by extrapolating the regular (rendi of
the past. Strategic change was seldom ever considered-
tomorrow'i strategy was envisioned as "doing more of
the same."

Since 1972, the food distribution industry has experi-
enced a series of sudden and unprecedented changes.
Rapid inflation in food prices., the energy crisis, unem-
ployment, and recession have disrupted the American
economy-and food distribution has had no insulation
trom the impact of these events Changes in sales, gross
margins, operating costs, and capital needs have be-
come much more difficult to predict. At. the same time,
pressure from consumerist groups and ever-increasing
governmental regulation have also contributed to un-
certainty and narrowed distributors' flexibility in adapt-
ing to change.

In this atmosphere of instability, it is essential for food
distrbution companies-chains and wholesalers alike-
to give greater attention to strategic planning. The costs
of strategic errors have become too great to permit a
continuation of a "rolling with the punches" approach.
This study was undertaken, therefore, in order to pro-
vide a perspective for planning in the food distribution
industry for the period 7976-1980. The authors had
earlier conducted a study of the evolving "super-store"
type of retail outlet and its implications for the industry.'
One purpose of this study was to re-examine our esti-
mates of the future development of super-stores in light
of the changes 'hat have occurred since that study was
made. More broadly, the present study deals with the
basic economic dimensions of food retailing: consumer
expenditures, prices, changing forms of competition,
types of retail facilities, capital requirements, and indus-
try structure. These factors are investigated, first, by re-
viewing the recent past and then in terms of possible
future "scenarios."

The report is orgasiisl in twis main 'ectin Sert,:; I
deals with the Csn-imssr Market, is'hnrile . t' rsm -
visc"ws Ihs Evslltis Il ul'siiri' sIf l f)s t)ishiitsi ''i-s In
ea Is sif tII.-si' is. i . i.t. ,, sih' E Isi, iso . d ( . p-
mens sit whi wi- i hiv'- i-rntil "Tlh (ml ilId
Days,'' heltwi'i 11167 and 1972; shin, it -iitnntos
the inipact of thi Crisis" which hl .s'..i.gid acri e
1972. finally, we alinmpt it envisii... po-ihhi ilslsfre
trends otlsir -ff'e Ist.on fodinfl sssrilsIsts.rs. X .insiul sirs,
and manufasturers.

The study is based on a wide variety oi publisheil data
from industry and government sources; on proprsi'tary
data supplied hy food distribution firms and mark( tng
research agencies, and on interviews with lnecutisr of
20 leading food riDsributors and manufacturer' Th(i ,u-
thors wish so enpress their appreciation (o al those irho
provided information and insightis l i si It's ri-,rrain
solely responsible, however. for anx ,error.. sor fla.'l: in
judgment whiich we nsay hav e comnitted.

1-1- 1. ,-. I.- .. �� s_'_ r., .-̀i�-
1-N. - -- 1-" cl-, _ -
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1. THE CONSUMER MARKET

The dimensions of the market sered by food stores are
shaped by underlying trends in population, spending
patterns, prices, and consumer attitules. In this section,
we review briefly how each of thes,' consumer marke'
factors changed-first, during the "Good Old Days"
from the mid-1960s to 1972, and then during the crisis
period which began in 1972. Against the background of
these recent trends, we shall suggest possible "sce-
narios" for the future which might be used as premises
for strategic planning by food distributors and manufac-
turers.

The Good Old Days: 1967-72

We have designated the period from the mid-19h0s to
the early 1970s as the 'Good Old Days," because these
years were characterized by regular growth in consumer
spending in food stores. Key indicators of the underly-
ing economic trends during this period are shown in
Exhibit 1. As shown there-

* Population grew at a steady, it unspe: it:altr ate
of ahbuil 1I. annuilly.

* Demographic shits were favorabli' to tIe foild in-
dustry, with Ihi biggest population incre.ises
coming among the heavy-eating and snack ori-
ened teenagers and young adults

* Disposable income per capita, adjusted for price
changes, increased almost 3% per year.

* Unemployment rates were low, averaging 4w',%

and reaching S.% only toward the end of the
period.

* Retail food prices rose gradually, with year-to-year
increases averaging 4'.

* Expenditures for food away from home increased
somewhat more rapidly than spending for food at
home, but the proportion of total food outlays
spent away from home rose only modestly lom
21% it 22'S.

Exhibit 1
THE GROWTH OF THE CONSUMER MARKET, 1967-1972

Average Change
1967 1972 per Year

Total Population
Age 15-19
Age 20-24

Disposable Income
Per Capita 11972 Dollars)

Unemployment-Per Cent
oi Labor Force

Price lndex-Fyood Al Home

Consumer Food Espenlilures
(at 1 "67 'nt s-si

Al Hiim'
Away Frim I ioime

Grocery Sitire Sales
(at 1967 Prices)-

Total
Ftrod
Non-Frunds

198.7 Million
17.9 Million
15.2 Million

$3,302

3.8'S.

1000.

20898 Million +10"out
211.1 Million +2 41,
18.2 Million -3.7'

$3,807 +2.9"%.

5.6+, -

121.6 +4.0`,,

$74.5 Billion s7i1.2 Billrirt. 1 1.2':'
1i).4 Billiron 21t.7 Billioir F- lI'.8

$65.1 Billion
49.4 Billion
15.6 Ilillion

$77.0 Billion -1 3.4'%
56.( Billion 1-2.5%
2t)'t lillion I .41'.

I

- AI'- .1, I.... --. 1 ,... .... ....... -, I. .... .I..
.. ...... .1- .- ,, ..I ....... .... ....... ....I........ .I - ..... .. .- .II 1. .. '.

"'. " "-, . , . ". A.,.. ,-- -, -.i, .--- I.. I---- I ."- -ld
I- - 1-1 1-1. --

I
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* Grocery store sales of non-foods rose at a rate
more than twice as great as the growth rate for
foods. ("Non-foods," as defined here, includes the
kinds of products traditionally sold in food stores.
such as laundry detergents, tobacco, and house-
hold cleaning supplies as well as HBA and other
lines ordinarily designated as "non-foods.")

As a result of these favorable underlying trends, the
food distribution industry as a whole enjoyed satisfac
tory growth. The average real gain in grocery store sales
was almost 31 Y%, which compares quite favorably with
the growth rate for GNP during this period (3.3%).

Some regions and areas within the United States had
growth rates much higher than the national average.
Estimated real growth rates for the nine Census Bureau
regions are compared in Exhibit 2. As might be ex-
pected, food distribution companies operating in the
faster-growing areas-such as the Mountain and South

Atlantic states-were generally able to attain greater
sales increases than those located elsewhere.

Consumers' food shopping patterns during the "(God
Old Days" reflecterhel hi rsfri'riy thai hurt hirise-
holds enjoyed t'uriha's of highir-prio-dl linds -in-
cluding higher-quility grr's rf n.ii, Lnir , fal drs, srift
drinks, rmd i1lr ir r-s' ins irripfrilrn irg tlriil ti-ed
spending. C lisitriIs wire .ilo gi'irirlly ii'ii'fpti lo
the steady influx ut new rI.rl.. uil [h.,I riroutri titter'
introduced during hi, fI-r.irr. At Bii -ir. l' , Itur'
ever, the shopper dihpl.lyi'd sinoiitjblI' pfire Co,-
sciousness. According to Sil.r.r Mark-l Insiutute ru faurts,
the fraction of supermarkets offering trading stamfs de-
clined from 55",. in 1967 to 31S'., in 1972. The moveient
away from trading stamps was closely related to the
growth of "discounting." In 1967, only 10% of stores
designated themselves as discounters, compared with
42% in 1972.

Exhibit 2

ESTIMATED REAL ANNUAL GROWTH RATES
IN GROCERY STORES SALES, BY REGION, 1967-1972

8.6%

6.8%

5.6% - ~~~~~~~~~~~~~~5-4%

4.1%

NEW MID E. NORTH W. NORTH SOUTH E. SOUTH w. SOUTH MOUNTAIN PACiFIC
ENGLAND AtLANTIC CENTRAL CENTRAL AetANTIC CENTRAL CENTRAL
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The Crisis: 1972-1975

Beginning in 1972, a series of "shock waves" disrupted
the American economy and brought to a halt the stable
prosperity of the preceding years. As summarized in
Exhibit 3:

* Population growth slowed appreciably, reflecting
changes in attitudes toward family size, the spread-
ing use of birth control pills, and other factors. (The
falling birth rate and its implications have been dce-
scribed in Ben J. Wattenberg's study of "The Birth
Dearth," sponsored by Family Circle and presented
to the NAFC meeting in October, 1971.1

* Real per-capita income actually declined in 1974,
for the first time since 1958.

* Unemployment, at 9.2% in mid-1975, reached its
highest level since 1941.

* Food prices rose sharply, with year-to-year In-
creases averaging over 15% in 1973 and 1974. The
inflationary trend continued into 1975, with mid-
year prices for food at hnme 8% highr thair in
1974.

* Consumer fod 'pending for at-homi' iinsu-iii-
lion increasi'd, in ri-al terms, only to the li'grs' himt
population ixpanded; thus, per- apitai nnsu iili-
tion was constant

* Expenditures on food consumed away friim hbrme
continued to climb at about the same rate as in the
"Good Old Days."

* Purchases of non-food products in grocery stores
rose, although at a slower pace than in the previous
period.

Exhibit 3
DIMENSIONS OF THE CRISIS, 1972-1975

Average Change
1972 1973 1974 PerYear

Total Population 208.8 Million 210.4 Million 211.9 Million +0.7%
Disposable Income

Per Capita (1972 Dollars) $3,807
Unemployment-Per Cent of

Labor Force 5.6%

Price Index-Food at Home
(1967=100) 121.6

Consumer Food Expenditures
(at 1967 Prices)
At Home $79.2 Billit
Away From Home 20.7 Billit

Grocery Store Sales
tat 1967 Prices)
Total $77.0 Billin
Food 56.0 Billir
Non-Foods 20.9 Billir

tee ,,v., illoi."g r,5,,il i ov sore

$3,949 $3,922 +1.5%

4.9% 5.6% -

141.4 162.4 +15.6%

lin $79.8 Billion $80.3 Billion
lin 21.8 Billion 21.4 Billion

+0.7%
+1.7%

in $76.5 Billion $76.7 Billion -0.1%
in 54.8 Billion 54.3 Billion -1.5%
in 21.7 Billion 22.4 Billion +3.4%
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* Reflecting the combination of static incomes,
sharply higher prices, and loss of sales to institu-
tional food operators, total sales of grocery stores
were virtually unchanged in real terms over the
period 1972-1975.' The implication is that, on a
national level, any real grosth achieved by indi-
vidual companies could come only at the enpense
of other distributors.

Responding to the economic crisis, consumers became
much more selective in their food shopping. For one
thing, they showed a strong tendency to "cherry pick"
stores' offerings for bargains. Estimates by A. C. Nielsen
indicate that the total number of manufacturers' cou-
pons redeemed doubled between 1970 and 1974.' All of
the chains and wholesalers inteiviewed in the course of
this study confirmed the rise in bargain-hunting in their
market areas.

'bt,,~a,,,A,,I.,v h, I-iri"A"r ,iA.

do, A'c f.,pit.s To *IAm' ,A, .* .l i. iii' - ti A miAA
'I Ki.vCr,, AS,,i,, AA~..in A.m,A ik,iiA.,,,; liI,ivi - '« ,.A i,-iiii ra rm

Consumer efforts to save money also took the forn of
substituting lower-cost foods for "lusuries, ' especially
snacks and highly-processed convenience foods. Exh'bil
4 shows the results of a special analysis, carried out for
the authors by A. C. Nwilsen, (-i tonn age, trends for two
groups of grinrry prnluclt i aligo's c 'Mtectid to repre-
sent "rlinurti's" anId "stapl's.'' Thriiiighiiut 1972 .,nd
most of 1lt7 1, tirrnigi' gains i- luiiri" men' wiell alrve
the increase' achiiveud 'y Ait oditi firucii t,. 1i Ifin, bigin-
ning in carly 1974, ruth1 gr-iipis ui fiiiiiliii A iril1 to
exhibit mallirand snmldle'r yi'ar-to-y'tar inmlru...'enist
by the middle of the year, both wiai' sufferingr dechl -i,
with luxury items suffering more. fruns the late fall of
1974 until mid-1975, combined sales iif the 10 lusury
product classes mere friim 1% to 117.. below the levels
of the corresponding year-ago periods.

