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I. Introduction

I would like to thank the committee for inviting me to testify today. My comments will
be divided into three sections. First, I would like to review the changing structure of the food
distribution industry and try to highlight how changes in the structure of the system affect access
to food by low income urban consumers. Then, 1 will move on to discuss performance issues
and highlight impacts on low income urban consumers. Finally, 1 will discuss policy options
including the possibility of joint public private initiatives to improve the structure and
performance of the food distribution system for low income urban consumers.

In preparing my testimony I came across a 1987 report by this committee titled
"Obtaining Food: Shopping Constraints on the Poor." It provides an excellent review of the
research prior to 1987 and develops very credible conclusions and recommendations that hold
to a large extent in 1992, My comments today will primarily supplement that earlier report by
explaining recent major shifts in the organization and performance of the industry, commenting
on recent research on the industry and the food access issue, and suggesting some new policy

initiatives.

* The author is Director of the Food Marketing Policy Center, Agricultural and Resource Economics,
University of Connecticut, Storrs, CT. Paper presented as testimony before the House Select Committee
on Hunger in Washington, D.C. on September 30, 1992.



I1. Changing Structure of the Food Distribution System

The trend towards fewer, larger grocery stores continued unabated during the 1980s and
quite possibly accelerated. The number of food stores of all types declined dramatically from
1982 - 1987 (Figure 1). Total grocery store sales continued its rise (Figure 2). Consequently,
sales per store continued to rise during the 1980s.

A recent special tabulation of the 1987 Census Retail Trade data cbmmissioned by the
Food Marketing Policy Center, University of Connecticut, provides more detailed evidence on
the penetration of supermarkets and rising seller concentration in local market areas. Figure 3
indicates that the percent of grocery stores that were supermarkets jumped dramatically from
14.3 percent in 1982 to over 22 percent in 1987. The share of grocery store sales accounted
for by these supermarkets was 80 percent in 1987, up from 74 percent in 1982.

Given the well documented shift of supermarkets away from low income urban
neighborhoods, residents in such neighborhoods have only been able to share in this shift to
supermarkets by shopping at a greater distance from their homes. Those that do not have access
to transportation are served by the distribution system that is left behind in urban neighborhoods.
Such retail outlets tend to include older, smaller supermarkets, and grocery stores that are
smaller than supermarkets (i.e. stores with less than $2 million in annual sales and a more
limited selection of items), specialty food markets, and convenience stores.

In addition to becoming the primary distribution vehicle for the grocery industry,
supermarkets are falling under the ownership of relatively few large grocery chains in each
metropolitan area. Figure 4 documents the increase in the share of grocery store sales accounted

for by the top four supermarket chains in 87 metropolitan areas for which comparable data are
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Figure 3. SUPERMARKETS AS A PERCENTAGE OF GROCERY STORE NUMBERS AND SALES

Source: Cotterill, Ronald, W., "Food Retailing: Mergers, Leveraged Buyouts, and Performance,” Food
Marketing Policy Center Research Report 14, University of Connecticut, September, 1991. Also in,
Lawrence Deutsch, ed., Industry Studies, Prentice Hall:Englewood Cliffs, (forthcoming 1992).
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Figure 4 Average Four-Firm Concentration Ratio for 87 Same Definition MSAs by 1987 Population,
1977-1987.

Number of MSAs per Population Group

Group Number
(x 1000) of MSAs
< 250 44
250-500 18
500-750 11
750-1000 3
1000-1500 4
> 1500 7

Sources:

Parker, R.C. 1985. Concentration, Integration and Diversification in the Grocery Retailing
Industry. Bureau of Economics. Federal Trade Commission.

