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ABSTRACT

This report relates the findings of a comparison of
establishment-level productivity in the retail grocery trade
between the Provinces of Newfoundland and Ontario. This
industry was one of several randomly selected for detailed
study and analysis by the Economic Council of Canada as part
of its Newfoundland Reference,

The institutional structure of the retail food industry is
quite different within the two Provinces. Food sales in
Ontario are dominated by chain store organizations and group
independents who account for 73.0 percent and 17.2 percent of
total food store sales respectively. Sixty-four percent of
sales in Newfoundland, by contrast, are made by unaffiliated
independents and only 36.0 percent by the corporate chains.
Group independents are virtually unknown in Newfoundland
although there are a number of consumer cooperatives that sell
grocery products at the retail level.

At the aggregate level, food store productivity in Ontario is
significantly higher than in Newfoundland on almost every

measure of output. While food stores in Newfoundland are
generally less productive than those in Ontario, this situation
does not necessarily hold for all sectors of the industry.
Corporate chains, for example, while accounting for less than
half the percentage of food store sales they represent in
Ontario, are at least as productive and considerably more
profitable, Independent stores, on the other hand, are by far
the least productive sector in either Province, although much
more so in the case of Newfoundland. This is particularly true
of the unaffiliated independents that are not consumer coopera-
tives, It 1s the low productivity of this independent sector in
Newfoundland that accounts for the relatively poor performance

of the entire industry within the Province., Because of their
large number and significant cumulative share of total food store
sales, their effect on the productivity of the entire retail food
industry is quite significant.

Reducing the size of this independent sector and encouraging the
establishment and expansion of vertically integrated and coordinated
food marketing systems, whether independent or corporately owned,
would appear to be the quickest way to achieve a higher aggregate
level of productivity in the retail grocery trade.
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A section on econometric analysis draws on some of the hypotheses
raised in the text and attempts to test these using the tools of
econometric analysis. The results are in some respects at variance
to those in the prevailing literature - for example economies of
scale are found to be both present and pervasive in the retail
grocery industry.

*This study, one of nine undertaken as part of the Establishment-
level Productivity Study in the Economic Council's Newfoundland
Reference was used in the preparation of Chapter 5 of the Economic
Council's main report, Newfoundland: From Dependency to Self-
Reliance, Supply and Services Canada, Hull, Quebec, Catalogue Number
EC22~-85/1980. The bulk of the work was undertaken during 1979

and remarks made are generally relevant to that year.
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RESUME *

Dans le présent document, l'auteur donne les résultats au niveau

de l'entreprise, d'une comparaison de la productivité du commerce
de détail des aliments dans les provinces de Terre-Neuve et de
l'Ontario. Cette industrie a été choisie au hasard parmi de
nombreuses autres en vue d'une étude détaillée effectuée par le
Conseil économique du Canada dans le cadre de son Mandat sur Terre-
Neuve.

La structure institutionnelle de 1l'industrie de l'alimentation au
détail est assez différente d'une province a l'autre. Le gros des
ventes des produits alimentaires en Ontario vont aux chalnes de
magasins et aux commerces indépendants regroupés qui détiennent
respectivement 73,0 et 17,2 % du total des ventes de produits
alimentaires. Par contraste, 64 % des ventes a Terre-Neuve sont
faites par des magasins indépendants non affiliés et 36,0 % seulement
par les chalnes de magasins. Les commerces indépendants regroupés
sont quasi inexistants a Terre-Neuve, mais on y trouve un certain
nombre de coopératives de consommateurs qui vendent des produits
alimentaires au détail.

Prise globalement, la productivité des magasins d'alimentation en
Ontario est sensiblement supérieure a celle de Terre-Neuve et cela,
pour presque toutes les mesures de la production. Meme si le
secteur de l'alimentation au détail de Terre-Neuve est généralement
moins productif que celui de l'Ontario, il ne faut pas en déduire
qu'il en va de méme pour tous les secteurs de l'industrie. Ainsi,
les chalnes de magasins, méme si elles ne comptent que moins de la
moitié du pourcentage des ventes par rapport a 1l'Ontario, sont tout
aussi productives et beaucoup plus rentables. De leur coté, les
magasins indépendants sont de loin les moins productifs dans 1l'une
ou l'autre province, mais ils le sont encore beaucoup moins a Terre-
Neuve. Cela est particuliérement vrai des magasins indépendants

non affiliés qui ne sont pas non plus des coopératives de consomma-
teurs. La faible productivité des magasins indépendants a Terre-
Neuve est la cause de la performance relativement faible de toute
1'industrie dans la province. En raison de leur nombre considérable
et de leur importante part globale du total des ventes de produits
alimentaires, leur effet sur la productivité de 1l'ensemble de
1'industrie alimentaire au détail est assez considérable.

I1 semble que le moyen le plus rapide d'atteindre un niveau global
plus élevé de productivité dans le commerce de détail des aliments
serait de réduire le nombre des magasins indépendants et d'encourager
1'établissement et 1'expansion de systémes de commercialisation
formés d'éléments verticalement intégrés et coordonnés, qu'il
s'agisse de magasins indépendants ou de chaTnes détenues par des
sociétés.
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Dans une section économétrique, 1'auteur reléve quelques-unes des
hypothéses posées dans le texte et leur fait subir 1'épreuve de
1'analyse économétrique. A certains égards, les résultats different
de ceux de la documentation habituelle : par exemple, il est démontré
que les économies d'échelle existent et qu'elles sont meme générales
dans le commerce de détail des aliments.

*La présente étude est l'un des neuf ouvrages faisant partie de
1'Etude sur la productivité au niveau de 1'établissement, réalisée
par le Conseil économique aux fins de son Mandat sur Terre-Neuve.
Elle a servi a la rédaction du chapitre 5 du rapport principal du
Conseil Terre-Neuve -- Au-déla de la dépendance, Approvisionnements
et services Canada, Hull, Québec, n® de catalogue EC22-85/1980F.
Comme elle a été en grande partie effectuée en 1979, les remarques
portent généralement sur cette année-la.




I INTRODUCTION

Following the 1977 release by the Economic Council of the report
entitled "Living Together: A Study of Regional Disparities"”, the
government of Newfoundland and Labrador successfully approached the
Prime Minister of Canada to have the Economic Council of Canada carry
out an indepth study of the province, including an inquiry into the
difficulties in making production efficiency in Newfoundland as high
as elsewhere in Canada. One research project carried out under this
program is the "Establishment-Level Productivity Study."

The two main goals of the Establishment-Level study are to
determine 1f statistically significant productivity differences exist
between similar establishments within the same industry in Newfound-
land and Ontario and to explain the reasons for these productivity
differences where they appear. Identifying reasons behind produc-
tivity differences should lead to constructive policy recommendations
which can serve to reduce the economic disparity between the two
provinces.

One of the industries selected for detailed study at the
establishment level was the retail grocery trade, Standard Industrial
Classification Code 5411. This industry is composed primarily of
"grocery, confectionery and sundries stores”, "combination stores
(grocery stores with fresh meat)” and "grocery stores”. In 1971
these three store groups represented 95.0 percent and 78.3 percent of
the total food stores in Newfoundland and Ontario respectively, and

accounted for 96.0 percent and 86.3 percent of total food store sales

within each province.




II OVERVIEW OF THE INDUSTRY IN NEWFOUNDLAND AND ONTARIO

Importance of Food Store Retailing

In 1977 food stores in Canada sold over $15 billion in merchan-
dise representing 25 percent of total Canadian retail trade. Most of
this volume moves through "combination stores"” or retail outlets in
which the sales of a balanced line of food products form the dominant
business activity with fresh meats, fish and poultry accounting for
at least 20 percent but less than 60 percent of total sales. These
"combination stores" alone represent 18.6 percent of total retail
sales in the country (Table 1) which amounts to 74.4 percent of
total food sales.

The importance of "combination stores" varies considerably
within different parts of the country. For example, using data from
Table 1 it can be demonstrated that this type of retail institution
accounts for only 53.9 percent of the retail food trade in Newfound-
land versus 78.2 percent in Ontario.

Food store sales per capita in 1978 averaged $538.02 for New-
foundland and $727.18 for Ontario (Table 2). This represents a 110-
120% increase over per capita sales during 1971. While this is a
substantial incrgaserver an eight year period, per capita food sales
in relation-to personal disposable income has declined from 13.3
percent to 1l1.4 percent in Newfoundland And 11.3 percent to 10.0
percent in Ontario. While Newfoundlanders coﬁ£inué to spend a

smaller absolute amount but a larger share of their personal
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Table 1

Retall Trade - 1977

Combination Stores and Grocery, Confectionary and Sundries Stores

Canada

Newfoundland Ontario

Total Sales

(000)$

% 0f Total Sales

Total (000)$

Z of Total Sales

Total (000)$

% of

Total

Combination Stores 11,442,496

"Grocery, Confectionary and

Sundries Stores 2,928,335

All Other

Food Stores 1,041,046

All Other
Retail Stores 46,239,386

Total, all Stores 61,651,263

18.6 149,515

4.7 125,440

1.7 3,570

75 .0 857,910

100.0 1,136,435

13.2 4,629,917

11.0 873,561

0.3 436,886

_75.5 16,770,537

-100.0 22,710,921

20.4

3.8

1.9

LS )

100.0

1 1Includes all other retail trade exclusive of food and groceries.