The shift toward lnw'r rpriced foods was also refleted
in higher sales If piridiicts that have traditionally been
used to enhance flavtrr. For euatple, according to SAMI
data, sales of catsup, barbecue sauces, and other meat
sauces were all substantially higher in 1974 than in 19Q73
despite significant hbirtsts in thr'ir prices.

Exhibit 4

PER CENT CHANGES IN TONNAGE, COMPARED WITH 12 MONTHS AGO
"LUXURY" FOODS VERSUS "STAPLE" FOODS

5

* ~~~~~~~~~~~~~~"STAPLES"

-ill n. *rr"~~~~~~~~~~~~"LUXURIES"
-10

1972 1973 1974 1975

SOURCE: A. c. NtELSEN

t-e uL i ri",',i,,,IifihlAde t~t. ¢ as. in~iim a AK~wa,,Aukiina, IX irm uii..i.... ...... I-
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Up to early 1975, interestingly, not much of the shifting
in consumer buying was toward private labels and other
lower-priced brands of grocery products. Nielsen data
on composite market share trends for "lower-priced
entries" in 30 food store categories show that these
brands accounted for between 27.5% and 28.2% of
total sales throughout 1974, compared with 29.5% in
mid-1971. Lower-priced brands' share did, however,
rise in each 2-month reporting period in 1975, reaching
29.4% by mid-year. Some industry executives have en-
pressed the belief that switching to private labels might
have been more pronounced had it not been for short-
ages of commodities and packaging which, apparently,
affected producers of these brands more than they did
the larger national brand marketers. There is also some
evidence to suggest that price spreads between national
and private brands narrowed in some product catego-
ries.

Price-conscious loosl shoppers havi displayed lower
receptiiity to new products since 1973. This, coupled
with griaser roni remsn the plarn of m.nufas irers about
the crsis ansI risks nf new-prir lucl ai isikis's in an era isf
high interest rates, led lo a fall-off in li'e nuisher of new
items introsicedl The total numbs's n new items lsisd,
as reported by Nielsen, fell by almosi int e-lsiiirsh in 1973
and consinued to decline gradually ibsisugh 1974 and
the first half of 1975. (The Nielsen sata include changed
or special packages as well as new items in the narrower
sense of the term, but we believe they are valid indica-
tors of the trend in new-product introductions.)

Although systematic evidence on the subject is lacking,
there are indications that consumers' store loyalties
have weakened as a result of the economic pressures of
the "crisis" period. For example, in Family Circle's study
of "Today's Supermarket Shopper," conducred in
August 1974, over three-frsurths of the housewives
participating rej crted that they were comparing f(srid
adsersisemenrs more than formerly. Similarly, rntin.-
ing surv eys orf Supermarket Trends" sponsirid by the
Super Market Institute revealed an ins nease from 22%,
to 33"/,, between July and Nrivembhsr 1974, in the pri-
portion of food shoppers who "went tra minre than one
store" on their last buying occasion. Another survey,
Ogilvy and Mather's "Operation Listening Post," re
ported that, in June 1975, 62% of the women inter-
viewed-and 54%5 of the men-"do more comparison
shopping" than they did a year earlier.

All of the available information about consumer atti-
tudes and buying patterns, then, indicates that shoppers

havebecomefrorecmslsscisii' slfprikr'sa'ld adalues hart
they devote more tint and 'ffssrt lie getting nsstsilsssn
and qlalityat rsisisss(s st; nd iris the .in anill
change brandl', stu",, md sesi'is il'sf,5,I55' so IsIisisig
prices. In short, as sins indusiry -,en sisive asttesl a, ss,
"shopping in ithe suptrmarket usid irs be isir, at last
part of the time ... now it's jirt hard, serious work.

The Future: 197540

In order lo plan for the future, food distributors must
makersome assumptions about likely trends in consumer
demand. These trends cannot, of course, he predicted
with certainty; but the analysis of changes in the recent
past gives us some basis for narrowing the range of
uncertainty about developurents in the last half oi the
1970s.

In Exhibit 5, we present estinsales of population grovol,
changes in income, and other key determinants of gro-
cry sitesals fir tle perisid 1975-1980. For most on tle

key essinomic factors, we have suggested two possible
"scenarios"-an opsimistic one and a pessimistic one. In
this way we are trying to recognize the high inherent
uncertainty of planning in the 1970s. Since all of these
figures are national averages. we recommend that man-
agement in each food distribution firm prepare similar
estimates for the market area in which the company
operates or is planning to operate.

Population. One planning factor about which thebre is
relatively little uncerlainty is population. There is stide-
spread agreement that, because of loseer birth .ates.
total population will grow snore slowly than it slid in
the 1961k. In Exhibit 9 we shore the 'Seriy F" pirec-
tions prepared by [lie Census Busreaus for 1980. 1 hese
projections indicate an annual groseth rats' of 0.t5%.
slightly higher than sire growth rate of the 1972- 4 pe-
riod. Ilecauise (if cianging birth rates, riers is no ques'
lion that there will he important changes in the ag, dis-
tribution sif the poplsulation over the period 1975-80.
Unless there is an unexpected revision in attitudes to-
ward family size, the number of children and teenagers
funder 18) will decline by more than 1% per year. The
most rapidly growing segment of the population, as
shown in the Exhibit, will be the 25-34 age group.

Another reflection of the lower birth rate of the late
1970's, and of shifting "lifestyles," will be a sharp in-
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crease in the proportion of small (1-person and 2-per-
son) households.

As in the past, some regions within the United States will
experience relatively rapid population growth, while
others will remain virtually static. The areas that are
expected to grow most are the Mountain states, with an
annual increase of nearly 3%, and the South Atlantic,
with a growth rate of l1/a%. The Mid-Atlantic, East
North Central, and West North Central regions are, con-
versely. expected to grow very little, if at all.

Consumer Income. During the period 1975-80. the long
run upward trend in real disposable income per capita is
expected to resume. Forecasting the rate of growth is
difficult, because so many factors are involved:

* Productivity, measured in terms of output per man-
hour, sill undoubtedly rise as the economy recov-

i rs from Ihe 1974-75 re. s ssios. This sill be oiset
tic smne i-sein, lIwever, by Ihe rising proplioiiin
of total i ipliyii-nti in the se rvice iiiilcistric, in-

lilding g-cni-riiieiit. ThI p-lrnliviy of seiitze
workers Ii.s generally been lower aIii has giiisvn
less rapidly, tIhn that of either mancitarclnuriig or
agriculturea

* Unempliylniii is epei lt-d 1Ii ri-t arnI historio Atly
normal levels, say between SM. and i. by ilili-
mistc analysts. tne arguiient lir thiss ihat unem-
ployment higher than this is "pnlitically intolera-
ble." Because of turnover among the unemployed,
it is pointed iiit, the fraction cil labor force mem-
bers whic are cIu of work at siime time during a
year is typically About 3 times as great as the aver-
age rate of unemployment. PI-simi-X-. however.
envision continued cinnsployonent rates well above

Exhibit S

THE CONSUMER MARKET, 1975-1980: ALTERNATIVE SCENARIOS

Optimistic Scenario

Annual 1980
Per Cent Est.
Change

Pessimistic Scenario

Annual 1980
Per Cent Est.
Change

Total Population
Under 18
18-24
25-34
35 and over

Disposable Income
per Capita 11974 Dollars)

Consumer Prices
All Items
Food

Grocery Store Sales
11974 Dollars)
Total
Food
Non-Foods

+0.75%
-1.2
+1.8
+4.0
+0.9

221.8 Million
62.6 Million
29.8 Million
37.0 Million
92.9 Million

+0.75%
-1.2
+1.8
+4.0
+0.9

221.8 Million
62.6 Million
29.8 Million
37.0 Million
92.9 Million

+3% $5,520 +2% $5,206

+6% - +7% -
+5 - +8 -

+1.9% $134.8 Billion +1.5% $131.4 Billion
+0.85 - +0.75 -
+5.1 - +3.8 -
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the historic norm, averaging perlhaps 7-8-X. between
1975 and 1980. The reasoning behind this pessi-
mistic scenario is that efforts l- sonlril persistent
inflatiorn will require i ontinuiig "tight money"
policies. Also, pessimists point Ii, the ififficulty otf
absorhbiig isto the labir fo.rce AIl of the men and
women svhii will c onrpiteis their education during
[hi, periold.

* Tasatinit will also affect the rate of growth in real
disposal)le income. Disposable income has de-
clined as a proportion of pre-tax income, from 88°/.
in 1965 to 8i

5
% in 1973-and there is little reason to

believe that it will not decline further.

Depending ,n one's assumptions about each of the
above factors, projections of future trends in real per-
capita income can vary over a wide range. As shown in
Exhibit 5 sse suggest that a reasonable range would be
irin 2': (pssiristiri to 3/, (optimistic) per annum.
Thies projer ions compare with the average growth rate
,,i 2.9'7, from 1967 to 1972.

Inflairan. The general level of inflation in the U.S.
econom.y appears likely to subside from the double-
digit rates of 1972-75, but will very probably continue at
a higher rate than in the 19fOs. An average annual in-
crease in the Consumer Price Index (CPI) of between
6% and 7%° is, in our judgment, a reasonable range.

Whether the rate of inflation in food prices will con-
inue to outpace the overall CPI, or return to its historic

pattern of trailing other prices, is a question of consid-
erable importance-and one about which there is a lot
of controversy. Optimists point out that the combina-
tion of events which led to the shortages and rapid infla-
tion of 1972-75 was unique in 20th century history They
argue. thereirre that the odds are in favor of increased
world sopplirs ot major commodities and relatively sta-
ble prices. Pessimists anticipate firad price increases
greater than those in the overall CPI because of continu-
ing high population growth in the less-deve-lulr-r Sion-
tries; rising fertilizer costs; diminishing crop yields on
new, marginal land; and upward pressure on world
prices arising from the expanded use of food exports as
an instrument of U.S. foreign policy.

Weather and foreign policy are even more difficult to
predict than birth rates and productivity trends. Never-
theless, we believe that projections ranging from 5%
(optimistic) to 8% (pessimistic) adequately 'bracket"
the likely annual rate of change in retail food prices
aetween 1976 and 1980.

C-..I-nmimim Almmf- i ii ..Ii,-i~rst..s.mi....I
sB'- ,ldug will jIrmif..hrly ri-imimmi.......... i1i i i.il s.i'-

immmrsm mIm , smfmd i.mg 1l.. 1.fi. 1ti . i.. flit, .,t I1 i ..1

ipsatm-l rmiifmmmmv. -mimimi mit him {''iiiiiiiriii Imimmiti-\sl'algI sIzl I .rl ol n z<-yzz l-.oslic lli Aesstggi--i-r -,rid mmmm-smipfiyrm-i ,IiiiI imm1.ifin i

liki-ly Ii ri- iii...i aiiv histlr n -ris Eqr.fimly i, .. -
ant, s-iiiisii.ii-s will i.inis .irltily ri-tlt, frsy-I.-
lfigi-if simm-' frii] Af t r u-s ussusm li--i is r
its r mtgth and -verily

For those reasons, we anticipfte thai burl sfl-ri. h
will continue Il resiprud to pfce fliuatci ilus by 'iii-

stituling one type of food fur another, by swithiig
brands and stores, ansI by taking advantage of barg sir
wherever possiile. It is almost inconceivable that ...ns
petition will revert to an emphasis on trailing stamfrp
promotional games, or other tummys ovi troi-prrii ri alts

Desptmi them-mnsnierCs valuefi nsimisisess r-'e- \i e
that shl will isxpem i aiii de irid -s musnuiu--l urn sIhir-
ping- as hdi evi c vi tiin hilaki'sm days , tr 4 .iiid
1975 Iimr th.- fiirirl sIlrfr pe runvenmence iiim'ans large
ass-Mrnlsmnts ii folidf prodmur orsiliired isilih apprii-
priamt iisn-fiii offeirings. As discussed in a later
tion iif this rifprl, we anlicipfas- that custiicrr deir-es
forioireenis-ir i will fir- satisfierd primarily by contiiried
growth in the numhbr anrd salis importance of "sLIier-
stores."

Food Consumption Away from Home. Of special im-
portance to food distributors is the growing share of
food expenditures devoted to "eating out." ft sei-ms
virtually certain that spending for food away from hiume
will increase at a faster rate than food store sales in the
period 1975-80. The principal reasons for Ihis are usm-
marized in Exhibit 6. The data in this exhibit are d,. \s n
from the study of consumer expenditires ci.drictei be
the Bureau of Labor Statistics of the U.S. Departmenr or
Labor. What the figures show is that the pripr rtio, of
total feid consumed away frim nirunne is higher than
average anrmng (1) higher-imncormne hfrseholds. (2) ymiiig
households, and (3) small householdms. Since all of thtise
categories are expected to increase relative Ill total jump-
ulation, it seems inevitable that restaurants and institu-
tional feeding organizations will obtain an increasing