1982 Census of Retail Trade, Special Tabulation, Food Marketing Policy Center, University of
Connecticut.

1987 Census of Retail Trade, Special Tabulation, Food Marketing Policy Center, University of
Connecticut.

1989 Statistical Abstract.



available." The concentration trends are displayed for different size metropolitan areas. Figure
4 indicates that concentration was lowest in 1987 for metropolitan areas that had more than 1.5
million people, however, there has been a persistent upward trend in concentration for all city
size groups. The concentration trends tend to be rather stable from 1977 - 1982, however,
during the 1980s there was a dramatic increase in seller concentration. A significant component
in the concentration was due to the relaxed horizontal and conglomerate merger policy during
the 1980s. This relaxation contributed significantly to this rise in concentration by allowing
leading firms in local markets to merge and by allowing major potential entrants to enter by
buying established supermarkets rather than building new ones (Cotterill, 1988). Concentration
has also increased because leading chains have adopted popular new store formats that have
enabled them to expand their market shares.

During the 1980s the food distribution system became more diverse and segmented.
Figure 5 illustrates how different store formats meet different consumers desires for service
(higher prices) and product mix. This fragmentation of the delivery system into strategic groups
has been driven by rising incomes and shifting lifestyles that have resulted in distinct segments
of the population desiring particular supermarket formats. Conventional supermarkets are
defined as full line grocery stores that are less than 30,000 square feet. Very few of these
relatively small supermarkets were built during the 1980s. Instead, supermarket chains moved
to the construction of super stores which are defined as full line supermarkets with more than

30,000 square feet of selling space. Superstores carry auxiliary departments such as an in-store

' Appendix Table A-1 lists the metropolitan areas included in Figure 4 that have more than 500,000

residents. The same trend holds in all U.S. metropolitan areas with unadjusted data, however, using a
larger sample requires adjusting for the impact of changes in boundaries on concentration.
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Figure 5. SUPERMARKET FORMATS/STRATEGIC GROUPS

Source: Cotterill, Ronald, W., "Food Retailing: Mergers, Leveraged Buyouts, and Performance," Food
Marketing Policy Center Research Report 14, University of Connecticut, September, 1991, Also in,
Lawrence Deutsch, ed., Industry Studies, Prentice Hall:Englewood Cliffs, (forthcoming 1992).



bakery, a delicatessen, and extensive lines of non food items. In the late 1980s superstores
averaged 43,000 square feet in size. Another store format that is increasingly popular during
the 1980s is the combination store which combines a grocery store with a drug store. A third
format, the hypermarket, also includes a full scale mass merchandise operation.
Combination stores that were built in the late 1980s average 58,000 square feet in size.
Although they are larger than traditional supermarkets, superstores and combination stores have
been shown by research to have higher prices (Cotterill, 1983). The prices tend to be higher
because they offer more products and more services in a fancier shopping environment than the
smaller traditional supermarkets. Directly observable market evidence on this proposition is
available by examining the rapid expansion of the Food Lion chain throughout the southern
United States. Food Lion has chosen to build traditional supermarkets that offer a standard
supermarket product line without fancy services. This "back to basics" merchandising strategy
in combination with an aggressive product procurement strategy at the wholesale level and
possibly lower wages due to being a non union operation have enabled Food Lion to offer
grocery products at significantly lower prices to consumers.

Food Lion’s stores aren’t big or fancy, but they’re clean and well organized,

offering just as many food products as the competition but eliminating profitable

but slow-moving nonfood items like prescription drugs, pots and pans and

hardware. The stores, requiring little space for nonfood items, average 25,000

square feet, about 20% to 35% smaller than competitors like Winn-Dixie or

Kroger (Poole, 1991).
To date this revival of the conventional chain supermarket has not materialized in inner city
urban neighborhoods.

Another format that gained increasing consumer acceptance during the late 1980s and

early 1990s is the warehouse or superwarehouse supermarket. Super warehouse supermarkets



are stores with more than 30,000 square feet. Warehouse stores focus upon offering grocery
products at the lowest possible price by eliminating in-store services and amenities. Research
has shown that warehouse stores offer food products at prices that are 5 to 10 percent lower than
super stores or combination stores. Their presence in a retail market also tends to be pro
competitive because they force other types of supermarkets to lower their prices (Marion, 1992,
Cotterill, 1983).