Source: Statistics Canada, Catalogue 63-005, Retail Trade. March 1978 edition.
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Table 2

Per Capita Personal Disposable Income

and Food Store Sales for Ontario and Newfoundland

1970-1978
Ontario Newfoundland
Food ' Food
Personal Store Personal Store
Disposable p4 Sales y4 Disposable p4 Sales 4
L Income $ Change $ Change Income § Change $ Change
1970 2939. 347.12 1718. 245.68
1971 3189. + 8.5 361.03 + 4.0 ‘1893.A +10,2'+250.99 +. %4
1972 3571. + 12.0 378.76 + 4.9 2108. + 11.4 256.43 % 2.2
1973 4059. + 13.7 417.42 + 10.2 2441. + 15.8 283.82 + 10.7
1974 4700. + 15.8 486.58 + 16.6 2974. + 21.8 343.76 + 21.1
1975 5354. +13.9 560.17 + 15.1 3485. + 17.2 420.68 + 22.4
1976 6000. + 12.1 618.65 + 10.4 3851. + 10.5 477.03 + 13.4
1977 6591. > 5.9 638.78 = 6.3 4209. + 9.3 487.60 + 2.2
1978 '
(est.) 7240. + 9.8 727.18 + 10.5  4740. +12.6 538.02 + 10.3
8 Year Average +146.3 +109.5 ‘ +175.9 +119.0

Source Maclean-Hunter Research Bureau as reported in the Canadian Grocer,

February, 1979.
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disposable income on food products the gap has shrunk from 2.0
percent to 1.4 percent during this interval. This {ndicates that
although food retailing still accounts for a significant proportion
of consumer's disposable income in both provinces it is by no means

the fastest growing retail trade sector.

Structural Aspects of the Retail Grocery Trade

The institutional structure of the retail food industry is also
quite different within the two provinces. Food sales in Ontario and
the country as a whole are dominated by chain store organizationsvor
“"organizations operating four or more retail outlets in the same kind
of business, under the same legal ownership”. These are also
commonly referred to as "corporate chains” as, in most cases,'orgaﬁi—
zations with common ownership of four or more units are publicly or
privately incorporated companies. The growth of these chains has
been most spectacular in Ontario where, by 1972 they held 69.8 per-
cent of total food store sales (Table 3). By 1978 this had slowly
increased to 73.0 percent or a total of $4.5 billion. Most of these
chain outlets would be classified as either supermarkets or con-
vénience stores.

Corporﬁte chains, on the other hand, have‘never achieved the
same level of market penetration in Newfoundland. While the chains
doubled their share of the retail food market from 17.5 percent to

35.1 percent between 1968 and 1975 their position has increased only
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marginally over the pas; three years.

Also of importance in Ontario and the rest of Canada are the
group independents or a number of independent retailers who are
associated together in a voluntary group usually sponsored by a
wholesaler.Z Most of the large vouluntary groups in Canada have a
national organization through which franchises are granted to whole-
salers who, in turn, service retailers who operate under a common
store name. These group independents accounted for 26.4 percent
of Canadian food sales and 17.2 percent of Ontario food sales during
1978 but are virtually unknown in Newfoundland.3 The largest
proportion of food sales in this province, 64 percent, is accgunted
for by unaffiliated independents who are unattached, separately owned
stores serviced by wholesalers of their choice. |

These structural differences in Newfoundland can be primarily
attributed to its geographic isolation, the wide dispersion of its
fairly limited market, and the fragmented nature of the food distri-
bution system on the island. Chain stores have tended to concentrate
their efforts in provinces with large urban areas and higher popula-

tion density. In areas like Newfoundland where density of population

. 1s low and widely dispersed with very few urban markets, the non-

affiliated independents have typically predominated over the
voluntary groups and chain operations.
Only five corporate chain organizations ptesently operate in

Newfoundland led by a national chain, Dominion, with 15 stores, a

‘regional chain, Sobeys, with 9 stores and three small, local
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companies. As indicated in Table 4 the number of chains and the
number of stores operated by these chains has not changed signifi-
cantly since 1969. Eleven out of 36 stores in operation during 1976
were located in the city of St. John'é.
Ontario, in contrast, had 36 chain operators in 1977 with 1774
individual stores. This figure has also remained reasonably constant

since 1971. The dominant supermarket operations in the province

are:
Dominion - 221 stores
Loblaws - 139 stores
A&P - 98 stores

Steinberg (including Miracle Food Mart) - 78 stores
Food City ' - 45 stores
It would appear from Table 4 that average sales per store in

Newfoundland are considerably higher than in Ontario or Canada as a
whole. This is somewhat misleading as these statistics also include
convenlence store chains which typically have a large number of
outlets but a relatively small (less than $500,000) average sales
volume per store. For example the Becker Milk Co. Ltd. had 580
stores in Ontario in 1978 with an average sales volume of approxi-
mately $240,000.5 If onl§ the 700 or so supermarkets operating in
the province could be considered their average sales volume would
.undoubtedly se substantially higher than the $2.6 million indicated

for the Newfoundland chains during 1976.
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‘Concentration in the Retail Grocery Market

Although ;he market penetration of the corporate chains in
Newfoundland is much less than for any other province in the country,
the same situation may not hold true for its major market, the city
of St. John's. Mallen reports that in 1973 the city ranked fourth
of all major markets in Canada in terms of local market concentration
-- behind only Thunder Bay, Edmonton and Regina.6 The four largest
corporate chains had a market share of 86.5 percent. Although rela-
tively few chains operate within the province those that do appear to
have a real hold on its major centre.

This high level of concentration, he feels, leads to over-
éapacity within the market in terms of overstoring and, perhaps, in-
éfficiencies in operations. Fewer firms in a market, at least fewer
firms with significant market shares, seem to generate more, rather
than less stores than more broadly competitive market conditions.’

In addition, high concentration levels as in St. John's appear
to be positively correlated with the profitability of the chains,
especially ne£ operating income. This higher profitability,
according to Mallen, wguld appear to be primarily attributable to the
level of concentration rather than more efficient operations as there
- was no correlation between concentration and operating expenses or
sales per employeg as measures of operational efficiency.

The net result, Mallen feels, is that chains in St. John's are

realizing perhaps as much as 1.5 percent in "excess" profits and that
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supermarket floor space within the market is being underutilized to
the extent that average operating costs are 4.9 percent higher than
the "ideal”.? A potential operating cost savings of this magnitude
would imply that sales per square foot in these stores are only half
or a third of what they should be for optimum efficiency.

This total potential cost savings for St. John's of 6.4 percent
is much higher than that indicated for Toronto (2.5 percent), Ottawa
(2.0 percent), Hamilton (2.7 percent), London (1.4 percent) and other
major Ontario centres where no excess profits are being realized and

existing chain store capacity is being more efficiently utilized.

ITI FACTORS INFLUENCING THE RETAIL GROCERY TRADE IN NEWFOUNDLAND

Dispersion of the Population

Newfoundland has only six cities of over 10,000 population in-
cluding one census metropolitan area of more than 100,000 people, St.
John's. These citles combined comprise 39.8 percent of the popula-
tion of the province and account for 39.9 percent of its total food
sales (Table 5). By contrast Ontario has 57 cities of 10,000+
population including 10 census metropolitan areas. These 57
comrunities contain 83.6 percent of the total population and account
for 83.4 perceﬁt of total food sgore sales within the province.

Modern supermarkets-of 20,000+ square feet require a trading
area of at least 10-15,000 people to generate the kind of sales
volume required to support them. This may be even larger in New-

foundland where per capita food sales are some 25 percent lower than
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Table 5

Cities of 10,000+ Population in Newfoundland

Food Store % of

Population Number of Sales Provincial
(June, 1978 est.) Households $'000 Total
Carbonear 11,700 3,300 6,295 2l
Corner Brook 24,500 5,800 13,182 4.3
Grand Falls 15,400 3,450 8,286 2.7
Labrador City 17,700 3,930 9,523 3l
St. John's 146,500 37,100. 78,820 25.8
Stephenville i0,600 2,300 5,703 1.9
TOTAL 226,400 55,880 121 , 802 39.9

Source: Canadian Grocer, 1979 Food Brokers Issue and Market Survey,

Feb.

1979,
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in the Ontario market. In addition to the area around these six
cities the only other population centres likely to have a trading
area sufficiently large to support a supermarket type operation
include: 1) Marystown & Burin, 2) Grand Bank & Fortune, 3) Dunville,
4) Gander, 5) Port aux Basques, and 6) Happy Valley - Goose Bay (see
Figures 1&2). Many of these communities already have one or more
chain stores in operation and if St. John's has as much overcapacity
as Mallen suggests the opportunities for further expansion of the
corporate chains presently operating in thé province or for the

entrance of new chains may be extremely limited.

Transportation

The geographic igolation of the province énd the separation of
the island of Newfoundland from the rest of Canada by the Gulf of St.
Lawrence create a unique transportation situation for the province in
relation to the rest of the country. It is largely dependent on
outside sources for its food supplies with many grocery products
originating in Quebec, Ontario, or in the case of most fresh fruits
and vegetables, the southern United States.

The primary transportation route for food supplies to the island
is via the Mainland-Newfoundland ferry service from North Sydney to
Port aux Basques and Argentia. In 1976 this service handled 392,214
tons of rail freight and 238,340 tons of truck freight to the island.l0
The volume of rail freight increased gradually from 1970-1975 but

suffered a substantial drop off in 1976. Truck volume, however, has
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increased steadily and quite dramatically since 1970 with a particu-
larly sharp rise in the number of semi-trailers making the crossing.
A major component in this traffic is agriculture and food products of
which 119,500 tons were imported during 1976.