share of the consumer's food dollar.'

1z i1X uh-*r... . ... ............ m h I11). msrCzr-t

rum, iI,,. ......….....I r - - ,,,,,'-



249

There are other factors operating in favor of higher
spending on food away from home. For one thing, res-
taurant employees are generally not unionized and their
wages are both significantly lower and are rising less
rapidly than those of grocery store and warehouse
workers. For this reason, and also because fuller utiliza-
tion of recently-built restaurant facilities will provide
increased operating efficiencies, the cost differential be-
tween prepared meals and home-prepared equivalents
will probably narrow in the years ahead.

Finally, food consumption away from home will be stim-
ulated by the aggressive and highly professional pro-
motional activities of the larger companies in the
industry, such as McDonalds, Burger King, and Pizza
Hut.

Grocery Store Sales: 1975-1980

Given these scenarios of the consumer market during
the period 1975-1980, what rate of growth is likely for
grocery sales?

Food Sales. Food sales by gros ry stores ds (leper : n
growth in 11) population and (21 per-capita rood :.on-
sumption. As shown in Exhibits 1 and 3, per-c.'pita
spending for food in grocery stores grew only t 2%
annually in real terms during the "Good Old Days' and
then declined slightly in 1973-74. Given the increased
diversion of food consumption to retaurants and in-
stitutional feeding, we believe that an optimistic pro-
jection for 1975-80 would call for a real annual griisvth
rate of 0.18:., while a poroinistir fisrecast wouli be
based on constant per-capita spending. When thes, fig-
ures are cormhined with the anticipated population
growth of 0.75% per year, food sales bh grocers stores
are projected to increase by from 0.75". lpossimicticl to
0.85% (optimistic) annually during the late 1970s.

Non-Foods As esplained in the Appe rdix to lois r[h iort
grocery stores' non-food lines include three distinct
categories: the "traditional" grocery store categories
such as detergents, floor waxes, and paper goods; health
and beauty aids; and "other" non-loods housewares,
stationery, etc.). Sales of traditional non-food products
have grown more rapidly than food sales in the past and

Exhibit 6

FOOD EXPENDITURES AT HOME AND AWAY
FOR HOUSEHOLDS OF DIFFERENT TYPES, 1972-1973

Per Cent of Total Food Spending

Household Characteristics At Home Away

All Households 73.1% 26.90/,

Age of Household Head:
25-34 70.4 29.6
35-44 72.7 27.3

Household Income:

$10,000-15,000 72.5 27.5
$15,000-20,000 68.4 31.6
Over $20,000 64.6 35.4

Size of Household:
1 Person 60.4 39.6
2 Persons 73.2 26.8

SOL',, u.,rd Is ,osoi rdauio'~ &1a. ,,Iloold by iih Bh.. a Lob,, s1uii,,, Wrtheah
LUiY 5572 I, bane 19,5 fLiS News Solo.¢,. bor 15, 19051
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will no doubt continue to do so in the 1975-80 period.
We believe a range of real growth rates between 3%
and 4% is reasonable for these products.

Health and beauty aids have been increasingly impor-
tant to grocery stores during the 1960s and early 1970s,
iith an estimated real growth rate of 91/2% annually
between 1967 and 1972. During the next 5 years, super-
market sales of these lines will continue to benefit from
increased consumer demand, but we doubt that they
can expand their market share in view of the rapid re-
cent growth of chain drug stores, which offer much
greater selections and, often, lower prices. Thus, we
anticipate a real increase per annum of between 7%
and 9% for HBA sales.

Other Non-Foods. Future growth in sales of other prod-
uct lines will depend on what is carried and how ef-
iectively it is merchandised. Those operators who
develop coherent strategies for such categories as
housewares and children's non-fashion apparel can
achieve high growth rates. For the industry as a whole,
we think a realistic projection is for real annual growth
between 3% and 5%.

Combining the figures for traditirunal non.-irds. HiBA
and other non-foods, our optimistic cenario call- for
real annual sales growth for all non-foods of +5 1%,
while irur pessimistic estimate is +3.8%. Total grocery
store sales (food plus all non-fiods), as shown in Exhibit
5, are estimated to increase, in real terms, between 1 5%
and 1.9% annually during the 1975-80 period. Althrugh
the optimistic and pessimistic 1980 forecasts are based
on quite different assumptions, it is interesting to note
that the net difference between the two total sale' fig-
ures is less than 3%. Apart from the impact of future
inflation, then, we believe that the future growth of total
grocery store sales on a national level can be estimated
quite reliably within a rather narrow range.
Regional or local area projections will, of course, differ
considerably from the national average. Based on a va-
riety of forecasts of population shifs, we hase prepared
estimates of regional growth rates in total grocery store
sales as shown in Exhibit 7. Even these estimates are for
rather large areas; consequently, individual food dis-
tributors who wish to apply this approach to strategic
planning should consider developing their own fore-
casts for the areas in which they operate.

Exhibit 7

REGIONAL PROJECTIONS FOR REAL ANNUAL GROWTH
RATES IN GROCERY STORE SALES, 1975-1980

Real Annual Growth Rate

Region Optimistic Pessimistic

New England 1.8% 1 .4%
Mid Allanii 0.3 0.2

E N. Central 0.6 0.5
W. N. Central J0.05
So Atlanti 4.0 3.2
E. SCentral I
W S Central J 3.0 2.4

Mountain 7.4 5.8
Pacific 2.3 1.8

TOTAL U.S. 1.9% 1.5%
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II. EVOLUTION AND FUTURE
OF FOOD DISTRIBUTION

The magnitude and nature of consumer desires which
vill afbect food distribution have been discussed in the
preceding section of this report. In this section, the
implications of those consumer desires are combined
with an analysis of recent industry changes and an
understanding of some basic economic and environ-
mental conditions likely to affect the industry. This
combination of considerations gives rise to a series of
rorecasts concerning the nature of food distribution in
the last half of the seventies.

Changes in Food Distribution: 1967-72

There were five significant developments in the dis-
tribution of food for consumption at home during this
time period. First, the so-called super-store was sup-
planting snmater supermarkets as the dominant form of
self-service food distribution. Second, although only
modest in importance compared to super-stores or
supermarkets, convenience stores enjoyed enormous
growth. Third, price competition increased in intensity.
Fourth. store hours expanded significantly. Fifth and
finally, despite reasonably strenuous efforts, experi-
ments with other forms of food distribution such as
warehouse stores or telephone selling were only limited
successes or outright failures.

Why each of these developments has occurred is the
subject that will he discussed next.

Several factors account for the success of super-stores.
Foremost is that they satisfy the consumer's desire for
greater variety in:

* Convenience foods.

* Perishable items such as delicatessen, fresh fish,
bakery, and cut flowers.

* Non-foods.

Moreover, the super-store, for a number of reasons,
also satisfies the consumer's current definition of con-
eenience. It offers one-stop shopping for routine needs.
It tends to be open longer hours than conventional
supermarkets. Although it is typically farther from the
consumer than the conventional supermarket it is sup-
planting, geographic proximity is of declining impor-
tance in the consumer's definitiin of convenience be-
cause of.

* Greater automribile ownership pir family.

* Completion of the urban interstate highsva1 net-
work and other comparable urban highwas im-
provements.

* The increasing proporsion of housewives who
wsrk, Thi-ir iisir' for "irial crovenirnce" is bel-
ter salisfierf by hi' availability of all riiurine n,'eds
io tint trip than by rin' porximiry of 'tore
failiti t.

In (i irp~ri'at writs its irsi'niirtdl eival' the | per-
stln' is al-s nun', .i'b i , i it, lo ronsi r'.
desiri' Sir fIrm- prit . .. t. ...I I s', rir a I ,, tity
of .. irnoii ir sil I Is . ice. ril, iird i i' i.rl salarmr

* Mak'- thsi rus' .. I laibr- iving 'ip iprmtnrt, su Ih as
annirs, nuirrir'..s rirrmr ally jus ifiable.

* Help justify economically the pri'senre of wanted
labor-intensive departments which, although they
may not be too profitable in themselves, contribute
to the store's overall consumer appeal-

* Help justify frequent, full truckload deliveries. thus
enhancing the freshness of perishables and the
turnover of staples.

* Both justify the use of more specialized labor and
make the most effective ,rnd economic u(e oi the
limited supply of capable store mranagers.

* justify extended hours for a smaller percentage in-
trease in volnue than converlional supermarkets,
sinci' essentially it takes hardly moy mire people to
operate a supir-stirre than a ronventional silper-
market during periods of light volume.

While super-stulres were growing in importance, so
were food outlets at the other end of the size spectrum;
namely, convenience stores. From 1969 to 1972, the
number and share of market of convenience stores in-
creased as follows:

1969 1972
Number of Stores 11,620 17.600
Share of Marketi 2.5% 335'

There were several reasons for the growth of coneen-
ience stores. They were open longer hours than super-
markets. Also they generally provided more accessible
parking and reduced waiting time in the checkout
lanes than supermarkets. Finally, they were often situ-
ated closes sir lwhre consumers resided than larger
stores.
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Concurrent isith the growth of super-stores and con-
venience stores, price competition intensified This situ-
ation reflected growing idle capacity in food distribu-
tion. From 1968 to 1972, sales per square foot adjusted
for inflation actually declined by 1.9/,.. It also reflected
growing recognition that additional volume could be
achieved at only modest additional expense. This sit-
uation encouraged selected food store operators to
initiate price wars in the hope of capturing and retain-
ing additional share of market. It quickly became ap-
parent that, even in a period of prosperity with food
stores' prices rising more slowly than the overall cost
of living index, additional patronage was attracted by
strong price appeals.

Also commencing during the 1967-1972 period was the
extension of store hours. This development recognized
the desirability of longer store hours fur individuals who
worked night hours and wanted to shop after work. It
also took cognizan-e of the increasing proportion of the
female population who worked and who, therefore,
found iight and Sunday shopping more convenient
than conventional shopping times.

The extension of store hours was additionally a mani-
f-lation of the changing economics of the supermarket
business With fixed costs representing an increasing
proportion ot total operating costs, hours could he ex-
tended at rinly nominal additional cost. Thus, only a
limited increase in volume was necessary to justify the
extended hours.

Finally, extended hours particularly appealed to retail-
ers who found themselves in either or both of two situa-
tions. If their store was operating at capacity during
conventional hours, they hoped some of their current
customers would switch to the extended hours. Thus,
there would be capacity for more volume during con-
ventional hours. secondly, if retailers considered their
operation superior to competitors, they thought ex-
tended hours would privide an opportunity for corm-
petitors' customers to sample their operation. The hope
was that a positive experience would convert the new
customer of the sampled store to a loyal client during
both esended and conventional hours.

The f:ith and final significant event for frod distribution
in the 1967-1972 era ivas the failure of any new form of
tood distribution to emerge to challenge seriously the

1i7 i Thi I ., , r -,,1n ss,,,

dominance of the supermarket. A highly-touted im-
vation in food distribution in the 1967-1972 period sas
telephone shopping combined with home delivery. De-
spite its alleged appeal to affluent consumeis, the ti.c-
tion nf consutmers who were willing to pay the necessary
premium for telephone shopping and home iIts try
was I.. small and rto geographically dispiu-i ni t}ins-
lain sunh urperatrons. 1hins, tests tIf stush utfieratinutti hi
San Diego .ntd Itrer iti Louisvill, cr ilt-d miai ,sir.

it summary, futid diirtlitbitits s-dite tire 1 i.-
riod with largeu stlus likely iii he tIfe n Irruptir hers
Miur-eir, t111Ire frt'qumi lvy unit tirobabrility ori truce ats,
had increased. Funldamientally, however, these changes
were gradual Evolution rather than revolution charac-