Warehouse supermarkets probably offer the best value for low income urban consumers,
however, they have tended to locate in suburban areas rather than the central city. One notable
exception to this location phenomena is the Shoppers Food Warehouse chain that has rapidly
grown in the Washington, D.C. area over the past five years. The chain currently operates 28
warehouse supermarkets in Washington, D.C. with a market share of 10.6 percent, up from 15
supermarkets and 4.6 percent market share in 1986 (Metromarket Studies, 1987, 1992).
Shoppers Food Warehouse stores average 48,000 square feet. The stores are equipped with
scanners and advanced electronic ordering capabilities, and have instore bakeries and
delicatessens (Progressive Grocer, 1992).

Wholesale price clubs (not shown in Figure 5) are mass merchandisers such as B.I.’s
Wholesale Club, Sam’s Club, and Pace Membership Warehouse. These large mass merchandise
outlets tend to offer consumers food products that they have purchased on special deals from
food manufacturers at very attractive prices. They also tend to offer large institutional sizes or
whole cases of grocery products at substantial savings to consumers. In addition to not being
located in urban central city neighborhoods, these stores require consumers to invest substantial

amounts of money, and hold large inventories of food products in their homes, for consumption



Table 1 NUMBER AND SALES, BY TYPE OF FORMAT: 1980 AND 1988

Supermarket Format

Percent Distribution

Number Sales (bil.dol.) Number Sales
1980 1988 1980 1988 1980 1988 1980 1988
Supermarket totals 26,321 26,300 157.0  230.9 100.0 100.0 100.0 100.0
Conventional 21,009 15,590 1147 988 79.8 57.8 73.1 42.8
Superstore 3,150 3,600 27.8 69.5 12.0 20.8 17.7 30.1
Warehouse 1,670 3,375 6.6 28.8 6.3 12.5 4.2 12.5
Combination food & drug 475 1,250 6.3 19.9 1.8 4.6 4.0 3.6
Superwarehouse 7 375 1.6 89 (z) 1.4 1.0 3.9
Hypermarket 10 110 (NA) 5.0 (z) 4 (NA) 22

Source: Statistical Abstract of the United States, 1990, p. 774.

Source: Cotterill, Ronald, W.,

"Food Retailing: Mergers,

Leveraged Buyouts, and

Performance," Food Marketing Policy Center Research Report 14, University of Connecticut,
September, 1991. Also in, Lawrence Deutsch, ed., Industry Studies, Prentice Hall:Englewood

Cliffs, (forthcoming 1992).
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over an extended period of time. Given the lack of financial resources and often the lack of
space for appropriate storage of food at home this particular option is often not viable for low
income consumers. Table 1 documents the penetration of the newer formats. The share of
sales made by conventional supermarkets declined from 73.1 percent in 1980 to 42.8 percent in
1988, whereas the share for the more highly merchandised and expensive superstores increased
from 17.7 percent to 30.1 percent and the share of the lower service lower price warehouse
supermarkets increased from 4.2 to 12.5 percent. The wholesale price clubs are so recent that
they do not appear in the 1988 data, however, they are growing rapidly in some local market
areas.

The merger and leveraged buyout wave of the 1980s affected the food retailing more than
any other industry in the U.S. economy and has major implications for the performance of the
industry, including its impact on low income urban consumers. Mergers and hostile takeover
induced leveraged buyouts during the 1979-1989 period affected 81.6 percent of top 20 chain
sales, Table 2 lists the top 20 chains for 1972, 1979 and 1989. Noie that the list remains
essentially the same for 1972 and 1979. A&P’s chronic management failure resulted in severe
retrenchment for that company during the 1970s. It closed over a thousand stores, barely
increased sales in nominal terms, and dropped to the number three position. By comparison,
Safeway Stores Inc. more than doubled its nominal sales during this period and moved into the
number one position.