An opinion poll of CN carload freight services conducted by the
Commission of Inquiry into Newfoundland Transportation revealed wide-
spread dissatisfaction among users. Their major points of concern
were:

1) excessive transit times;

2) poor reliability due to highly variable transit timeé;

3) unavailability of special equipment,veg.{ refrigerated rail

cars during ﬁeak seasons;
: 4) difficulty in tracing damages;

5) high incident of damage;

6) lack of access to management;

7) lack of door-to-door service; and

8) high cost of service.ll

Whether real or imagined these complaints were sufficient that
29 of the 65 companies interviewed shifted from rail to some other
" mode of transport, primarily road, within recent years.

The other major transportation route for food products is by
rail or truck to Montreal and from there by steamship to Corner Brook
or St. John's. This service is provided by Chimo Shipping Ltd. and
Newfoundland Steamships Ltd. A new congainer line service between

Halifax and St. John's has recently been instituted by Newfoundland
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Container Lines Ltd. but it is not known how large a role they play
in the transportation of food products to the island.

Air transport plays only a minor role in the transport of food
products to the province. Some food stuffs are shipped by DC-8
freighters operated by Air Canada to St. John's five days a week. 1In
addition, Eastern Provincial Airways and Labrador Airways provide
some capacity for winter food supply shipments to coastal communities
in Labrador.l2

CN Marine provides most of the cargo capacity to coastal Labra-
dor from communities outside the region. The western part of Labra-
dor recelves the bulk of its food suppligs by rail, primarily from
Montreal.

The expressed councern by business users within the province re-
garding the dependability and reliability of the transport system,
particularly rail, can have considerable implications for operational
efficiency. This lack of perceived dependability by business
concerns which rely on the transport system for the movement of large
qﬁantities of goods has a particular significance, chief of which is
the high inventories which must be carried to ensure product avail-
ability. Many companies interviewed by the Commission of Inquiry
indicated they carried excess inventory as they felt that transit
times, for orders being delivered, vary so much as to render them
unreliable. This is reflected in an annual inventory turnover ratio
of 16.0 times for the retail food industry in Newfoundland in

contrast to a national ratio of 17.4 times.l3 This excess inventory
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translates into higher costs of warehousing, staffing, interest and
overheéd for the Newfoundland businessman.

The people interviewed regard rail as being the least reliable
with trucking the most reliable. This largely explains the rapid
growth of truck transport to the island in recent years even though
substantial savings in transport costs per hundred-weight can be
realized for large, 80,000 1b., carload shipments destined for St.

John's.

Channels of Distribution

Traditionally many important differences have existed between
Newfoundland and the rest of the country with respect to the distri-
bution channels through which food products move from manufacturers
to consumers. Figure 3 summarizes this distribution of food supplies
and indicates the more fragmented and complicated system in
Newfoundland as compared to Ontario.

In the past many mainland manufacturers and processors have
relied on local brokers or distributors on an exclusive or semi-~
exclusive basis to serve the Newfoundland market while using their
own sales force to service a range of wholesalers and the corporate
chains in the rest of the country.14 In comparison, brokers in main-
land Canada typically handle mostly imported products and lower
volume, less widely advertised food lines manufactured by smaller
Canadian processors. As shown in Figure 3 this additional layer of

distribution is not present, as least in the same form or to the same
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F1CURE 3

FOOD DISTRIBUTION CHANNELS
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extent, in Ontario.

This additional layer in the distribution system takes on a
number of different forms. Some brokers étrictly perform a selling
function for which they earn a commission. Others provide a wider
range of sales services including invoicing, handling of credit,
warehousing and delivery or essentially acting as the processor's
sales organization throughout Newfoundland.

With this system many processors only sell to their broker/
distributor, irrespective of whether the Newfoundland customer can
place an order for a carload of the product. As a result, many
products carry a double markup due to the double handling, poséibly
resulting in higher than necessary costs for local retailers.

lThis exclusive agenéy system seems to be slowly disappearing.
Several individuals interviewed estimate that only 20-25 percent of
grocery products are still distributed thrdugh exclusive broker/
distributors. The recent bankruptcy of several wholesalers has
forced a number of large manufacturers to either look for another
distributor to represent them or establish their own sales network on
the island.

In addition, the corporate chains, feeling it very inefficient
to deal with a large number of wholesalers for the broad range of
products they require, have looked for more satisfactory arrange-
ments. Two chains have jointly established a wholesale company with
whom they have both negotiated supply contracts. This arrangement
gives the wholesaler the required volume to order supplies in large

carload shipments directly from mainland processors, provides the
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chain organization with a single source of supply for most of its
grocery products, and serves as a distribution centre for its private
label merchandise.

In another instance, a Nova Scotia wholesaler owned by one of
the major chains has recently aquired the assets of a bankrupt
Newfoundland wholesaler. Undoubtly this chain will switch most of
its grocery purchases from its present source of supply to its new
affiliate. This volume will enable the new company to also deal
direct in large volume shipments for most of its purchases and permit
it to serve as a distribution centre for most or all of the company's
stores on the island.

Another unique feature of the food distribution system in New-
foundland is the prevalence of a comparatively large number of small
wholesalers or jobbers who service independent retailers, especially
those iﬁ outlying and rural districts.l? These district whole-
salers tend to operate most actively from the Conception Bay area in
eastern Newfoundland, out of Lewisporte on the north central coast
and out of Cormer Brook along the west coast. The area of operations
of these wholesalers vary considerably but many travel long
distances, at times over very rough roads and often to serve many
low-volume customers.

Food wholesaling in Ontario, by comparison, is dominated by a
relatively small number of large organizations supplying a limited
geographic area from modern, efficient distribution centres located

around the province. The most important of these are National
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Grocers Co. Ltd. with 13 branches.throughout Ontario, M. Loeb Ltd.
with 3 divisions in the province and the Oshawa Group Ltd. with six
distribution centres. Other important regional wholesalers include
Knechtel Wholesale Grocers Ltd. and Lumsden Brothers Ltd.l® A1l of
these wholesalers also sponsor one or more voluntary groups within

the province.

Voluntary Groups

As previously indicated wholesaler-sponsored, voluntary groups
are virtuall& non-existant in Newfoundland except for a small group
of stbres operated as part of a corporate chain on the west coast of
the island. Both the 1967 Royal Commission on the Economic Stﬁte and
Prospeéts of Newfoundland and Labrador and the 1974 report of the
Food Prices Review Board strongly fecommended the encouragement of
voluntary chain groups of retailers to improve purchasing and other
marketing functions, preferably sponsored by a strong wholesaling
unit.

To date, no action has been taken by the industry or otherwise
which is likely to result in the establishment of such a group. The
issue has not been ignored and has been explored on several occasions
but rejected for the following reasons: |

1) Several wholesalers sponsor such groups in the neighbouring

maritime provinces but generally agree that it is not

economically feasible to undertake the supply and servicing of

such a group from a mainland location, even though this is
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presently being done to a limited degree.

2) The key to a successful voluntary group is a strong, well
financed wholesaler. There is some question as to whether a
wholesale organization presently exists on the island which has
the finances and field supervisory people and is capable of pro-~
viding the necessary support to retail members so essential for
the effective development of a strong, voiuntary group.

3) Establishing such a voluntary group can be an expensive
proposition for the wholesaler. It may not be worth the in-
vestment in time and money required to develop such a group
given the island's scarce and widely dispered population base,
the Independent nature of many Newfoundland retailers and the
highly competitive situation that already exists in many of the
Province's major markets.

4) The majority of the Province's present independent food
retailers are extremely small and undercapitalized. Cash flow
and access to credit are perpetual problems and many of these
operations have poor credit ratings with their suppliers. Most
voluntary group stores operate under "check with next order” or
"net 7 days"” terms of purchase from their sponsoring whole-
saler. These arrangements represent a drastic change from the
net 30 days, 2%/10 net 30 days and the 1%/15 days purchase
arrangements many Newfoundland stores receive from their present
suppliers. Due to their present poor credit situtation it would

be extremely difficult for them to meet the purchase require-
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ments of any sponsoring group wholesaler.

5) The economies of scale and purchasing may be different in

Newfoundland than in the rest of the country. A new wholesaler

would have considerable difficulty in building up sufficient

volume to purchase in the most economic container or 80,000 1b.
carload lots from a single supplier. The fragmented wholesaling
and brokerage system means that retailers have traditionally
bought from a number of wholesale organizations rather than
purchasing almost exclusively through a single wholesaler as has
been the practige in the rest of the country. As well, where
manufacturers still use brokers on the island they work to
protect these brokers so the sponsor of any voluntary group
would still have to buy from the broker rather than directly
from the manufacturer. This additional middleman may eliminate
some of the economies of scale resulting from direct purchases
from the manufacturer.

These considerations do not necessarily mean that wholesaler
sponsored voluntary groups will never be an important factor in
grocery retailing in the Province, but merely serve to point out that
establishing such a group is not quite as simplé and straighg.forward
as these earlier reports have made it appear. The territorial rights
for the province for the two largest voluntary group franchises in
Canada are owned by wholesalers in the maritimes. One of these
already operates on the island in a limited way with a chain of

company owned stores. Either or both may, at some future time, de-
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cide to aggressively pursue further opportunities by setting up an
operation of their own in the province or by licencing some other
wholesale organization to operate the franchise on their behalf.

In addition, another affiliate of the corporate chain who
acquired the assets of the bankrupt Newfoundland firm presently
sponsors two small voluntary groups in Nova Scotia. They may see
some opportunity to expand this operation from their new facility on

the island.

Consumer Co-operatives

While no voluntary group stores exist in Newfoundland there are
approximately 17 consumer co-operatives that sell grocery products at
the retail level. These co-operatives are of two basic types:
direct charge stores that are restricted to the members of the co-op
who contributed capital funds for the establishment of the facility
and pay a fixed charge each week to defray expenses, and others that
are open to the public for shopping purposes and whose profits are
paid back to the co-op membership in the form of patronage
dividends.