levied the business during this time period.

1973-1974

Although numerous factors impacted on food distribu-
tion during 1973-1974, four events mere most notable.
First, there were the merchandising problems stimulated
initially by WEO, A & P's effort to reestablish its price
image, and, secondly, by consumers' reactions to the
combination of rapidly escalating food prices and the
recession-induced contraction of their real ilcoies.
Second, there was the sharp rcreit in fh...id dintelbi-
tors' profits which, les aun' If thre is despi-'ad shint to

LIF) (Last Its, First Oat), was even o0urrger thrai it
appeared.

The 1971-1974 period also witnessed a reductioi in
number of new store openings and acceleration of store
closings. Indeed, in both 1973 and 1974, the number of
supermarkets in operation noticeably declined. Never-
theless, the increase in supermarket selling space ion-
tinued to exceed the growth in supermarket sales in real
terms.

The final event of note in 1973-1974 was the failure once
again of any formidable competitor to the supermarket
to arise for leadership in food distribution. Trade re-
ports suggested that the initial performance of the first
"hypermarche" in North America was hardly inspiiing.
Indeed, there were signs that even convenience stores
were beginning to "top out." Innovation in food dis-
tribution in 1973-1974 seetoed confined to impriring
the efficiency nif the supermarket.

From a nmerchandising point of view, 1973 oray be per-
eivedl as the end Of an era in which relatively stable

relationships among comparative prices nif particular
items led to acceptable predictability in consumer be-
havior. Consumer reaction, in terms of quantities pur-
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chased, to both shelf and advertised prices, was For at least two reasons, however, there was only Ivm-
foreseeable. In 1973, however, A & P, which had lagged ited enthusiasm about the 1974 profit recovers. F 'rt.
in taking on stamps, finally followed in joining the trend even the figure of 9.5Sf for return on equity may be in-
to discounting. Their adoption of the WEO program put adequate to attract new capital to imprrve indclrtrs
pressure on industry profits, particularly in the eastern efficiency if such capital is required. Seconlls'. the 9 .h%
part of the United States where their stores were con- figure itself may he suscepttille in erosion as tre r:.tp
centrated. As a result, the supermarket industry was un- between the inireas' in the prices tirnsunt Is pay sir
able to raise its gross profit percentages to offset rising products in food stores and the rise in averige hr.iirly
labor and fringe benefit costs. The result, as shown be- wage tusts declines.
low, was serious deterioration in supermarket profits.' Although 1973 and 1974 were very different front suit

1969 1973 other in terms of profit results, they were quite similar
Gross Profit 2l1% 21.1% in terms of store construction An extrapolation of Super
Labor & Fringe Benefit Market Institute figures would Suggest that in both years

Costs 9.1% 9.6% between 5581 and 800t more supermarkets closed than
Net Profit Before Taxes 1.5% 1.3% opened.' There were several reasons for this situation:

In 1974, despite the gyrations in purchase patterns and * Store saturation undoubtedly diminished the nim-
the well-known propensity of consumers to purchase berofpotentiallyprofitablelocationsfornewstores.
larger quantities of "sale" merchandise, retailers were
almost able to maintain percentage margins. Reported * Poor industry profits in 1972 and 1973 reduced the
gross margin was 20.9% compared with 21.1% in 1973.2 cash available for expansion in 1973 and 1974.
Esen the small decline was probably entirely a result of * Inflation and stockpiling, in response to the tear
the switch to the LIFO method of accounting by about of product shortages, upped significantly the cash
20% of chains' and a sizable percentage of wholesalers required to finance inventories
and independents. To compensate for more "cherry
picking' on the part of consumers, retailers apparently * In 1974 in particular, mortgage money to finance
were able either to adjust the number or severity of their new stores became, at the very best, both scarce
price cuts on advertised items, or their shelf prices on and expensive and, for many companies, simply
unadvertised items. unavailable.

Almost constant percentage margins, combined with a * Construction costs reached record levels.
rate of inflation in food prices which far outdistanced What is both remarkable and disturbing is that, in spite
rising labor costs (consumer prices for food store prod- of the adverse circumstances, and although closings
ucts, including both food and non-foods, rose at the exceeded openings in each of these years, supermarket
rate of 13.5% annually,' compared with an increase of selling space in operation, including space added
only 7.3% in hourly labor costs'), had a very positive through remodel ings, increased by about 2% to 3%
ehect on supermarket profits. They rose before taxes of s eioperin at e be of ec year.
from 1.3% to 1.8% of sales,' and this figure might of space in operation a the beginning of each year.
reached 2% had she previously-discussed switch to LIFO Coupled with the modest "real" sales gains of approxi-
not occurred. The rise in return on common equity after mately 5° in each of these years, the result was liar
taxes was even more dramatic, the increase was from sales per square foot, in real terms, continued to de-
5.6% to 9.5% 'This percentage rose so sharply because dine approximately as shown below:
the fixed assets supporting the equity were valued on 1972 $4.34
the books at historical costs, whereas profits, despite the 1973 4.15
widespread adoption of LIFO in 1974, still reflected to a 1974 3.99
considerable extent the effects of inflation. The consequence was a decline of approximately 8%

in space productivity in two years.

II, rw,,rSi.,,n.,an,,,,ys,,n s Although these figures may overstate the real decline
_u r-ad Islam a-l i pr,.,,, c,,. uirsrr in sales per square foot, had a consumer price index
o'5 Ir- In with "adjusted weights"' been used, the trend is never-

11bid, . ubid
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theless discouraging. In view of the expectation that, in
the future, most consumers will continue to be quite
price conscious, successful operators will have to re-
verse this downward trend in real sales per square foot
in order to achieve the type of cost structure required
to cater to consumer interests.

Although there was only limited construction of new
supermarkets in 1973-1974, there were efforts to de-
velop alternate means of distributing food and other
routine needs. The first hypermarchd in North America
was opened in 1974. Although it is premature to arrive
at a definitive appraisal of its performance, as previously
indicated, trade reports suggest the store is not off to
a robust start. Perhaps some of the reservations ex-
pressed about hypermarchds in North America in "The
Super Store-Strategic Implications for the Seventies"
are affecting its results. Also, warehouse supermarkets
apparently experienced mixed results in the 1973-1974
period. In theory, they should appeal to price-conscious
consumers. In reality, they may demand more sacrifice
in the way of convenience than they can offset through
advantageous prices on their limited line of merchan-
dise. Scanners, by possibly eliminating the supermar-
ket's labor cost for marking individual items, may
further erode the advantage at least some warehouse
supermarkets enjoy through curtailment or elimination
of price marking on individual items. Finally, it is not
altogether clear that there is a significant difference be-
tween the costs that a warehouse supermarket incurs on
the sale of its limited selection of fast-moving items and
the comparable costs a traditional supermarket incurs
on the sale of the identical items. Consequently, con-
ventional supermarkets and super-stores may be able
to come close to matching the prices of warehouse
supermarkets on the uatters' limited line of merchandise.
Therefore, warehouse supermarkets may not perform
much better in the next five years than they have in the
recent past.

Although aggregate square feet of selling space occu-
pied by convenience stores continued to grow rapidly
in 1973 and 1974, trends in sales per store did not keep
pace with either comparable data for supermarkets or
the consumer price index for food consumed at home as
shown below:

CPI Average Weekly Sales
Food Conven-

Consumed ience Super-
at Home' Stores markets

1973 +16.3% +2.7%' +23%'
1974 +14.9% +5.1% +12%

Part of the explanation for the mediocre aserage -tore
sales increase in convenience stores is related to the
buoyant profits convenience stores continued to show.
They earned 4.81% before taxes in 1974.' Because
profits were so good, operators undoubtedly took on
marginal locations in the belief that even these could
produce adequate profits. The marginal new stores
quite probably obtained some of their sales from pre-
viously existing convenience stores.

Nevertheless, the limited increase in average store sales
suggests that convenience store operators are likelv to
be under pressure from the impact of inflation on oper-
ating expenses. In 1974, they relieved that pressure by
increasing gross margins from 25.94% in 1973 to
27.18% in 1974.' In an era when consumers are highly
price conscious, it is doubtful that this means of re-
lieving pressure on operating expenses can be utilized
for a prolonged period of years. The combination,
therefore, of mediocre average store sales increases,
increasing operating expenses, and the improbability
of being able to offset higher operating expenses with
higher gross margins suggests that the convenience
store boom may be cresting.

Although new and successful types of food distribution
outlets failed to surface during 1973-1974, there were
vigorous efforts to make supermarket distribution more
efficient. The combination of consumer resistance to
higher prices, new technology, enhanced indussrs co-
operation, and encouragement from some goserenrent
officials resulted in experimentation with and, in some
instances, adoption of both new technologies and bet-
ter operating practices. Among the more significant de-
velopments were:

* Widespread experimentation with computer-con-
nected cash registers equipped with optical scan-
ners capable of reading the Universal ProductCode.

* Adaption by numerous operators of Boxed Beef
Programs designed to reduced labor and freight
and cut shrinkage in the meat department.

* Initial large-scale investment in central meat pack-
aging facilities designed to fabricate and package
consumer cuts which, if accepted ultimately on a
wide scale, could remove from the store one of its
more labor-intensive operations.

4,,cc, ipril. "IS i'ix,~n sw,,,'A,* iNes.~ May Xl. in.viiir
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* Growing acceptance of the technical feasibility and
economic superiority of more automated ware-
houses. Moreover, there was recognition that in-
dustry acceptance of standardized, modular pack-
aging would materially enhance the advantages of
more automated warehouses.

* Go' ernnrent acceptance and, among some officials,
advocacy of greater use of backhauls to cut freight
costs.

Most, although not all, of the efforts to make super-
market distributirn more efficient involved the substi-
tution of capital for labor. Therefore, they reflected the
trend of the last few years to greater capital intensity in
supermarket distribution. Continuation of this trend, as
will be discussed in the ensuing section of this report, is
essential to provide price-conscious consumers with the
type of food distribution system they mill demand in
forthcoming years.

Prospects for 1980

To glimpse the food distribution system of the nineteen
eighties, consumers, stores, and the types of companies

which will own these stores have to be envisioned.
Therefore, this section of the study will examine each
of these subjects.

The premise on which this study's projection of the food
distribution system rests is that in 1980 consumers will
want a combination of attractive prices and convenience
in the purchase of routine needs approximating shat
they currently expect. This proposition, in turn. is partly
based on the hypothesis that stability in the percentage
of personal disposable income consumers spend in gro-
cery stores is likely to lead to stability in the combination
of attractive prices and convenience which consumers
want from such stores.

In 1973, consumers spent approximately 11.2% of their
personal disposable income in grocery stores.' Opti-
mistic and pessimistic forecasts for 1980, taken from
Exhibit S of the study, yield the percentages of personal