In 1979 major changes began to affect the industry. A&P was acquired by Tenglemann,
the largest supermarket chain in Europe which is owned and controlled by a West German

businessman, Erivan Haub. Also in 1979, American Stores, Inc. (Alpha Beta stores in the west,
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Acme stores on the east coast) was acquired by Carl Skaggs who until then primarily operated
drug stores. Under new leadership, these two old line companies embarked on aggressive
Imerger campaigns.

A&P’s strategy, as explained by its Chairman and CEQ James M. Woods to the New
York Times, is to acquire and "operate as many dominant regional chains as we can”". He
further stated "that large volume sales are not the total answer. High market share (in local
markets) and good profit return on a local level are...” (Delchamps, Inc., 1988). Since 1979,
A&P has made good on this strategy. It acquired Kohls the leading firm in Milwaukee and
number two firm in Madison, Wisconsin in 1983. In 1984 it also acquired the leading firm in
Madison. A&P then made major acquisitions in other markets including Shopwell (New York,
1986), Waldbaums (the leading firm in New York, and in Connecticut SMAs, 1986), Bormans
(the leading firm in Detroit, 1989), and Steinbergs (a major chain in Ontario, 1990). A&P tried
unsuccessfully three times to take over Delchamps, a leading regional chain in the South (1986,
1987, 1988). It also tried unsuccessfully to acquire Chathams Supermarkets, Inc. in 1984 (then
the second largest chain in Detroit). Since A&P was already in most of these SMA markets,
the mergers were horizontal resulting in increased market share for A&P and the number one
market share position in Milwaukee, Madison, New York, and Detroit.

Under Carl Skaggs’ aggressive leadership, American Stores also launched on an
acquisition campaign. American preferred, however, to go for reaily big companies. In 1984
they acquired Jewel Tea Companies the eighth largest chain in the U.S. in 1979 (Jewel in
Chicago area, Star Markets in Boston, Buttreys in the upper Great Plains, and Eisners in

Indiana). Since American operated no supermarkets in the SMAs where Jewel operated this was
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Table 2 Top Twenty Retail Chains of 1972, 1979, and 1989, Ownership/Finance Changes Between

1979 and 1989.

Name Name Name
Sales ($ million)/ Sales (3 million)/ Sales {3 million}/
Share (%) Share (%) Changes Share (%)
Rank 1972} 1979' 1979-1989 1689!
1 A&P Safeway (LBO-KKR 1986) American
(6,35%)7.21 (13,718)7.52 (22,004)6.27
2 Safeway Kroger (RECAP-G.Sachs 1988)° Kroger
(6,057)6.86 (9,029)4.95 (18,832)5.37
3 Kroger A&P {acquired by Safeway
(3,791)4.29 (6,684)3.66 Tengelmann §979) (14,325)4.08
4 ACME (American} American {acquired by A&P
(2,025)2.29 (6,121)3.36 Skaggs 1979) (11,100 3.16
5 Jewel Lucky Stores (acquired by Winn-Dixie
(2,009)2.28 (5,816)3.19 American 1988) (9,151)2.61
6 Lucky Winn-Dixie Albertson’s
(1,988)2.25 (4,93132.70 (7,420)2.11
7 Food Fair Grand Union {LBO-Mgmt, 1988, acquired SGC
(1,980)2.24 (3,1381.72 by Miller, Tabak, Hirsch 1989} (6,299 1.79
B Winn-Dixie Jewel Cos. {acquired by Publix
(1,834)2.08 (2,818)1.54 American 1984) (5,386) 1.53
9 Grand Union Albertson’s Vons
(1,380) 1.56 (2,674)1.47 (5,200) 1 .48
10 Supermarkeis GC (SGC) SGC (LBO-Mgmt, 1987) Food Lion
(1,194)1.35 (2,370) 1,30 (4,717 1.34
11 National Tea Stop & Shop {LBO-KKR, 1988) Stop & Shop
(1,090 1.23 (1,8791.03 (4,636)1.32
12 First National Publix AHOLD*
(849) .96 (1,800) .99 (3,63011.03
13 Stop & Shop Dillen (acquired by Giant Food
{774) .88 (1,792 .98 Kroger, 1983) (3,250) .93
14 Albertson’s Yon's (LBO-Mgmt, 1985 Grand Union
{682) .77 (1,500% .82 from Household Int.} 271777
15 Publix Food Fair (bankrupt, exited 1988) H.E. Butt
(676) .77 (1,492) .82 (2,586) .74
16 Fisher Foods First National (LBO, acquired by Ralphs
(6500 .74 (1,365).75 AHOLD 1985) (2,556).73
17 Giant Food Fisher Foods (merged with Riser Foods, Fred Meyet
(496) .56 (1,336) .73 988, diyested, mai (2,285) .65
18 Dillon Giant Food &msfon omml& _5 Bruno’s
(406) .46 (1,243) .68 (2,134} .61
19 Waldbaum Waldbaum (acquired by Dominick’s
(394) .45 (1,103) .60 A&P, 1986} (2,000) .57
20 Fred Mever Fred Meyer Hy-Vee
(349) .40 {1,060y .58 (1,8007 .51