All consumer co-ops in the province are affiliated with New-
foundland Co-op Services which 1s responsible for co-op development
and fostering co-op ideals within the province. The wholesaling of
food products for member societies, however, is handled primarily by
Co-op Atlantic of Moncton, New Brunswick who hold the franchise for

Co-op and Harmonie brand private label products in the area. Co-op
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Atlantic provides its affiliated stores with a range of services very
similar to those provided by a sponsoring wholesaler to its voluntary
group members. The services include preprinted order forms, some
accounting services, personnel training, a central meat program, an
advertising program and engineering services.

In addition, individual societies may also have a management
agreement with Co-op Atlantic whereby the manager of the store is
provided by the wholesaler, or be operationally integrated and have
all employees employed by Co-op Atlantic.

Transportation of merchandise to these stores is across the Gulf
by semi-trailer from the company's branch in Sydney, Nova Scotia
except in the case of Labrador. The Labrador City area is supplied
by rail from Montreal while shipments for Goose Bay are sent by rail

to Lewisporte, Newfoundland and up the coast by C.N. vessel twice a

year.

IV METHODOLOGY

Obtaining the Information

The information for the comparative productivity study was
obtained from a series of personal interviews with owners and/or
managers of selected firms. Initial contact with each establishment
in Newfoundland was made by a letter from the Premier of the proQ-
ince (Appendix A), followed by a letter from the Chairman of the
Economic Council (Appendix B). Establishments in Ontario received
only a letter from the Chairman of the Economic Council. These

letters served to introduce potential respondents to the project,
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briefly explained the purpose of the study, and requested the
cooperation of the recipients in the efforts of the Council.

These letters were followed by a telephone call from the inter-
viewer in charge of the project and an initial meeting was arranged
between the respondent and the interviewer. During this initial
meeting discussions were held regarding the overall situation of the
store and an attempt was made to secure the cooperation of the
respondent in providing the detalled information required for the
background and financial questionnaire at the same time. Otherwise,
arrangements were made for another meeting at which the detailed
information could be obtained. In the case of the major corporate
chains discussions were somewhat more involved.

Following the data collection process the interviewer compiled
the results and a small confidential report was prepared for each
respondent in the sample illustrating his own operating and financial
ratios as compared to the operating and financial ratios for the
industry as a whole in his province.

At the completion of the field work the individual company
reports were delivered to the management of the company from which
the data was taken. Each company's individual report and the data

provided to the interviewer were held in strict confidence.

The Sample

The initial sampling frame for this comparative study of the
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retall grocery trade was a comprehensive data base of Newfoundland
and Ontario industries provided by an independent supplier.
Information available for each establishment included the four-digit
Standard Industrial Classification (S.1.C) code, the name and
address, an identification number, and the number of employees.

The retail grocery trade was one of a random sample of
industries selected in Newfoundland for the overall Establishment-
Level Productivity Study. Within this industry stratification was
carried out on the basis of size of establishment, measured by the
number of employees. This took the form of one stratum comprising
the larger establishments from which all establishments were chosen,
and a second stratum from which two replicates of a probability
proportional to size systematic sample were chosen. For the retail
grocery trade this resulted in a sample of 24 individual establish-
ments in Newfoundland and 26 in the province of Ontario.

After selection of the primary sample it became evident that the
coverage of the original file was questionable. For example:

1) Many entries on the list were considerably out of date

resulting in a high proportion of non-completions due to change

in ownership, out §f business, etc.

2) Many entries on the list and in the sample were general

stores, combination restaurant-grocery stores, delicatessens and

other outlets not typically considered part of the mainstream of
grocery store retailing.

3) A survey of the entire list indicated that only.a few of the
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corporate outlets in Newfoundland and Ontario were actually part

of the original population on the list provided by the supplier.

To overcome these difficulties some supplementary sampling was
conducted with more intensive efforts directed towards the corporate

chains and independent "combination” stores in both provinces.

The Survey

The information obtained from each respondent was very compre-
hensive. Two different questionnaires were used; one a background
document and the other a financial document to obtain operating
information for the company's fiscal year ending in 1978 (see
Appendix C).

The background document was intended to deal with such matters
as:

- type of organization

- major competition

- ownership of warehouse facilities

- pricing policies

- promotional policies

- purchasing practices

- store operation and technology

~ labour policies and practices

- accounting practices

- manpower situation
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~ store size and customer transactions
- assessment of firms problems, strengths and weaknesses.

The financial document required the respondents to provide:

a detalled profit and loss statement

a breakdown of sales by product category

- an unconsolidated balance sheet

- a depreciation schedule.

A balance sheet showing a breakdown of assets, liabilities, and
owner's equity at the store level was typically not available for

most multi-store operations.

V PRODUCTIVITY IN RETAIL DISTRIBUTION

Defining Productivity in Retailing

Productivity is defined as a ratio between output measured in
specific units and any input factor, also measured in specific
units.l7 Statistics relating to productivity have generally been
stated in terms of output relative to manhours of labour and the
resultant figure referred to as the productivity of labour.
Actually, productivity can just as easily be stated in terms of any
other factor of production, such as output per dollar of capital
invested.

Simple in concept, productivity in retail distribution is,
however, difficult to measure.l8 What a distributor really sells
is a set of tangible services performed in order to make the physical
goods he handles more useful to buyers. It is for performing such

services that he finds it possible to charge a higher price to his
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customers than he pays his suppliers.19 When changes are proposed
to improve the efficiency of a retail operation we must make sure
that what really results 1is a reduction in the price per unit of
service and not a reduction in services the buyer wants and is
willing to pay for.
"Until they have found ways to put measures of service
units produced against measures of expenses incurred,
studles of "efficlency”... fail to be persuasive."20
state Cox, Goodman, and Fichandler.

For example, if a retailer drops a service while increasing
sales per manhour, has a productivity improvement occurred?

One school argues that productivity improvements only occur
when:

1) the same amount of services are delivered at lower cost; or

2) more services are provided for the same cost; or

3) more services are provided at a lower cost to consumers.

If the saving realized by the retailer is not passed on to the
consumer, only an efficiency improvement has occurred. The savings
must be passed on to the consumer in terms of the benefit of a lower
price or increased service, in order for a productivity improvement
to occur.

Another school holds that a productivity improvement occurs when
a retaller achieves a cost.reduction which is passed through to the
consumer, regardless of service level. This viewpoint contends that

consumers judge the value of services by their everyday decision to
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buy or not to buy.21
In this report we will hold to the latter view as 1t is im-
possible to compare in detail the service offerings of all respon-
dents included in the study. Their ability or inability to attract
customers, as measured by the utilization of their physical facili-
ties will be one of the primary factors influencing overall

establishment productivity.

Measures of Productivity

Considerable debate has also taken place regarding appropriate
measures of output to be used in determining productivity for.the
distributive trades. Cox et. al suggests a value added approach with
value being placed on intangible services provided by the retailer.22
Nooteboom suggests the use of the term "efficiency” rather than
“"productivity” because the latter concept is associated with the
"volume" of "real” output, which we cannot measure in retailing. He
feels it is justifiable to take sales turnover, i.e., per labour hour
or per square meter(foot) shop-space, as a measure of output because

shops of the same type are reasonably homogeneous with respect to the

value added per guilder (dollar) sales.23

To confuse matters further a Retail Council of Canada study
suggests that because of this lack of clafity of productivity
measures it has defined productivity as operating and economic
performance, rather than in the more classical sense.2* Another

report merely says that there is no "right" productivity measure for
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all purposes but, different measures can be calculated for specific
purposes by altering the numerator and/or the denominator of the
ratio.?23

In this report we have attempted to combine a number of typical
industry operating measures of performance with more traditional
productivity measures for various segments of the retail grocery
trade within each province. For example, we have compared the rela-
tive performance and productivity of both corporate chains and inde-
pendent stores between Newfoundland and Ontario and also their
relative performance within each province.

Typical examples of the kind of operating measures used for each
comparison include:

1) Sales/square foot

2) Gross margin/sales ratio

3) Stockturn ratio

4) Net operating profit/sales ratio

5) Average sales per dollar of wages, salaries and benefits paid

6) Number of weekly transactions per checkout

7) Ave;age weekly sales per checkout

8) Average sales per manhour paid

9) Efficiency ratio = gross margin/sales ratio x stockturn rate.

In addition, in order to facilitate comparison with the other

industries in the Establishment-Level study a measure of "value
added” has been developed for the retail grocery trade. This has

been defined as the surplus available to pay for labour, furniture




- 84 =

and fixtures, and equipment since most food stores rent their
premises at "arms length"” from other business. The few exceptions
that own their own premises have been treated "as if renting” by
modifying their financial statements. In actual practice "value
added” has been calculated as the establishment's net operating
income before taxes gnd extraordinary income + wages, salaries and
benefits paid + interest charges + leased equipment charges + its
allowance for depreciation.

This concept permits the comparison of establishments on the
basls of:

10) Value added per square foot

11) Value added per dollar of wages, salaries and benefits paid.

'Bloom suggests that while most firms usually compare total out-
put with labour input to measure productivity performance, the
concept of “"total factor productivity” may be a more useful and
relevant measure.2® Total factor productivity relates net output
to the associated total factor input, i.e., the input of both labour
and capital. Output per manhour provides only a partial picture of
the productivity situation whereas total factor productivity yields
results that demonstrate the balance and the tradeoffs that have been
made among the various factors of production.