disposable income to be spent in grocery stores in 1980
shown in Exhibit 8.

Neither forecast results in a significant shift in the per-
centage of disposable income likely to be spent in food

Exhibit 8

ESTIMATES OF PERCENTAGE OF PERSONAL DISPOSABLE INCOME

TO BE SPENT IN GROCERY STORES IN 1980 (1974 DOLLARS)

Optimistic Pessimistic

1980 Grocery Store Sales in 1974 Dollars $134.8 Billion $131.4 Billion

Anticipated 1980 Population 221.8 Million 221.8 Million

Per Capita Grocery Store Sales in
1974 Dollars $ 608 $ 592

Per Capita Personal Disposable Income in

1974 Dollars $5,520 $5,205

Percentage of Disposable Income Spent in
Grocery Stores (both in 1980 dollars) 11.0% 11.4%
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stores.' Therefore, economic circumstances are unlikely
to stimulate consumers to consider a change in the
combination of attractive prices and convenience they
currently prefer.

Stability in consumers' price and convenience desires
leads to the conclusion that the consumer's current fa-
vorite, the super-store, will continue to gain dominance
in food distribution unless, of course, another type
store arises which does the job better. The latter, how-
ever, is not on the horizon. Traditional supermarkets are
hardly likely to experience a resurgence in popularity
since they fail to best super-stores in either the price or
convenience dimensions. Conversely, warehouse super-
markets, or even the smaller western-European-style
supermarkets handling only a limited selection of fast-
moving items, force the consumer to sacrifice the con-
venience of one-stop shopping to gain minor and
perhaps even dubious savings in price. The conclusion
seems inescapable, therefore, that super-stores will con-
tinue to grow in their domination of food distribution.
The real question is what will the super-store of the

Ibe..e a..>sst. o 1 11 -. ,,a.e ner 5 '5l,,,., , - n ias1, ,' . ir.
1hx h 1- A -I Im.- ., Ia su- an- ftur

future be like and how many seill be in operation.

The Super-store--1980

There are several dlinsensirsns to a description st the
super-store if the future. These are its:

* Selection of merchandise

* Pricing

* Advertising

* Hours

* Economics

* Managemeni

A point of departure for discussion of the selection of
merchandise to be included in super-stores is the list
included in the 1972 study, "The Super-Store-Strategic
Implications for the Seventies," which is shown in Ex-
hibit 9.' The experience of the last several years leads to
several modifications of this list.
' a,,, i ISalns., RJs i- sIi. sis .n C ci r.. .. . ... ..

Exhibit 9
SELECTION OF MERCHANDISE FOR SUPER-STORES AS FORECAST IN 1972

* Virtually all food needs for home preparation,
together with virtually all laundry and home
cleaning products.

* Prepared fast foods for at home and away-
from-home consumption.

* Most personal care products ("health and
beauty aids") including where permitted,
pharmacies.

* Alcoholic beverages and tobacco products.

* Some apparel products, such as hosiery, un-
derwear, and a variety of children's clothing
Items

* Most low-priced housewares and hardware
items.

* A range of leisure-time products, including
magazines, books, records, and some hobby
and craft items.

* Many consumable lawn and garden products.
* Gasoline -dispensed from an adjacent self-

service facility -and some automotive sup-
plies.

* Many stationery arid sewisig supply products.
* Most household ervices, such as laundry, dry

cleaning, and shoe repair, as well as check-
cashing and bill-payment.

=:,mte fvmr aranl. 1, Itens an aeg z~ I ItMwg~ And _Shl . --v .t .bd ...z .... uu - -Id -r e I I-thls sums ald _I Bm s atIee d1-11s tr 1s Iwn l_ af n. s h uts., 1A-ar hd J f 1s
l hv.sne hud xrrl dh s-I n 1 ah hlAd' :rz If . h-1:es I.. -- .1 - be
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.t :s doubtful that most super-stores can successfully en-
ter the tast-food business because, in a labor-intensive
business, they pay much higher wages than fast-food
outlets. What limited success is achieved in the fast-food
business by super-stores is likely to accrue to independ-
ent operators who have avoided unionization, or union-
ized operators who have succeeded innegotiatingwages
for their restaurant employees competitive with labor
costs in fast-food outlets.

While restaurants may be less prevalent in super-stores
than predicted in the 1972 study, service delicatessen
and bakery departments probably deserved more em-
phasis than they received in that study. From a con-
sumer point of view, they are essential to a super-store,
although it is doubtful that, in most instances, they pay
their own way.

Delicatessens do, compared with many other depart-
ments, generate adequate contribution per square foot
even after deduction of labor costs. The investment in
equipment, however, is so high that return on invest-
ment typically for the industry is only a third of the aver-
age of other departments.' The economics of service
bakery departments are even worse if the fragmentary
data included in the 1974 and 1975 "Operations Re-
views of the Super Market Institute are typical. Never-
theless, because of their consumer appeal, operators
may want to consider the inadequate profits or out-of-
pocket losses on service delicatessen and bakery depart-
ments as a form of advertising designed to generate
store traffic which will result in the sale of other, more
profitable, merchandise.

Euperience since 1972 also indicates that in suggesting
the inclusion of hobby and craft items and children's
clothing, our previous study may have gone too far. The
limited selections supermarkets carry in certain of these
merchandise categories may fail to represent the
breadth of assortment consumers prefer. On the other
hand, we probably werealso in error in 1972 in failing to
suggest that selected automotive supplies would have a
significant role in super-store merchandising.

Furthermore, some of the service departments, such as
laundry. dry cleaning, and shoe repair, may, because
o- inadequate demand, be unable to generate the sales
per square foot current real estate costs demand. There-
tore, the incidence of such departments in super-stores
is likely to be less than previously predicted.

Indeed, as the previous paragraphs suggest, mediocre
'- E a.uwa ilt e c -- . -cross i rtn Coo. hn. -, S

sales experience in certain noii-food lines, combined
with skyrocketing real estate costs, indicates that tie
super-store of the future may embody a slightly nar-
rower definition of "routine needs" than perceived in
1972. Therefore, rather than occupy 30,000 to 35000
square feet of selling space as then perceived, the better
size for most locations may be in the 25,000 to 30,000
square foot range.

In addition to eliminating certain fittge items. supi r-
stores may want to emphasizre lTh,' aiquaiy oU th,'ii
selections in the non-tiiod ienms retaned. This detie'
may lead to less ini'giraiin ot itods siti non- tiorit
than previously thought. Cinseqiueinitly, thi'ii may b- a
greater pripe-nsity li ricognizie In a Iu-r plait a separate
general merchandise area .itrilaining nest, although
not alt, non-foods.

Besides enhancing the uonsuuili-r's pt repiiin of arl-
quacy of selections, separation of most non-ioods tiron
foods may have iither advantages. It mould facilitate the
appointment of an in-store niii-fiois manager with a
physical area of responsibility comparable in clarity of
delineation with other department managers. The avail-
ability of a non-foods manager may, in turn, allow for
more economical merchandising and replenishment
arrangements for non-foods. The presence of a non-
foods department manager may result in sufficient in-
store attention to such merchandise to substitute
merchandising and replenishment through a grocery
warehouse for the services of a rack jobber. Giv en the
more labor- and Iraursporrarutonintensive nature ori rick
jribbers' operatliuuus, sibstitutting warehouse 'support tot
their service' Jay bhi ussential to i oititauniuig coirupeli-
live prin us aird -rnfiabiltiy. Othterwise. i'scatatung taliti
and fuil ouis oiuld* r'ie nun-tirds profiltbility.

Euperience su1n 72 also sintiuJles that there will be
additional Changes in super-sloire ierchandising. Ie-
cause high-cosl capital will inhibit manufacturers from
investing in so many new pducts, tihe introductioir of
these products will play a smaller role in in-store rer-
chandising. Furthermore, high-cost capital will stimulate
a desire for higher inventory turnover, with a resulting
continuation of the pruning of less-wanted brands and
sizes in almost all merchandise categories. In addition,
high capital costs, together with skyrocketing construc-
lion costs, have partially arrested retailer enthusiasm
for eupanded selections of private label merchandise.
Merchandise which turns more slowly or occupies a
disproportionate amount of shelf or warehouse space
is now scrutinized more critically. When these factors,
together with narrower spreads between retailer and
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manufacturer prices, are considered, the profitability
and the sales appeal of private labt-l merchandise dims.

Finally, it appears that super-stri merchandising will
have to recognize the enhanced volatility ii iniiement,
usually related io sudden shifts in pirice, of e eran flast-
moving ,itrchandise. While this dr-velror iicit poses no
rusurmounutable pr-rblem for super-slires, it dres de-
mandl m rie astute antI fastl-tiroving reall alion if shelf
space.

In additiin to the aforementioned changes in merchan-
dising, it is quite likely that super-si .res will increasingly
modify their advertising strategies The prrofralrility is
that they will continue to shift foum a program if hot
weekly specials to an adls rtisitig prorgran built around
everyday low prices. There are several factrirs favoring
such a shir. Once the initial invesmenit to convince con-
sumers that everyday prices are indeed low has been
expended, their media costs are likely to he lower than
with a prorgram of weekly specials. Secondly, an every-
day low-price theme may have a favorable effect on
labor costs Less money may have ito be spent building
end displays to coincide with advertised specials. Also,
an eseryday low-price theme may tend to smooth the
peak, and valleys of weekly volume with resulting fa-
rorahle effects on hoth lahrbr crsis and in-store service.
In addition, a theme of everyday low prices may be
more compatible with the coinsumei movement in that
it eliminates the possibility that a slum will run tout of
weekly specials Finally, then- is some reason Io tink
that money-losing or marginally profitable service de-
partments are a consumer aitraction fiat may offset to
some extent tie absence oif the quantity of newspaper
advertising associated with the traditional program of
ho, weekly specials. To the exterri that they are, the re-
ductron in media crists associated with an everyday Irw-
price appeal may suhsidire the operating results of
these departr ruts

Flours of operation are another facet of super-shore
activities vhich will experience some change. There will
he ret teased recognition that hours of operation should
vary by store. The variation will depend upon both the
characteristics of the neighborhood and the situation
confronting a particular store. Obviously, blue-collar
areas ,shere employees work night shifts are prime lo-
cales for extended store hours. So, however, are areas
with a high proportion of swinging and employed
singles. Another consideration which affects hours of
operation is the extent to which a store during current
hours is operating at capacity. When operations are
already at capacity, extending hours may expand ca-

pacity by shifting some existing business to the net In
operIe h.r...ir and, therefore, provide additional dcrltuile
alar ty. Finally, when an operator provides con-iuittere

with a hitter shopping eupturietu e than crmpi-tttory
us-sldedi hI wrs rirry he i g id waiy of invBirig triu frIhnt
-iitpetBPrso r irstimers Thi restilt an he mor- blui-

ness during tire euteridedl ir tra.htrional huuirs.

While lours should inciisiigly ciry by sire, in gen-
eral there will ue a tindent1y for ihre.i hu increase. This
propensity will h)ut highir amouririg indepunderut surpee-
storu- operators. Thiy tend Io Ire uninhibited by union
restrictiuns against longer tours or by excessive wage
penalties hou r over-age during these hours.

In addild Io consumer receptivity toward them, longer
hours will be stimulated by the increasing capital in-
tensity of super-stores. This super-store characteristic
arises from the expected installation of automated front
ends and from galloping land, construction and equip-
ment costs for remodeling and new construction. Both
these developments and the reduction in checkout