Top Twenty Sales
Total Grocery Sales

Source:

34,993 37.49%
93,328

! 1979, and 1989 sales reported by Progressive Grocer Marketing Guidebook 1981,

71,869 38.38%
187,242°

1991; Bureau of Census, Statistical Abstract, 1981.

z Cotterill and Haller, 1987; Bureau of Census, Statistical Abstract, 1977,
After 1977, Census reports establishments with payroll, the 1979 figure is adjusted upward based on

the ratio of total sales to payroll sales for the 1977 census.
* Includes Giant Food Stores, Carlisle, PA., Bi-Lo, and First National.

In response to hostile takeover by Haft

recapitalization. Operationally it is equivalent to’an LBO.

132,028 37.61%
351,000

family, Kroger with Goldman-Sachs did a leveraged

Source: Cotterill, Ronald, W., "Food Retailing: Mergers, Leveraged Buyouts, and Performance,” Food
Marketing Policy Center Research Report 14, University of Connecticut, September, 1991. Also in,
Lawrence Deutsch, ed., Industry Studies, Prentice Hall:Englewood Cliffs, (forthcoming 1992).
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a pure market extension merger; however, it eliminated American as a potential entrant into
these markets. In 1988 American acquired Lucky Stores, Inc.( the fifth largest chain in 1979).
In return it offered to spin off its Eagle supermarket division located in Illinois. This $22 billion
in sales mega-merger was a horizontal merger in several California metropolitan areas. The
Federal Trade Commission consented to the merger after requiring American to divest between
30-40 stores in order to obtain 362 Lucky Stores in California. However, the California
Attorney General launched a more vigorous challenge, carried it successfully to the Supreme
Court, and in early 1990, forced American to divest either all of its Alpha Beta or Lucky Stores
in California before 1994. American divested the Alpha Beta chain (145 supermarkets) to Food
4 Less in April 1991,

The other major type of strategic move that dominated the supermarket industry during
the 1980s was the hostile takeover attempt and subsequent leveraged buyout (LBO) by the
successful raider or by the attacked management with assistance from a cooperating investment
bank. The first and largest was the 1986 hostile takeover attempt on Safeway by the Haft
family. Safeway management countered with a LBO financed by Kohlberg, Kravis and Roberts
(KKR). In 1987, Supermarkets General (Pathmark, Purity Supreme, Heartland Supermarkets)
went LBO under pressure from a hostile takeover threat. In 1988 the management of Stop and
Shop Supermarkets, Inc. and Kroger, in response to hostile takeover attempts by the ubiquitous
Haft family, took their firms private with the assistance of KKR. In 1989, 24 percent ownership
and effective control of Grand Union (New York, Connecticut, Pennsylvania, New Jersey and
Vermont) was acquired by the investment firm Miller, Tabak, and Hirsch to complement their

prior acquisitions of Weiss Markets (Pennsylvania), P&C (New York and Vermont), and Big
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