Calculation of total factor productivity is not as simple as the
determination of output per manhour primarily because of the diffi-
culty in estimating the value of capital inputs to be used in the

analysis. One recommended measure is net investment (taking account
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of depreciation) multiplied by the before tax rate of return earned
by the company on its capital.27 Unfortunately this approach is

not feasible for this study as appropriate data 1is not available from
all of the respondents.

Another suggested approach that has been employed
is a short-cut method in which machinery and equipment are converted
to "equivalent manpower".28 This is based on the idea that
machinery and equipment represent "invisible manpower” and that a
more comprehensive set of inputs is obtained by adding the invisible
manpower to the visible manpower of the actual work force.

In implementing this method 1t 1s necessary to determine the
value of machinery, furniture, fixtures and equipment used during the
period in question and then to express this value in terms of
equivalent manhours. In our case the former figure can be roughly
equated to the annual depreciation charge plus any leased equipment
charges incurred by the establishment. This results in the following
expression for total factor productivity:

12) Total Factor Productivity =

Value added

Total manhours + (Depreciation + Leased Equipment Charges)

worked Average hourly wage
This can also be broken down into its components to obtain
expressions for total labour productivity and total capital
productivity:

13) Total Labour Productivity =
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Value added

Total manhours worked

14) Total Capital Productivity =

Value Added

 Depreciation + Leased Equipment Charges

Average hourly wage

The validity of this approach depends on the validity of a
number of underlying assumptions. The approximation of “value added”
in distribution must be a reasonable approximation of net output in a
manufacturing sense. The figures used for depreciation and leasged
equipment charges will reflect acquisitions acquired over many years
and is it realistic to convert this figure to equivalent manhours
simply by dividing by the present year's average hourly wage?

This short-cut procedure, in effect, uses equal weights in com-
bining labour input and capital input, which may or may not represent
the true contribution of each type of input in each establishment.
Finally, while this method does attempt to include one type of
capital, it does not provide a measure of total productivity since
land, buildings and purchased goods and services are not included.2?
This last factor should not pose a problem since all establishments

have been treated on an "as if rented” basis.
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Factors Affecting Establishment-Level Productivity

in Food Store Retailing

Economies of Scale

Economies of scale can be said to exist when average costs
decline as the scale of operation increases. Potential gains in
efficiency may encourage firms to increase the size of operating units.

Costs may also be significantly affected by the degree to which
facilities are utilized. 1If costs go up steeply as the degree of
utilization declines, large incentives may exist to emphasize
merchandising and selling efforts. Individual competitors strive for
higher volume in order to get better utilization of their facilities.
In this way, the behaviour of costs represents an important deter-
minant of competitive béhaviour within an industry.30

Several empirical studies of supermarket-type establishments in
a number of countries have essentially arrived at the same basic
conclusions:

1) store size has little effect on store operating expenses;

that is, economies of scale do not appear to be present at the

store level.

2) store utilization has a very significant effect on store

costs; in general, costs appear to be significantly affected by

store utilization with the general relationship of high costs
associated with low rates of utilization and as utilization
rates increase cost levels begin to decline at first and then

appear to level out .31
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The National Commission on Food Marketing comments that the
variations in cost attributable to size of store may be present
but rarely amount to more than 2 cents per dollar of sales when
moving from very small stores to very large stores. The variation in
costs attributable to utilization, however, often varies by more than
a 10 cent change in cost (or 10 percent of the sales dollar).32

This difference due to size of store was measured over a range
of stores from 4,000 - 16,000 square feet of selling area. When
comparisons are drawn between stores of 10,000 and 16,000 square
feet, the differences in costs almost disappear completely. In fact,
there is some tendency for the cost level to begin to increase again
after reaching a low point at about 10-12,000 square feet.33
- This viewpoint 1is further supported by Mallen and Haberman who
found the overall optimum store size was 14,245 square feet (selling
space) at a utilization rate of $11.25 per square foot per week.34
This optimum generated the lowest average cost equal to 10% of sales
(direct store operating expenses excluding transportation, ware-
housing and head office administrative charges).

There 1s some indication that economies of scale may exist in
small food stores if not to any degree in supermarket operations.
All of the previous studies employed average cost as the dependent
variable as opposed to output or productivity. A study of food
stores in Oslo, Norway'employed gross margin dollars for each
retailer as the measure of output and number of persons employed per

store and the square footage of the store as inputs. Smaller stores
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were segregated from larger, supermarket types in the analysis.35
Logarithmic regression functions were used. The two equations

below represent the production functions for grocery stores and

supermarkets, Og and Os being outputs for each. The figures enclosed

in the parentheses are standard errors of the coefficients.

Og = -.34 + 1.34 Lg + .18 Sg RZ = .85
SR - £ llialy (.07)

0s = .81 + .91 Ls + .04 Ss RZ = .83
(.20) (.07) (.08)

L and S reflect the labour and store square footage variables,
respectively.

If the sum of the coefficients for these two variables may be
regarded as reflecting the effect upon output that would result from
the simultaneous expansion of the store in terms of labour and size,
the expansion rate of output is 1.52 (1.34 + .18) relative to inputs
for the smaller stores. This suggests very sharp economies of scale
for these stores. At the same time, the coefficient of labour for
supermarkets, 0.91, is considerably lower than for grocery stores,
and the coefficient for size is not significant. The authors con-
clude that there appear to be economies of scale in food retailing
for smaller stores, but that these either greatly diminish or
disappear altogether for larger establishments.

Economies of scale undoubtedly do exist at the corporate or firm
level. Larger size and centralized purchasing for multiple units
enables companies to take advantage of volume rebates, promotional
allowances, listing fees and other discounts and allowances available

from many manufacturers. Shipments can also be coordinated into full
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truckloads or carloads which travel at much cheaper rates than less
than carload or less than truck load shipments from a single source.
This has the effect of improving the efficiency of purchasing and
reducing the cost of goods for the larger companies.

Newfoundland firms have only recently moved in this direction.
The gradual demise of the brokerage system and the establishment of
capti?e distribution centres by the two major chains enables them to
keep their store-door cost of merchandise down to a level below that
of other firms. These purchasing economies combined with more
effective management of tﬁeir private label programs through their
captive warehouses probably results in a store-delivered cost of
merchandise at least 2-3 percent lower than that of other food
retailers on the island.

Shopping centres are increasing in importance in Newfoundland.
Larger chains are in a better position to compete for this desirable
retail space and, in many cases, are actively pursued by developers
to serve as a traffic generator for the small specialty stores within
the centre. Tﬁis locational advantage combined with their ability to
spread advertising expenses over a number of stores gives the chain
organization additional economies in relation to the independent food

store.

Technological Innovation

A number of new technical developments and innovations have

arrived on the scene within the past few years which may be expected
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to have some effect on productivity in food retailing. These include
more energy efficient compressor systems, flexible grocery shelving
systems, digital electronic meat and produce scales, electronic
ordering devices, market-ready (boxed) beef, faster, more efficient
checkout counters, energy control devices, upright frozen food
display units, and so forth. However, the development which is
expected to have the greatest impact on store level productivity is
the automated front end or the adoption of electronic point-of-sale
systems. Mel Dobrin, president of Steinberg's Ltd., has termed the
electronic checkout with code scanning "the most significant recent
development in food retailing."36
Electronic point-of-sale (POS) systems range from simple

electronic cash registers which are suitable for use in small retail
establishments to sophisticated, computer-controlled systems which
can be equipped with electronic scanners and have the capacity to
perform energy management functions and other operations. Costs for
these systems run from around $2,500 for a simple, single, standalone
register to as much as $150,000 for a full scale, computer-driven,
scanning operation in a large supermarket with 10 checkout lanes.

These systems can make possible a number of improvements in
retail store operation including:

- improved productivity at the point of sale

~ better utilization of sales personnel and checkout stations

- better control over inventories resulting in reduced inventory

investments
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credit verification

better checking and control of cash

simpler cash register operations, with correspondingly reduced

training cost

the potential for better management information3’

An early test in a U.S. store with gross weekly sales of
$140,000. indicated potential savings of over $12,000 per month for a
computer—-driven scanning operation with no price marking of indi-
vidual products.38 Bloom reports potential savings of 1.16% of
sales with a similar system in a store with a $4 million annual sales
volume.39 An independent supermarket operation in Ontario indi-
cated their checkout productivity increased somewhere between 5% and
20% with a scanning system, as compared with the electronic register
operating without scanning.40 Canadian supermarket managers feel
that the savings they will realize as a result of implementing these
systems will not be as large as indicated in U.S. tests and reports.
This difference is due to the higher initial capital investment
required in this country for similar kinds of front end equipment and
the fact that most installations to date still have each product
individually priced, thus eliminating a considerable portion of the
potential savings. In addition, present supermarket productivity is
generally considered to be higher in Canada than the U.S.41 g0 there
is not as much room for improvement with the introduction of
electronic POS systems.

Electronic cash registers were first introduced to the
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Canadian scene in the early 1970's with the first major supermarket
installation in Ontario in 1972. By 1975 over 250,000 electronic
cash registers had been installed with the number expected to double
during 1976.42 The first installation of a fully-automated éheckout
system was at a Steinberg store in Dorval, P.Q. in 1974 followed by
an independent I.G.A. store in Delhi, Ont. in 1976 and a seéond
Steinberg's installation at a Miracle Food Mart store in Toronto
during 1577. Since then'the development has spread very rapidly with
Safeway and Super Value establishing full front end scanning
operations in British Columbia as well as Food City, Dominion,
Loblaw's, Zehr's, Miracle Food Marts and others.43 Our survey shows
14.1 percent of Ontario chain supermarkets are equipped with
computer—driven systems, but only some.of them have scanners.