labor, as well as the removal of backroom labor from
stores through more meat fabrication in remote loca-
tions, mean that the fixed cost component of the total
expense tnin will rise. The resulting minor amount of
incremental expense associated with longer hours will
strongly encourage their use as a means of building
volume. Indeed, it is likely that store operators will ex-
periment with offering additional incentives to consum-
ers willing io shop during these hours. Such incentives
are likely to take the form of price discounts on total
transactions over a certain sum. Excluding small trans-
actions from these discounts should avoid rewarding
consumers who would make minor, convenienre-ori-
entatedt purchases during these hours anyway. T(oo per-
cent off all cash register tapes of $20 or more is an eu-
amtple of such an incentive.

Competition-1980

What has been said in the aforenuentioned discussion
nif hours is a Ireview of the economic conditions likely
to prevail in lie industry in the next several yearn The
increasingly fixed cost nature of super-store distribution
together with sustained consumer interest in lors price-
limited growth in sales (excluding the enects or mnila-
hon), and excess industry capacity

t
strongly suggest that

the industry is in for a period of intensive, competitive
battles which will frequently manifest themselves in
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rice ais The end resut, after much turmoil, will be
terser ant mwrite etiicient stores and food distributors.

To surise this period. food store operators will require
more knirwledlge of their business than they currently
possess. In pirticular. there is rtanger that the failiri trI

untlerstarid profitability or crntriburion per dollar sit
in estmenr by department could lead tr irnafl~rrrltraI..e
offensive or defensive pricing behaviar. F[it example.
lack of knowledge about the prisfitahility of dry gor-
ceries could lead a tradirirnal store riperatrir to provide
a pricing umbrella under whith a warehouse type rper-
anon could he established. Rectifying this weakness
means arhieving greater sisphisricatirn in acrounting
systems. Industry associatiins, thrrugh their figure en-
changes, could make a suhitanlial contribution to
greater sisphisticalion in accounting systems. They ciuld
define the aditirinal data that are needed, establish
procedures for collection of such information, and then
publish the data i0 their periodic reports.

Tsr survive this period, food distributors will also require
aimrtvmpiirary and efficient operations and a strong bal-
ance sheet The latter should tide them over periods of
decline or collapse in operating profits, and enable them
to make the necessary investments in capital-intensive
equipment F[nall, survival in the next several years de-
mands a commitment to deliver routine needs to con-
sumers conveniently and at low prices.

The latter suggests that successful operators will en-
deavor to ascertain how to maintain adequate profits
while resisting increases in gross margins. Clearly, a way
to achieve this objective is to increase sales per square
foot. Such increases reduce occupancy cost as a per-
cenrage of sales and certain other costs as well. In addi-
tion, an increase in sales per square foot, all other things
being equal. means that the industry can sacrifice oper-
ating profit as a pi-rcentage of sales without experiencing
a comparable reduction in return on invested capital.
The reassin, of course, is that higher sales per square foot
almrrst surely means a higher ratio of sales to fixed
assets.

Illustratively. it is useful to think about how much of a
gain in sales per square foot is necessary to offset, say, a
I i' dechne in gross margin. For this purpose, let us
assume the operating structure for an operator who
owns his own real estate as shown below:

5,5,imtf d al m .. ,,rr-,. sa k 11 ¢*|11~r s. . ..5.....

d A,.-u-s Sr-rl,i,,,s.-e-,

Gross Margin
Expenses that vary with sales:

Warehiruse & Delivery
Stirre L.abor & Fringes
Sirire Supplies
Mainle.naite & RIpairs
All lih sr Store I spI .s-
1 ru. Varrirrlsr I ,nr

Cr..itiltutiri RatSi

20.9'.

2.3%
6.4'
.9
.:1'

.11410.

II 5.

If an operasr.r earns a .r irribhuion ot Ill.S.. s- ea, r
dollar uf salis. it isIihs thart ii t v f lr ,, in god.s m.r-
gin requires an i.t ri-are ofi .. in 'ales to rsulth in the
equivalent rlrtars of 1 fit 10.5l 10s0 = 1.05). Thus,
with hr indus try ac hieving weekly sales per square fhrt
of 55.09 in 11q74. an increase in this figure to $5.14 155.094
x 1.15) would have offset a decline in gross margin of
.5%. Indeed, from these calculations one could con-
struct the following table:

Gross Margins and Sales/Square Foot
Which Produce Equivalent Dollars of Profit

Cumulatise
Cumulative % lncrea-e
% Decrease Sales! in Sales

GrossMargn iinCrosstMargin SquarefFt quareFt.

20.9 $5.09
20.4 2.4 5.34 5.0
19.9 4.8 5.62 10.4
19.4 7.2 5.94 16.7
18.9 9.6 6.29 23.6

Clearly, the sales per square frit figures shown along-
side the lower gross margins are achievable. The
achievements of many better operators already exceed
these sales per sriiare hur t figures

Furthermore, as the industry becomes more capital
intensive, variable expenses will decline, and contri-
bution ratios will rise. Thus, it will take a smaller n-
crease in sales per square foot to offset the same de-
crease in gross margin. For example, with a 12%
contribution ratio, it would take only an increase of
4.2% in sales to offset a .SS. decline in gross margin.
Clearly, the interest of consumers in low prices, excess
industry capacity, and the changing nature of the i-
dustry's cost structure, will stimulate more food dis-
tributors to think tIis way. The result should be better
value for the consumer.



260

The Store Marager-1980

Obviously, the aforementioned outlook for food distri-
bution suggested in this study has important implica-
tions for store management. Most, if not all, of these
implications indicate a more important role for the
store manager. Apart from being responsible for more
dollars of investment and more people in a super-store
than in a traditional supermarket, there are additional
reasons to anticipate that the super-store manager will
have more authority than his predecessor, the super-
market manager. The greater volatility in the future of
the rate of sale of particular items will demand more
rapid shifts in shelf allocations, The shift to everyday
low prices will permit the store manager to emphasize
to a greater entent in in-store merchandising the wants
of his particular neighborhood. No longer mill he be
preoccupied with displaying adequate quantities of
advertised specials. Furthermore, as variation in store
hours increases, designing a labor schedule suitable for
a particular store may be best accomplished at store
level.

Given the superior caliber of individual that will' be
needed to operate a super-store successfully, it is quite
possible that there can be some decrease in the density
of line supervision such persons require. In other words,
the industry may require fewer district managers. This
enpectation is buttressed by the slriw rate of growth
anticipated for the industry. With slower growth, the
average store manager should have more experience
and, therefore, require less everyday supervision.

These comments do not imply that headquarters help
for the store manager should wither. There may be an
increase in the staff services needed by the store man-
ager In areas such as merchandising, human relations,
and labor scheduling, headquarters staff personnel may
have to provide services for store managers not unlike
that which a manufacturing staff would provide for indi-
vidual plant managers. Indeed, the capital iniensive
super-store of the future may be thought if as a tood
distribution factory superimposed tin which is the im-
portant burden of pleasing the custumer.

Having identified the super-store as the vehicle that will
account for a higher proportion of food distribution, the
nest question is the number of such stores which will
be built. This number is partly a function of the cash
flow available to food distributors for this purpose.
Eshibit 10 shows an optimistic and pessimistic estimate
of cash flow available for super-store construction in a
typical year between now and 1980. For illustrative

purposes, this -shibit indicates that all fund. ,isilabl,
for new store construction could be utilized i..r supet
store construction, although it is recognized that som,
funds would have to he reserved for convenitni e store'.
and, at leastn nont .. t-. ropmolitan area', for rrrnve-ntional
supermarkets

Before "omn-,tming lu what Inhibit l slsss lhit.
are inmlirtant as .in.liions, otther thin -trosr'i s'i'ied
Appendix II, lI which it is hbsied hi ah fltrrif I
discussie Situ, tis' ltf ,tnipf.it,-s tir.tiiiti,--iin'i' ,
irstensificarirrtr ps iiii-ir i lreirp irt itt tIh- l, 'ir.'
years, tire profit far -at i] Eshibit it is sitii- thatil :
best, Its indistry will thits- profits uttirer isis t(i 1-.
of sale'. At worst, tlhi exhibi .suntes the i1dustry will
earn .7Y of .i i-s iti lat-s. This ....... tplitipi may not
be p-ssiinisit -oi..gli since the Cornell study and
Super MarkitI Irstititr data suggest tfrt in tswo of thn'
last five or sty yiars industry profits may have slipped
below that tevel. Exhibit 1(l also reflects no provisiort
for increasing equity capital through the sale of addi-
tional common or preferret stock. The reason is that
this source of additional funds hardly seems available
to most companies in the industry in the foreseeable
future on terms acceptable io most managers arid esist
ing stockholders

Although, as shown in Exhibit 10 the optimistic number
of supcr-Sire .rs for which funds might be acailable. aft
protimately 900, se-urs smltl in ternrs if the nuorbet
of supermarkets the indlstry has charasteristicall
openedi mu faca .nits should he reuurenmbered. Were th,-
industry to open 9MSx super-stlures with 28.199 squari-
feet of selling space, i would have to close more thain
2,090 conv-nfional sutres in thes 13191 to 14,000 squart
loin range sni ply li) retmain even in selling space. Thu
reason is that aIthionughi ih1insig 2, 0X) convenlional store.
of the ahbover--icoh rnt-iu sizl- would approximately oft-
set opening 9ARK suf nitfstrus it

1
28.155) square feet each.

the spas (- added ty 'nhilrging iisling stores would thei
be net asfddtirnrs io total selling spact- In 1974, among
independent, illing an-a was enlarged in 11.7%, of
all stores.: Since many uhain suores were prusumably
enlarged also, the addftional selling space coming our
stream by this means is undoulubtedly in the range or
several millinno square feel. Wilti rural insfnstry sales,
in real terms, excred i grow nouy 1.5', to 19¾
annually and with the low prices consumers vant de-

I.., s r, i. ss'z A, ,' a s'w ") s " Iv.sa ......

.. ........, '
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Exhibit 10
CASH FLOW AVAILABLE FOR SUPER-STORE

CONSTRUCTION IN A TYPICAL YEAR BETWEEN 1975 AND 19800

Assumptions

Total Grocery Store Sales in
1974 Dollars'

Food Inflation Rate'
Profit After Tax as a % of Sales
Dividend Payout Ratio'
Additional Debt Available, Including

Capitalized Leases, as a Percentage
of Retained Earnings'

Cash Flow
Sales Including impact of

Inflation)
Profits

Dividends
Retained Earnings
Additional Debt Available
Depreciation'

Total Cash Available

Cash Needs
Funds Needed to Cover Impact

of Inflation on Inventory'

Funds Needed to Cover Non-Store
Fixed Investments (Warehouses,
Trucks, etc.)'

Funds Needed for Store
,V',dervization'

Funds Needed for Installation
of Scanners'

Total Outflow of Funds
Excluding New Stores

Funds Available for Super-stores

Estimated Super-store Cost 128,000
Sq. Ft. of Selling Space)'"

Number of Super-stores for Which
Funds Would Be Available

Optimistic Pessimistic

$ 128 Billion $ 125 Billion
5% 8%
1% .7%

35% 45%

100% 80%

S 151 Billion

1.5 Billion
(530 Million)
970 Million
970 Million

1223 Million
$ 3163 Million

$ 164 Billion

1. 15 Billion
(520 Million)
630 Million
504 Million

1328 Million
S 2462 Million

$ 260 Million 5 340 Million

340 Million

987 Million

142 Million

$ 1729 Million

$ 1434 Million

$ 1.65 Million

869

430 Million

1161 Million

167 Million

$ 2098 Million

$ 364 Million

$ 2.03 Million

179

5- A .I i., 1-1- 0. n lo bit 10.
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ran.,6nc righer sales per square foot, it is doubtful,
theretore that the industry could absorb approximately
900 super-stores per year without accelerating the clos-
tog sate of existing stores. Store closings now approsi-
mate 6.4', of all supermarkets in operation or about
2,0tX) of the 31,430 supermarkets currently in existence.'
To accelerate the closing rate would mean shutting
stores on which there were substantial leasehold lia-
bilities and unamortized fixed investment.

More realistically, the number of new super-stores
likely to be constructed annually may be more in the
vicinity of 500. This range, if the column labeled Opti-
mistic Forecast in Exhibit 10 prevails, would leave funds
for opening both additional convenience stores and
some smaller supermarkets. Although the opportunities
for both may be declining, undoubtedly there will be
additional stores of these types, particularly conven-
ience stores, constructed.

Is 500 super-stores are constructed annually between
now and 1980, the resulting 2,500 stores, in addition
in afproximately 3.600 already in existence, would be
e-pected to account for approximately $60 to $65
billion o volume. These sales would represent about
45°%. of total espected grocery store sales fin 1974
dollars, at that time.

A factor which tempers our estimate of the number of
new super-stores to be constructed is recognition that
each needs a substantial market and substantial share
of that market to generate the sales per square foot
needed for an adequate return on investment, For
example, a super-store with 28,000 square feet of selling
area doing $7 per square foot per week in 1974 dollars
in 1980 would accomplish approximately $10,200,000
in volume. Our estimate of per-capita grocery store
sales for 1980 is $608 annually in 1974 dollars.' Assume
a super-store an capture a 300% share of market in its
trading area. lhen its trading area would have to ac-
count for approximately $34,0001,0t00 in grocery store
volume. If per capita sales are $608, then the population
of thi trading area would he 56ht)(). There is only a
limited number of trading areas fhi individual super-
stores of this size. With capital scarce in the friresceable
futurte astute operators are unlikely to ignore this reality
in their qurst tri construct t-sm supr -- str-rs

Aolas 5,15 Irs0 ii,. iiw5,i"''' 5ki
a .ii . ..... ..... ... .....

Industry Structure-1 980

With sups sts-s likely to accossrt for 45%, of grsscesy
store sales by 1 ttt)t they will sshvis((sly have a isiai-r
role in irsfsistry .t.i. ltir Tle pr,(tr.e tfitustry simu-
sirs' i-tsr sitts;5,is . vdiilsty of (on rslslissts. Atttoitg
thesis an-

* bes tssrther st selliig points likely tsr exist.

* Who will ows) stress- selling pointis.

* The degree lor whnic the companies which own the
selling points endeavor to cover with them broad
geographic areas or concentrate their selling points
in more confined areas.

* The extent to which companies in the industry
seek opportunities outside food distribution.

As the preceding discussion may have suggested, this
study predicts a rather rapid decline in the number of
supermarket and super-store selling points. In terms of
convenience stores, their numbers will continue to
grow, but at a dinrinishing rate.

In the nest five years, the nosrober of ness' supe -stores
constructid is likely to be in the vicinity of 5005 Ness
convenuisral slsfptrmarkets constrsicted may appfrosi-
mate 21X) annually. Since it is antiipated that closings
will continut'- Is) apprruimate 2,0t0 annually, selling
points shsuld decline by about 1, f00 per year. Conse-
quently, by the end of 1980, there may only be 23,000
to 24,000 supermarkets and super-stores in operation.

Unfortunately, the decline in selling points will not sig-
nify a decline in selling area. Although the selling area
of the new stores opened is expected to be less than
the comparable area of the shuttered stores, expansion
incident to the remodeling of existing stores is likely
to result in total super-store and supermarket selling
area remaining approximately constant. Even this devel-
opmens, however, would be good news. Since food
store sales are expected to advance 1.5% to 1.9%,
annually in real terms, the outconre should be an in-
crease of a comparable anrount in sales per square foot.
This would ie a welcome reversal of the recent trend.

TLruing I.. ....nsiuiii-s slows- it is isre difftillt to
unidio th i, growth rslt. G;reas-r ssissrrs-r pris con-

s, ir.......s.l.Nisgir suptsrm.trkit I ...ir s, atl ftste, siper-
rs,.rk-l hst Is k.r... Irhrough Its sir .... .rsrsnsrats-l frso
i-ndis s -rlrl e rs(s their oisissutir app- On ths' other
hand, the return on investrsreno in tie (sins iense store
industry ri-nmains rather high and so long as thi' is the
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case, new store construction is likely to continue. The advertising umbrella, will generally make invasion by
most likely outlook, therefore, is for a moderate decline a newcomer unprofitable. Skyrocketing fuel costs in
of new stores constructed per year from the present recent years have only intensified the trend toward
level of approximately 2,6OO. This decline will parallel geographic concentration by effectively curtailing the
their espected decline in return on investment as the farthest distance a truck can economically operate from
aforementioned factors erode their consumer appeal. a distribution center. Thus, the pattern in the industry

will clearly be for companies to concentrate in terni
A second aspect of industry structure involves who will tories where they are already strong and preferably
own the selling points. The most significant issue in this close to their distribution centers Not only will they be
area is whether chains or independents will gain in reluctant to invade new areas but, in all likelihood, thev
market share. The thrust of this study is that the chain will vacate market areas where they hase limited mar-
share of market will level out or even decline slightly. ket share and which are remote from their distribution
There are several reasons for this conclusion. First, centers.
independents through affiliation with cooperative or
voluntary wholesalers have gained the staff services The final factir to discuss under industry structure is
and, in many instances, even the financial muscle for- the eutent to which food distributors endeavor to inte-
merly available only to the chains. Secondly, independ- grate vertically or diversify. Clearly, the cash flow pre-
ents are not as frequently unionized as the chains. This sented in Euhihit 10 makes it clear that, on average, the
situation may result in somewhat lower wage rates. food distribution industry will not have the resources
Such differences are important, particularly in the oper either to integrate vertically or diversify. The companies
atitn of the consumer desired and labor-intensive serv- within the industry which are likely to have the most
ice departments. In addition, the lack of union restric- funds for new investment are those whose existing busi-
tions for independents may result in greater flexibility nesses are above average in profitability. Evidence from
in hours of operation. other mature industries suggests that such companies

can, typically, profitably employ their cash capturing
Nhether, however, arresting chain growth means that market share from their weaker competitors. The weak
concentration in food distribution is no longer growing competitors, in turn, usually have neither the financial
is debatable. In many ways, the affiliation between vol- nor managerial muscle to diversify.
untary or cooperative wholesalers and their retailer
afhiliates is almost as close as the relationship between In addition to dismissing vertical integration and dier-
chain headquarters and their owned retail stores. Sec- sification, this line of reasoning has other implications.
ondly, concentration both in number of selling points It suggests that although the outlook for food distribo-
and in the ownership of selling points, whether by tors in general may not be excessively rosy, well-man-
chains or by the affiliated wholesaler route, may be a aged, financed, and profitable industry operators may
necessary prerequisite to delivering food to the con- continue to enjoy excellent growth and profitability
sumer conveniently and at attractive prices. Therefore, through cannibalization of their less successful com-
concentration per se deserves less attention from critics petitors. In other words, competition should continue
of the food distribution industry. Instead, they might to provide a catharsis which purges the industry of
turn their attention to whether concentration is deliver- inefficient operators. Although disruptive and difficult
ing to consumers what they want at reasonable cost. on some, this process generally benefits the consumer

which is, after all, the major raison ddtre for private
Still another aspect of industry structure is whether enterprise in food distribution.
companies in the industry will geographically diversify
or concentrate. The answer to this issue seems clear.
Geographic concentration is the trend and there are Implications for Manufacturers
neseral reasons for it. The food distribution industry is
mature and the super-store, while an important ad- It would be remiss to conclude this study without dis-
vance, is not enough of an innovation to allow food cussing its implications for food manufacturers. Clearly,
distributors to invade areas where they are not already the emphasis on higher sales per square foot discussed
represented. Such factors as the advantage of superior, herein will mean for manufacturers tough going for their
existing operators in an area acquiring any available and marginal brands and sizes. It may also mean tough going
desirable locations, and their consumer recognition and for marginal manufacturers.
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Manufacturers' new-item introduction activities will
also be affected by the changing nature of the retailing
and economic climates. Retailers will be more reluctant
than ever to grant shelf space to additional manufac-
turer offerings which provide only the pretense of new-
ness. Moreover, manufacturers themselves, because of
the high cost of capital, are unlikely to invest in research
and development and introductory advertising and pro-
motional expenditures for new products which have
only a mediocre chance of success. The forecast, there-
fore, is that the low level of new product introductions
in 1974 noted earlier in this report is likely to persist.

in looking forward, manufacturers can be heartened,
however, by the greater emphasis among retailers on
return on investment considerations. Private label prod-
ucts, which generally look less attractive by that stand-
ard than when examined on the basis of percentage
gross margin, clearly are losing some of their attrac-
tiveness to retailers. The result should be less irrational
and uneconomic competition for manufacturers brands
from private label products.

In addition, the emphasis in this study on everyday low
prices also has implications for manufacturers promo-
tional activities. These activities, both because of the
decline in new product entries and a shift in consumer
preference from psychic satisfaction to greater interest
in lower prices, will shift from emphasis on advertising
to more money spent on promotional allowances. In-
deed, lower everyday prices may even be substituted
for some of these promotional allowances. Furthermore,
couponing, a grossly inefficient way to provide the con-
sumer with reduced prices, hardly seems compatible
with lower everyday prices. If the threat of price con-
trols recedes further, an event closely related to the rate
if inflation, then there is a strong likelihood that man-
ufacturers, no longer fearful of being semi-permanently
imprisoned with inadequate margins, will substitute
permanenrly lower prices for some of their couponing.

mnother implication for manufacturers of this study is
its potential impact on their sales organizations. With a
shrinkage of the magnitude of 20tti anticipated in super-
market and super-store selling points in the neot five
'ears, further reductions in the size of manufacturer
sales forces will probably be warranted. Indeed, smin
particularly large food manufacturirs which have mod-
tiple sales forces may want to enamine the possibility
of consolidating their sales organizations.

The last matter of significance for manufacturers in the

study is the ramifications of the slow rate of gros th
anticipated in grocery store sales. Alert manufacturers
are already becoming mitre aggressive in their efforts
to serve the other minre rapidly growing sigiiselt of thl-
food business, which is the friod-away-from- lite l 11-
ponent of le induistry. Thea' uffuirts at'l several fliis
One is verial intsgr.rtirn by mt-ai, of Ih, eslalilish-
ment or aqitisition iii chaiits otf lt -fo I aitl- iir
restaurants. Anoither is inlut-sifying nrarketiig eftirts
and research and devebopirenit for new products to
sell to companies engaged in the fast-food, restaurant,
or institutional feeding businesses. Selling to these mar-