To date, no scahhing systems exist in Newfoundland. This is
undoubtedly due to the fact that an establishment should be turning a
minimum of $150,000, and preferably $200,000, per week in order to
economically justify the installation of a computer~driven system.
Very few stores in the Province would meet this requirement. One
manufacturer recently announced a standglone scanning system that is
considerably cheaper per checkout lane than a cbmputerized
system.44 This variation of the technology may be more appropriate
fqr'the Newfoundland market but no installations presently exist.

Table 6 illustrates the penetration that electronic cash regis-
ters, as such, have achieved into various types of food stores in
Newfoundland and Ontario from the results of the survey. No clear

pattern seems to emerge. At the aggregate level onliy 8.0 percent of
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Newfoundland food stores have electronic registers of any type
compared to 32.3 percent in Ontario. However, this difference would
appear to be primarily attributable to the large number of small
independent stores that do not have this type of equipment. Within
the other categories the percentage of stores equipped with elec-
tronics is significantly higher in Newfoundland than in Ontario.
This may be due to the level of sophistication of the systems being
installed. Most major chain stores in Ontario are being equipped
with computer driven systems or high-level standalone systeﬁs that
are capable of being upgraded to full systems. On the other hand,
the Newfoundland chains, particularly the local chains, may be
equipped with electronics but with low-level systems that primarily
duplicate the function.of the mechanical registers they replaced.
The difference between the'two levels in the capital investment
required to make the switch is substantial. With their large number
Table 6
Establishments Equipped With Electronic Cash Registers -

Ontario and Newfoundland,
Survey Results

Ontario = Newfoundland
Corporate Independents Corporate
Chains Affiliated Unaffiliated Chains Co-ops Independent
/A T % 7 % 4

21.8 336 34.1 30.5 75543 Sitils
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of stores Ontario chains may have to go slower in order to afford the
kind of systems they feel they require.

The larger chains also engage in extensive testing of equipment
from a number of manufacturers before committing themselves to any
particular course of action. Testing takes time and this may delay
the diffusion of any particular technological development such as
front end electronics throughout their organization on any major
scale.

These percentages in both provinces compare extremely well with
the situation in the U.S. where although the absolute number of

front end scanning systems in operation is considerably higher than

in Canada, 201 at the end of 1977,%5 only 10 percent of U.S. super-
markets had electronic cash registers of any kind.46

Bucklin and Norris recently proposed a number of hypotheses which
may explain some of these differences in the extent of the diffusion
of this particular innovation within retail food stores.*’ For
example, they suggest that:

“"Regional differences in the rate of diffusion of innovations

will be positively associated with market structures refiecting

greater concentration and profit.”

Mallen's study reported that the concentration level of super-
mérket chains in St. John's is amongst the highest in Canada and that
this high concentration level appears to be positively correlated
with the profitability of chains. This type of situation, aécording

to Bucklin and Norris, would promote more rapid adoption.of new
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innovations than more broadly competitive situations. This view
would seem to be supported by the information in Table 6.

The authors also suggest that:

"The rate of diffusion in a regional market will be in direct

proportion to the market strength of local supermarket firms."
While a number of local chains operate in Newfoundland, they are not
very strong from the standpoint of market share, accounting for less
than 6 percent of total retail food store sales within the province
in contrast to 30 percent for the two major chains. These smaller
chains, however, have almost universally adopted some type of elec-
tronic front-end equipmeng. Perhaps this indicates that flexibility
and the ease of formulating policy are more important factors in
determining the rate of diffusion than market position. Large
regional and national organizations may feel more constrained by the
external effects of their actions and be unwilling to innovate in one
market for fear that this action will commit them elsewhere.

The literature suggests that larger firms are more likely to
require more extensive testing of innovations than smaller organi-
zations. Small organizations and individual operators, however, tend
to respond erratically to new opportunities and their adoption rate
will vary widely and unpredictably. This, perhaps, explains the
significant variations that exist in the adoption rate of electronic
cash reglsters among unaffiliated independents in each province,
Newfoundland co-operatives, and members of. voluntary groups in

Ontario.
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It is interesting to note that while Newfoundland may lag behind
Ontario in the initial introduction of new technology because of its
relatively remote location, small market size, lack of suporting
infrastructure and other reasons, the rate of adoption of even new,
sophisticated computer technology can exceed that of Ontario, at

least in particular sectors of an industry.

Product Mix

A modern food store may have upwards of 8-10,000 individual
items on its shelves at any particular point in time. Traditionally
these items have been grouped into three main departments - grocery,
meat, and produce, for information purposes. The characteristics of
products within each department in terms of gross profit on sales,
inventory turnover, sales per man-hour, etc. are quite different so
the overall sales mix of products from each category can have a
considerable effect on store performance and productivity.

A typical sales mix for U.S. supermarkets in 1976 was reported
as being:48

Groceries - 72.0%

Meat - 21.0%

Produce - 7.0%

Included in the grocery figure is an average of 4.1 percent in

non-food or general merchandise items. Similar information for

" Canadian independent food stores indicates a slightly different

picture:49 Groceries — 69.1%
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Meat - 21.4%

Produce -~ 9.5%

It would appear these stores tend to put more emphasis on
produce sales and less on general merchandise than the typical U.S.
operator.

Both these thrusts represent efforts by retailers to escape the
frozen (or shrinking) gross profit margins that have existed in their
traditional grocery lines in recent years. Both produce and non-food
items typically carry higher gross margins and yield better inventory
turnover than their grocery items. A small shift in the retailer's
sales mix towards these two product lines can have a substantial
impact on the store's overall bottom line performance. This is
illustrated in Table 7 where a 30 percent increase in produce sales
results in an overall gross margin improvement of 0.23 percent, most
of which goes into net profit which improves 8 percent from 2.87
‘percent to 3.10 percent of sales, before taxes for the typical
operator.

Many Ontario chains have also introduced specialty meat and
cheese departments, delicatessens, instore bakeries and other
featured departments into their stores which, while they are more
labour intensive and increase total labour costs, generate gross
margins that are considerably higher than the dry grocery lines that
constitute the bulk of their sales.

The same kind of situation holds true for non-foods. For the

past several years non-food sales have grown at a faster rate than
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Table 7

Change in Operating Performance of a Typical Independent

Food Store with a 30 Percent Increase in Produce Sales

With 307%

Average Produce Increase

% of Gross % of Gross

Sales Profit Sales Profit

Groceries 70.6 16.2 68.1 16.2

Meat 2ty 16.3 21.1 16.3

Produce 8,43 25.8 10.8 25.8
Total Store 100.0 17.01 'IO0.0 17.24
Operating Expenses 14.14 _14.14
Pre-Tax Profit 2481 3.10

Source: "Increased Sales of Fresh Can Improve Bottom Line."

Canadian Grocer, May, 1978, pp. 23.
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total store sales in the U.S. and account for over 50 percent of net
profit in many stores.

The growth of this area has been somewhat slower in Canada but
general merchandise has taken over as much as 27 percent of the
selling space in some supermarket outlets and may contribute 35 per-
cent of gross profits in some of the larger stores.’0 One national
chain aims for 23-25 percent of gross profit from non-food items.

The most popular non-food items in food stores include health and
beauty aids, housewares, hardware, pet supplies, soft goods, panty-
hose, magazines, paperbacks, photo finishing, and automotive
supplies.

A number of more radical marketing innovations have recently
appeared on the Ontario scene in response to intense competition and
shrinking profits, primarily in the major urban markets. These
thrusts represent attempts by the larger chains to increase present
store volume, decrease store operating costs or improve overall gross
margins. The most important of these include:

1) Generic Merchandising.

Generic or no-name products with prices as_much as 50 percent

below those of branded lines were introduced by Loblaw's in 1978.

They have since grown to 10 percent of the firm's sales even

though they make up only 1.5 percent of the products on the

stores’' shelves. David Nichol, the president of Loblaw's Ltd.
predicts that generics will account for 25 percent of all grocery

sales in North America within five years.51
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It is anticipated that these products with their rock-bottom
prices and plain packaging will prove to be immensely popular
with the consumer and that the lower per-unit (but not nece-
ssarily percentage) profit will be offset by increased volume
sales. In addition, it is hoped that genérics will mean a net
reduction in advertising budgets once the initial start-up
investment has been incurred.

Some other chains have followed suit and introduced their
own lines of no-name products. Others have been reluctant to
make the necessary investment and try to compete with the
no-names through more competitive pricing of their own private
label products.

2) Box Stores.

No-frills box stores or "baby sharks"” are limited-assort-
ment, limited-service stores. They are usually little more than
warehouse outlets 6,000-8,000 square feet in size, selling less
than 500 individual items. They have no refrigeration and no
produce or other perishable products. Typically, items are not
individually price-marked, carry-out service 1is not provided,
customers bring and pack their own bags, and other services
provided by an average supermarket are not available.

Gross margins in these outlets are low, perhaps 10—12% of
sales, but labour, occupancy, and energy costs as well as the
initial caplital investment required to set up the operation are

also very low because of their use of non-union and part-time
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labour and the bare-bones nature of the operation.

There are now three box store chains in Ontario. Their
sales may approach $400-$500 per square foot, or substantially
higher than the figure for regular supermarkets.

3) Super Stores and Combination Stores.

Super stores and combination stores are large outlets typically
50,000 to 60,000 square feet or more. Super stores are basically
Jjust large supermarkets with their primary emphasis on food pro-
ducts but with a number of higher gross margin specialty depart-
ments and a limited assortment of general merchandise items.