kets is really a form of industrial marketing. It will de-
mand of prominent packaged foods manufacturers skills
which, in most such organizations, were previously in
short supply. The acquisition of these skills, however,
may be necessary to maintain a satisfactory rate of
growth in the food business.
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APPENDIX A

ESTIMATES OF GROCERY STORE SALES AND
PRICE INDICES BY PRODUCT LINES, 1967-1974

In the text discussion of trends in grocery store sales and
prices, we have referred to estimates of sales by product
line and to price indices for specific product groups. The
data on which these estimates are based are presented
in Exhibit A-1, along with a listing of original sources.

For total grocery store sales, we have relied primarily
on the U.S. Censxo of Retail Trade. The Census data dif-
fer somewhat from published estimates such as those
given in the Annual Report on the Grocery Industry"
prepared by Progressive Grocer. For example, while the
Census reported grocery store sales of S93,327,525,000
in 1972, Progressive Grocer's estimat' was $101.7 bil-

lion. We regard the Census figure as more reliable. The
annual retail trade surveys published by the Census
Bureau, based on sample data, appear to have a sys-
tematic downward bias. For this reason, we prepared
our own sales estimate for 1974 of $120.1 billion. Thi, is
considerably higher than the Census estimate 151 t I
billion) but lower than that published in Progres-ri
Grocer 15130.8 billion).

The breakdowns of siles by product line at), based ox
estimates published annually by Spvtermarleting nid
Chain Store Age. These two source' differ sigtificantl
in product grilupings and ii stated coverage oi various
types of stores. We have relied primarily on Superntar-
keting, and have adjusted their figures somewhat. Our
estimates of the percentage distribution of total sales
are as follows:

EXHIBIT A-1

GROCERY STORE SALES, BY PRODUCT LINES, 1967,1972 AND 1974

Grocery Store Sales
Annual Growth Rate-
Sates at 1967 Price

19f7 1972- 1972- 1974- 1974- 1967- 1972-
Current At 1967 Curent Al 197 1972 1974
Dolbrs Pries Dolla. Prices

Food

Tradidional Nun-Foods
Heath & Beauty Aids
Other Nxn-Fonds

Total Grocery Store Sales

Price Indices
Fxod (At Homel
Traditional Nun-Foods
HBA
Oiher Nun-Foods
Total Store

$49.4 Bit. S$1.1 Bit. $51 B it. $ S 11.1 Bit. $56.1 Bil. 2 C1 .14 .
1.8 Dil. 14.') Bil. 12.1 Bit. 17.4 Bit. 12. Btiti 4.0 1.8
2.: Bit. 4.2 Bi i :.i Bil. s.tt Nil. 3.8 Bil. 9.5 2.2
1.$ 6 Bit. ($ .3 Bit $719 il. $ .2 s il. Bi $ .77 Bit 5 6.4 s 11.3

S65.1 Bil. S93.3 Hil. $76.9 Bil. $ 120}.1 Bil. S77.7 Hit. :1.4% 11.576

100

100
100

100

100

121.6
1214
116.9
120.9
121.3

162.4
136.4

_ 133.3
_ 130.0

154.6

i.'wrssi s [roe osaiS 1 dhapdi- rnicSf s05 tc' yC sls ,neas inriadthr 51t5.tssirblrchr hbad
- 6.Ordrs,-.lr by --.- ssc C~-s.s -a ac re-sar - ,srss by -0 r~

2M.Irb,s~d~ by -rc.s is--san -.soi a,-',d- - -ue a-c -o-- rhlirhr -IIs,aii -sSc~ia s',rA.-
sal. Iss.Fsd -scc --a - _ bls -h I. l.h. h lcdl i ad rrr l a r
-x.csys, ss~rcrsss.ih lo.. ,, s .d.siscs N..M, -I-- -i3rrlfesndcrl s csd re P~ rS1Plr rcs f ,ca s hcc sds g i o-idlAd,Oc2sc. lascon. 5. ,nl~cs is i.mm s r~scda. *1,5.1 br- s~s .inih'.

acd Thcssnbcrxs 1screiss ian s, h inc d,,,,.st rl's.,)' h cic rgh d Ia A ,i l csscb'shsdbscic ss s,Irli, Ib Asd' ', i,. ' s-, ss. - cc)b b nc

Product Lines
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Food
Traditional Non-Foods
Health & Beauty Aids
Other Non-Foods

1967 1972

76.0% 73.0:
15.0 16.0
3.5 4.5
5.5 6.5

1974

76.5%
14.5
4.0
5.0

As shown in Exhibit A-1, we have used separate price
Indices for eaclr of the four components of total gro-
cery store sales. Prices of all three categories of non-
foods increased less, in the 1972-74 period, than did
food prices For this reason, ourestimate of the price
index for total grocery store sales (1967 = 100) in 1974
is 154 6 about 77 1 points less than the price index for
rood alone.

APPENDIX B

footnotes to Exhibit 10

1. Derived from the figure of $120.1 billion shown in
Exhibir A-1 for 1974 total grocery store sales and
multiplied by optimistic and pessimistic forecasts of
growth in real sales of 1.9% and 1.5% per year,
respectively.

2. See Exhibit S.

3. The 35% figure is estimated from an approximate
average of the data shown in a publication of Kidder
Peabody & Company, Inc., daieil May 22, 1975, and
entitled, Common Stock Comparison of Selected
Supermarket Chain Companies. The 45%Y. figure is
the aulhors' eshimale Oi ilivid-nIo requirem'nts. 1i
emanates fr,,m increased inirresl in dividendso n the
part of investors in genrral and ie i :ntention that,
xvith slower growih ahiad, invesrors will ipil I
higher dividends from fI Ii sli) ks in particular

4 Historically supermarket companies have borrowed
two dollars, including capitalized leases, for each
one dollar of retained earnings. The more conserva-
tively financed companies, however, have borrowed
only one dollar including capitalized leases for each
dollar of retained earnings Isource for both esti-
mates: Kidder Peabody publication cited in footnote
31. The shortage of capital and both the need and
demand for a more conservative financial posture on
the part of lending institutions, however, convince
the authors that far less borrowed funds will be avail-
able in the next five years. Hence, the cash flow
shown here is based, optimistically, on the industry
being able tI borrow only one dollar including cap-

italizceti Iases W i, i v.1 t dlla',r or tilute I.taioi'it .a ..
ings and, pessimistically, only $.110 hil each dolla;
of retaineld earnittgs TIllt total cash fi-,' xho ili
Exhibit 10 is exqeptionally sensitive to ihis estilate
ol availabfi- borrowed funds.

S. Based ott a teftii-iaiiin rate ,if .81/. *i sa * ax
shown tI the C -imrll Univtrsily 'Oplra ,ng R . It
of Fo d Chrains f..r 117 1-74.

6. Assume iil lusry is 1... LIFO anil is cal;l Ilted o:n :he
basi ns, net working itlpilaIl eqiiatlingi or .,ieS
Additional pss i(ttis a; tlrat lost ii goodl, -rd
equirlas 11117 of sales, .tIl tire Lr redisd ,I;; relnineiz
1r,,r HIr() offsets 5ff'., oii B .hddiliiiAl isorking
alii.iI qiruil fir fill;llte " 1ltlirc of iiiilaii,ii on

inveintori's,

7. Baseil in arl rnil siry sri , tire inivesinient itt ,n-
st re fisel .tss-ts is estiateld at 2% of Sale. ft is
assumed tiltat tlir espenditues for modernizalion of
these facililies equals 5 Y,. of their value. Therefore
ihese expenses amount to 1/10 of 1%° of existing
sales. Expenditures for non-store fixed assets is es-
timated at 2% of the annual increase in sales.

B. Figures shown are an extrapolation of data provided
in Progressive Crocer, April 1975, page 116, for re-
modeling and new equipment purchases for esisting
independent supermarkets. By the typical yeir on
which the exhibit is based the lumber of superirrar-
kets is anticipated to have declined to 28,880 from
:11430 estimatedf to he it existence in 1974 bs Pro-
giri-r trv ir'r Iti.gi' ilt liih April '179 isii75
Opltiirislilly, r..rr.ord Bling ail I tew equipmene pur-
chlases per sdore are esinmated 1o incriase 5". an-
nually dtie to inflation ant, pessimistically, 10- ,,.

9 Assume that industry will install scanners in about
1,000 stores annually and that the 1974 cost per store
would be about $12001)9. Five and ten percent are
used as the optimistic and pessimistic assumptions
concerning toe escalation of these costs due to
inflation.

10. The cost of a super-store in the typical year comes
from the 1973 cost of S1.325 million for a super-
store with a selling area of 28,000 square feet (The
Supermarket Industry Speaks, 19741. This cost is ad-
justed for inflation, optimistically, at the rate of 5%
annually for 41/i years, and pessimistically at the rate
of 10% annually for 414 years.
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SUMMARY

In order to envision some of the dimensions of food
distribution in the period between now and 1980, this
study has reviewed major developments in the environ-
ment and the industry in recent years. This review, com-
bined with an analysis of both external trends relevant
to the industry and changes taking place within food
distribution, has led us to a number of conclusions.

* Although there will be variations among regions
and companies, overall we anticipate that the real
growth in grocery store sales between now and
1980 will be in the vicinity of 11r to 2% annually.
This estimate compares adversely with real annual
average growth in food store sales of 3V/r% from
1967-1972, but it represents a recovery from the
absence of real growth in grocery store sales in the
1973-1974 period.

* The combination of slow growth and the expecta-
tion that consumers will remain acutely price con-
scious results in the prediction that competition
within the industry will intensify. It is doubtful,
however, that significantly new types of food out-
lets-such as "warehouse stores"-will gain promi-
nence between now and 1980. Instead, the trend
toward fewer and larger foodoutlets,mostofvwhich
will be "super-stors," will continue. By 1980, these
stores should represent approximately one-quarter
of all supermarkets and account for approximately
45% of all grocery store sales.

* Although super-stores will bear a distinct resem-
blance to current supermarkets, they will differ
in some respects. Their checkout stands will be
equipped with scanners. More of them will have
service departments such as delicatessens and in-
store bakeries, and a distinct area devoted to fast-
moving convenience non-foods. More promotional
emphasis will be given to everyday low prices than
to hot weekly specials. Because of consumer de-
sires, and because a high proportion of store
expenses will be fixed, these stores will be open
longer hours. Finally, in order to satisfy consumer
interest in low prices- these stores will endeavr
to hold or decrease gross margins by increasing
sales per square foot. On average, super-stores, in
1974 dollars, may be achieving sales per week per
square foot of selling space of $7.00 by 1980.

* A combination of factors, however, indicate that
caution is warranted, and indeed financially essen-
tial in the construction of super-stores. First, they
represent only an evolutionary improvement over
existing supermarkets. Thus, if they are built pro-
miscuously in proximity to well-run supermarkets,

they may not attain the volume necessarr for y-o:it-
ability. Essentially, supter-siore descrited im hi-
study need about a one-thirit iarkit 'hare in a
trading area of Sttit X e piopli in rtrder to priper
Secondly, because srf inticipiteil 'jpiilI shorl.rges.
cash flow in tie f..d industry is likely Iii be ruins-
constrained in tdre futurs f in itIe at Illiris.
the limited (ash availablte r irvesti-iit ini
super-stores should be eeplidsdilh s-ceiiiril
prudence.

* Super-store growth and the iittense imprrionni
which will accormpany it suggest further mnodRa-
tions in industry structure in iorthc .rr..ng years.
Competition will continue to purge the industry
of marginal operators. The remaining companies
will tend to concentrate their operations close to
existing distribution facilities. Given the maturity
of the industry, invasions of new territories, except
by mergers or acquisitions, are likely to result in
unacceptable returns on investment sir no returns
at all.

* In this changing milieu, chains are unlikels to
make further gains in market share at the esperse
of affiliated indvtendenras. The advantage in labon
costs frequently usse-ssd by irdependents, aorm-
bined with their strong relanirnirship svith efincieni
wholesalers, should, at the very least, shwar fur-
lIner chain stain market share gains.

* Despite the maturity of the industry, food distribu-
tors are unlikely to engage in much diversification
in forthcoming years. Cash flow will be limited and
the increasingly capital intensive nature of theist
dustry will absorb more of their funds. '

* The implications do these events for suppliers are
numerous. Their strategies for new product intro-
ductions, for maintenance of healthy market shares
for their existing brands, and for the size and de-
ployment ot their sales trices will have lo be irrodi-
fied. Moreover, most major suppliers Is Il endeas or
to enhance their parIlripuiinri is the enure ripidl,
growing fundl-,way-lr ti-hunenra,- rkut.

Although the last half of the seventies will provide the
food distributisn system with nunmerorus challenges, an
outlook of doom and glinon would be unwarranted.
The changes in investment patterns, strategies, and atti-
tudes which will be requited are well within the capa-
city of the system. The decade is likely to end with
fewer but stronger operators at the retail and manu-
facturer level. Moreover, the system should serve con-
sumers more efficiently and more effectively.
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