Combination stores; on the other hand, offer a wide selec-
tion of food, drug, and general merchandise (usually hard goods)
products which can all be checked-out through a single series of
cash registers. Non-food items may account for 35-40 percent of
sales in these outlets. Their gross margin of 40-50 percent or
higher in comparison with 20 percent on groceries can result in
an average gross margin for the store significantly higher than
that realized by concentrating on food products alone.

Many industry people feel the super combo will become fhe
dominant force in food retailing in the U.S. and Canada and a
number of chain organizations such as A&P, Safeway, Steinberg,
and Dominion Stores have recently embarked on substantiai
expansion programs with this type of outlet .52

None of these innovations presently exist in Newfoundland. It

would appear that stores there face a somewhat different competitive
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situation and are more traditional in their overall sales mix than
those in Ontario. Good quality imported produce is difficult to
obtain due to transportation and storage problems. Domestic produce,
on the other hand, 1s only seasonally available and has not been
marketed on any kind of organized basis. Most farmers not only pro-
duce, but sell their own vegetables. As a result, there is no co-
ordinated system for the washing, grading and packaging of domestic
produce or ensuring that the market 1is provided with the volume and
consistency of supply that it requires. Under these conditions, the
large retall organizations rely on wholesalers who utilize mainland
Canada or United States producers as secure sources for produce
supply.

Several pyoposals are presently being considered for the
establishment of centralized storage, processing, and marketing
facilities across the island and producer-controlled, vegetable
marketing assoclations are being established in an attempt to make a
larger supply of high-quality product available to the wholesalers
and retailers on a continuing basis. These efforts should work to
the advantage of the Newfoundland farmer and also permit retailers to

pay more attention to the potential market and profit opportunities

available through the produce section of their stores.

Newfoundland operators also do not seem to put the same kind of
emphasis on the non-food area. Other than health and beauty aids and
housewares, very few stores carry any extensive range of general

merchandise items. This may be due either to a lack of adequate




. T

space or a lack of interest. If the present situation continues
Newfoundland store owners may find their gross margin percentage
being subject to the same type of downward pressure as stores in

Ontario.

VI THE RESULTS

Ontario vs. Newfoundland

Table 8 illustrates that on almost every measﬁre of output retail
food store productivity in Ontario is significantly higher than in
Newfoundland. The exceptions occur on those output measures where
labour input 1s expressed in monetary rather than physical terms -
Sales/$ of payroll and Value Added/$ of payroll. These deviations
can be explained by a difference in the weighted average hourly
employee wage rate between the two provinces of over 22 percent;
$4.10 per hour in Ontario in contrast to $3.18 in Newfoundland.

Lusch and Ingene in a recent comparison of alternative measures
of inputs and outputs in retail production functions suggest that the
most robust measure of output is value added while the most robust
measures of inputs are physical, rather than monetary.53 Spécifically
they recommend either manhours worked or number of full-time equiva-
lent employees as a measure of labour input in retailing and square
feet of selling space as a proxy for total capital input, since it
varies with investments in working capital and fixed capital. Use of

these measures indicates a difference of 29.2 percent in the produc-~
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Table 8
Retail Food Store Productivity Ratios:

Ontario vs. Newfoundland

Weighted Average, All Stores

RATIO ONTARIO NEWFOUNDLAND
(64)1 (32)

1) Sales/Square Foot * $..309 .55 $ 230.74
2) Gross Margin/Sales 1941 .1667
3) Stockturn Ratios Z A2 16.10
4) Net Operating Profit/Sales * .0155 .0303
5) Sales/$ of Payroll * $ 10.05 $ 12.77
6) Transactions/Checkout ** 1024 542
7) Sales/Checkout ** $9530.89 $5094.16
8) Sales/Manhour * $57.85 $39.86
9) Efficiency Ratioz* 4.27 2.91
10) Value Added/Square Foot * $ 38.54 $ 27.24
11) Value Added/$ of Payroll * $ 158524 SIS
12) Total Factor Productivity S 6155 $
13) Total Labor Productivity ** $ ST G L
14) Total Capital Productivity $ 75.09 $

* differences are significant at the .05 level

*%* differences are significant at the .01 level

(all T tests are 2-tailed tests. 1In the case of productivity
ratios where there exists the maintained hypothesis that
productivity is lower in Newfoundland, the one-tailed test
(which is less restrictive) might have been more appropriate.
If a one-tailed test had been employed for the productivity
ratio the only difference in this table would be that the
Value Added/$ of Payroll ratio would become significant at
the .01 level. )

1 Number of observations in each sample.

2 Gross Margins as a per cent of Sales times Stock Turnover.
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tivity of capital and 34.4 percent in the productivity of labour
between the two provinces as shown by ratios 10 and 13 in Table 8.

One apparent contradiction from the data is that while Newfound-

land food retailers are significantly less productive they appear to
be somewhat more profitable (ratio 4). This can be explained by:

1) a proportionately large number of small independent stores in
the province with working proprietors whose wages are not
reflected in the operating statements for their stores.

2) a significant difference in the average hourly employee wage
rate paid between the two provinces.

3) generally lower expenditures for promotiom, occupancy and

other costs of doing business between the two provinces

Corporate Chains: Ontario vs. Newfoundland

While food stores generally in Newfoundland are less productive
than those in Ontario, the same situation does not necessarily hold
for all sectors of the retail food industry. In Newfoundland,
corporate chains, while accounting for less than half the percentage
of food store sales they represent in Ontario, are at least as
productive and considerably more profitable as shown in Table 9. The
values for Value Added/Square Foot and Total Labour Productivity or
value added/manhour, while not statistically significant, appear to
be somewhat higher in Newfoundland.

Most other measures are also higher in Newfoundland especially

those with a monetary measure of labour input (ratios 5 and 11)
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Table 9
Retail Food Store Productivity Ratios:

Corporate Chains - Ontario vs. Newfoundland

Weighted Average

RATIO ONTARIO NEWFOUNDLAND
(44)1 (15)
1) Sales/Square Foot $ 345.48 $ 395.15
2) Gross Margin Sales +2029 .1957
3) Stockturn Ratios 5.8 20.67
4) Net Operating Profit/Sales ** .0016 .0350
5) Sales/$ of Payroll #** $ 10.36 I AT
6) Transactions/Checkout ** 1258 674
7) Sales/Checkout $13179.69 $13435.37
8) Sales/Manhour $79.06 $86.88
9) Efficiency Ratio 5535 4.71
10) Value Added/Square Foot S 137508 $ 44.54
11) Value Added/$ of Payroll ** Sty el )t S 6L
12) Total Factor Productivity § 7.6 § 2857
13) Total Labor Productivity $ 8.47 Sh RORY9
14) Total Capital Productivity St +76). 61 $ 68.26

* differences are significant at the .05 level

** differences are significant at the .0l level

1 number of observations in each sample
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reflecting a lower weighted average wage rate in the province for
both supermarket employees and managers.

Some ratios, however, are substantially higher for Ontario. The
Stockturn ratio appears to be higher due to the higher average inventory
levels maintained by Newfoundland supermarkets (although the difference
was not found to be statistically significant). Transactions/
Checkout is much higher for Ontario due to different consumer
shopping habits between the provinces, the relative infrequency
with which Newfoundland shoppers patronize a supermarket, and the
distance many Newfoundlanders have to travel to reach a supermarket,
especially outside St. John's. Many important ratios, however,
indicate no significant difference in the performance of corporate
chain stores in the two provinces.

These data would appear to contradict some of the conclusions of
Mallen in his study of economic concentration in the Canadian retail
food industry. As profit levels for Newfoundland chains are high in
relation to the food industry generally there is some support for his
thesis that "excess"” profits are being realized, perhaps attributable
to the essentially duopolistic nature of the market in most major
centres across the island. There is no indication, however, that
this high concentration level had led to overcapacity in terms of
overstoring, inefficiencies in operations, or underutilization of
supermarket floor space. The indications, in fact, are just the
opposite with Sales/Checkout essentially the same and Sales/Square
Foot marginally, but not significantly, higher at $395.15 in

Newfoundland in contrast to $354.48 in Ontario. This would imply
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that his total potential cost savings for St. John's of 6.4 percent
is a gross overestimation and the actual real impact of the present
economic structure on supermarket prices and profits is marginal at
best. The present high level of profitability of these chains would
appear to be attributable to their ability to maintain gross margins
at levels reasonably comparable to those of Ontario chains and to
keep costs down through lower average wage rates, smaller percentage
expenditures on promotion and advertising, shorter operating hours,
and other operating efficiencies as indicated in Table 10.

Independent Stores: Ontario vs. Newfoundland

Independent stores include all stores in either province that are
not part of a corporate chain even though they may be affiliated
members of a vertical distribution system as in the case of voluntary
group stores and cooperatives.

On average, these independent stores are by far the least pro-
ductive sector in either province although much more so in the case
of Newfoundland. Because of their relatively large number in New-
foundland by comparison with Ontario these independents strongly
influence the overall performance of the total retail food sector
within the province. The relative productivity performance of all
independents is indicated in Table 11 and portrays a picture very
similar to the overall provincial situation. The Ontario stores
perform significantly better on every ratio except those where labour

input is expressed in monetary rather than physical terms.
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Table 10

Comparative Operating Statistics:

Corporate Chains - Ontario vs. Newfoundland

Weighted Average

RATIO ONTARIO NEWFOUNDLAND
(44)1 (15)

1) Gross Margin/Sales Ratio .2029 .1957
2) Dollars of Inventory/Sales

Ratio .0387 .0484
3) Promotion Expenditures/Sales

Ratio ** .0083 .0053
4) Part-time Employee Hours/

Total Employee Hours 4317 .2875
5) Employee Wage Rate per Hour $6.62 $4.21
6) Management Wage Rate per Hour $11.49 $8.42
7) Hours of Operation per Week 69.1 61.2
8) Number of Full Time Employees

per Store 20.28 18.50
9) Number of Part Time Employees

per Store 34.35 17.40

* differences are significant at the .05 level

** differences are significant at the .0l level

Statistical tests not available for ratios 5-9

1 Number of observations in each sample.
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Table 11

Retail Food Store Productivity Ratios:

Independent Stores - Ontario vs. Newfoundland

Weighted Average

RATIO ONTARIO NEWFOUNDLAND
(20)1 (17)
1) Sales/Square Foot * $282.80 $189.38
2) Gross Margin Sales .1860 .1543
3) Stockturn Ratios 18.26 14.26
4) Net Operating Profit/Sales .0285 .0279
5) Sales/$ of Payroll $9.78 $12.11
6) Transactions/Checkout * 885 493
7) Sales/Checkout ** $7624.00 $3768.10
8) Sales/Manhour * $46.51 $31.04
9) Efficiency Ratio 352 2.39
10) Value Added/Square Foot * $39.69 $22.89
11) Value Added/$ of Payroll $1.36 $1.46
12) Total Factor Productivity ** $§5.95 $3.56
13) Total Labor Productivity ** $6.47 $3.75
14) Total Capital Productivity $74.05 $68.35

* differences are significant at the .05 level

** differences are significant at the .01 level

1

number of observations in each sample
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Within the independent segment in each province it is possible to
observe whether the operations that are part of some vertically
coordinated marketing system are more productive than those that are
not. In actuality, this may not be a true comparison as virtually
all of the independent operators that are part of some vertically
integrated system can be classified as supermarkets but many of the
other independents are variety stores, general stores, specialty
stores and similar operations which may have a quite different
production function.

Table 12 compares the relative performance of stores that are
members of wholesaler-sponsored voluntary groups with all other
independent food stores in Ontario. The overall picture is quite
mixed with the independent stores outperforming the voluntary group
members on some measures and vice versa. This undoubtedly reflects
the different operating characteristics of the types of stores
contained in the two groups. For example, the other independents
have lower Sales/Square Foot, and a lower Stockturn ratio but a much
higher Gross Margin/Sales ratio reflecting a different product mix or
the more specialized nature of their business. Many of these outlets
concentrate on the high margin, low turnover product lines sold

through most larger supermarkets such as delicatessen products or

baked goods.
The comparison of net productivity measures presents a similar
picture with Value Added/Square Foot being marginally higher for the

other independent stores but Total Labour Productivity being higher
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Table 12

Retail Food Store Productivity Ratios:
Voluntary Group Stores vs. Other Independents - Ontario

Weighted Average

VOLUNTARY GROUP  OTHER

RATIO STORES INDEPENDENTS
(14)1 (6)
1) Sales/Square Foot $312.20 $229.36
2) Gross Margin Sales ** .1672 .2324
3) Stockturn Ratios ** 23.32 12.03
4) Net Operating Profit/Sales .0230 .0418
5) Sales/$ of Payroll ** $ 10.63 S o ()5 L7/
6) Transactions/Checkout 953 729
7) Sales/Checkout $8438. 54 $6113.19
8) Sales/Manhour * $55.88 $32.86
9) Efficiency Ratio 4.18 2.80
10) Value Added/Square Foot $ 38.80 $ 41.42
11) Value Added/$ of Payroll L5317 § ' l.44
12) Total Factor Productivity $ 6.44 S| 2 NS4
13) Total Labor Productivity $§ 6.9 SIS (6
14) Total Capital Productivity $§ 87.72 $§ 57.74

* differences are significant at the .05 level

** differences are significant at the .0l level

1 number of observations in each sample.
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for the voluntary group stores, although these differences are not
significant because of the small sample size.

In comparison to the Ontario chains the voluntary group stores
perform reasonably well. Their utilization rate and stockturn ratio
is almost as high but they appear to have some problem in achieving a
comparable Gross Margin/Sales figure. This may be due to their
concentration on traditional lines of grocery products with very few
stores having higher margin specialty departments. Notwithstanding
this problem their Net Operating Profit/Sales level appears somewhat
higher because of their lower average wage rate and a number of
working proprietors whose salaries are not included in the aggregate
statistics.

Table 13 presents a similar comparison for Newfoundland
separating the productivity performance of retail cooperatives from
that of other independent food stores in the province. It is obvious
from the data that the productivity of independent food stores is
substantially lower than retail cooperatives on virtually every
measure of performance except Sales/$ of payroll and Value Added/$ of
payroll, which are not significant. This is because the wages of
working proprietors are not reflected in the payroll statistics. As
most of these independent outlets are essentially "mom & pop” type
establishments the effect of this omission is significant. In fact,
the performance of this particular segment 1s substantially lower
than any other segment in either province.

In relation to the retall coops and the Newfoundland . sample as a
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Table 13

Retail Food Store Productivity Ratios:

Cooperatives vs. Other Independents - Newfoundland

Weighted Average

OTHER
RATIO COOPERATIVES INDEPENDENTS
(4)1 (13)
1) Sales/Square Foot ** $396.61 $141.76
2) Gross Margin Sales .1633 1477
3) Stockturn Ratios ** 22.10 1421
4) Net Operating Profit/Sales ** .0065 .0416
5) Sales/$ of Payroll $ 10.90 $ 13.04
6) Transactions/Checkout 428 533
7) Sales/Checkout ** $9943.62 $2572.21
8) Sales/Manhour ** $58.11 $23.89
9) Efficiency Ratio * 3.61 1.92
10) Value Added/Square Foot $ 44.86 $ 17.84
11) Value Added/$ of Payroll g 1923 $ 1.64
12) Total Factor Productivity** § 6.06 S 287
13) Total Labor Productivity ** § 6.57 $ Eip(0).
14) Total Capital Productivity §$§ 77.14 S 6413

* differences are significant at the .05 level

** differences are significant at the .01 level

1 number of observations in each sample.
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whole, Value Added/Square Foot for the other independents is only 40
percent and 65 percent of that achleved by the other segments, and
Total Labour Productivity 46 percent and 64 percent respectively.

It is this dismally poor productivity performance of the other
independent segment of the Newfoundland market that accounts for the
relatively poor comparative performance of the entire sector within
the province. Many of these outlets are small confectionary and
variety stores providing a subsistence level of income to the working
proprietor. They average $175,000 in sales annually and 1230 square
feet in size although many are much smaller than that. Because of
their relatively large number and significant cumulative share of
total food store sales their effect on the productivity of the entire
retail food sector is quite significant.

Productivity of the retail cooperatives, on the other hand,
compares favourably with corporate chains within the province and
also with the performance of corporate chain stores and voluntary
group members in Ontario. Value Added/Square Foot is virtually
identical to the Newfoundland chains and Total Labour Productivity,
while lower than the local chalns, is only slightly less than the
value added per manhour achieved by the voluntary group stores in
Ontario.

Profitability of the cooperatives, however, is not as high
as that of the corporate chains. This appears to be attributable
to the higher average wages paid by the coops and more extensive use

of full time labour combined with a Gross Margin/Sales ratio which is




<7 -

3.24 percent lower than the chains.

VII SUMMARY AND CONCLUSIONS

The survey results indicate that, in fact, significant differ-
ences In productivity do exist in the retail grocery trade between
Newfoundland and Ontario. This difference is primarily attributable
to the extremely poor performance of the segment of independent
stores in the province that is not part of any vertically integrated
or coordinated market system. Because of their relatively large
number and significant share of total retail food sales they have
considerable impact on the aggregate performance of the entire retail
food sector.

This would indicate that the primary problem in food retailing is
the retail structure present in the province. Other segments of the
industry, retail cooperatives and corporate chain stores, have a
level of productivity performance at least equal to that of similar
types of stores in Ontario.

Further evidence to support this view of lower productivity at
the aggregate level in Newfoundland can be demonstrated by a
comparison of the number of retail food establishments per capita.
Previous studies have found thils measure of retail structure to be an
important determinant of retail productivity.% In 1971, Newfound-
land had 4.27 grocery stores per 1,000 population in comparison to

0.95 in Ontario (Table 14). These stores were much smaller, had far
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Table 14

Grocery, Confectionery and Sundrles stores, Grocery stores,

and Combination

stores, 1971.

CANADA ONTARIO NEWFOUNDLAND
Total Stores 30,444 7,301 2,231
Population (000) 21,568 7,703 522
Stores per 1,000 pop. 1.41 0.95 4,27
Sales per store $244,974 $205,027 $53,294
Paid employees per store 3.59 3529 0.82
Sales per employee $ 68,238 $ 62,318 $64,995
Payroll per employee § 5,477 § 4,467 $ 3,248

Source: Canada Catalogue 97-707

Vol. VII (7-7).
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fewer pald employees per store, and paid these employees only 73
percent of the average wage of employees in Ontario-based operations.

Surprisingly, labour productivity as measured by sales per
employee appears to be 4.3 percent higher in Newfoundland. When,
however, the number of working proprietors is taken into account
Newfoundland sales per worker drop drastically to $29,526 while
Ontario has a more moderate decline to $47,222.

According to Takeuchi and Bucklin few establishments per capita
is associated with higher labour productivity.55 Their cross-
sectional comparative study of the United States and Japan indicated
that in Japan, with a similar profusion of small independent outlets
as Newfoundland, every 1 percent decline in the number of retail
outlets per capita causes labour productivity to increase by 0.5
percent. This implies that the opportunities for labour productivity
improvement in Newfoundland through increase in the size of the
average store may be substantial. The transi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>