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Abstract

Mergers, acquisitions, and internal growth among grocery retailers, largely since
1996, have increased the share of grocery store sales accounted for by the largest
4, 8, and 20 food retailers nationwide. Similar consolidation is occurring among
food wholesalers. At the same time, new packaged and branded produce items are
gaining acceptance with consumers and vying for shelf space in the supermarket
produce department. Growers, shippers, and their trade associations fear the possi-
bility of fewer buyers for their products, particularly if new marketing and trade
practices such as volume incentive rebates and slotting fees become widespread.
This report uses data from the Censuses of Wholesale Trade and Retail Trade and
industry sources to examine changes in produce markets and market channels from
1987 to 1997 in the United States. It is the first in a series of reports that will
examine competitive behavior in the produce industry.

Keywords: produce, market channels, fresh fruit and vegetables, consumption,
foodstores, foodservice, food-at-home, food-away-from-home, wholesalers, super-
markets, consolidation.
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Preface

This is the first in a series of reports assessing the changing nature of produce mar-
kets and market channels and their implications for competitive behavior. Such an
assessment requires an objective understanding of the increasingly complex rela-
tionships among buyers and sellers along the marketing chain. The Economic
Research Service is working with industry experts to undertake descriptive and ana-
Iytical research studies and will publish a series of reports over the coming year.

This project has three major objectives.

» Develop a comprehensive overview of the produce industry, including consump-
tion and retail sales trends, markets and market channels, and the changing struc-
ture of produce buyers.

« Identify and characterize the types of trade practices used in the produce indus-
try, including trade allowances, services provided by suppliers, forward contract-
ing, and marketing strategies.

» Empirically analyze supplier-to-retail price margin behavior to investigate the
presence of market power.

This report addresses the first of the three major objectives. The remaining objec-
tives will be addressed in subsequent ERS reports. The latter reports will focus on
trade practices for selected commodities using firm-level data. Taken together,
these reports will inform industry participants, researchers, and policymakers about
the forces affecting competition and change in the produce industry.

Mark Denbaly, Barry Krissoff
ERS Produce Study Co-Directors
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Summary

Mergers, acquisitions, and internal growth among grocery retailers, largely since
1996, have increased the share of grocery store sales accounted for by the top 4, 8,
and 20 food retailers nationwide. Similar consolidation is occurring among food
wholesalers. At the same time, new packaged and branded produce items are gain-
ing acceptance with consumers and vying for shelf space in the supermarket pro-
duce department. These are among several dynamic forces that are affecting
change in produce markets and market channels.

Consolidation and structural change is taking place over a wide range of agricul-
tural and food industries and has implications for both producers and consumers.
This report uses data from the Censuses of Wholesale Trade and Retail Trade and
industry sources to focus on changes in produce markets from 1987 to 1997 in the
United States.

Technological innovations, changes in consumer preferences, and globalization of
the produce industry have affected the volume of sales, price, and quality of many
fresh fruits and vegetables. Electronic commerce and vertically integrated com-
puter networks have allowed grower-shippers and retailers to improve communica-
tions in marketing produce, saving on inventory control and reducing shrinkage.
Atmosphere-controlled cargo and remote monitoring systems have extended the
shelf life and quality of perishable products. As a result, the supermarket produce
department has made way for year-round varieties, pre-cut produce, and more
packaged and branded items. These changes are likely to have profound effects on
the way the produce industry is organized and the way it conducts business.

Per capita consumption of fresh produce increased 12 percent during 1987-97.
Consumers, responding in part to increased health concerns, are demanding year-
round supplies of fresh produce such as grapes and strawberries. Rising incomes
and time demands have spurred consumer acceptance of fresh-cut, quick-to-pre-
pare products. And a growing share of consumer expenditures for fresh produce is
occurring in foodservice outlets rather than in traditional foodstores.

Traditional retailers are responding by expanding the size of their produce
departments. The average produce department in today's supermarket carries 335
produce items, almost twice the number carried 10 years ago. The proportion of
sales accounted for by prepackaged salads has doubled. Fresh-cut produce is
growing rapidly and the number of nationally branded products (including
bananas) is expanding.

Most produce today still moves from grower-shippers through merchant whole-
salers to retail outlets (food stores and foodservice establishments). But, between
1987 and 1997, the share of produce moving through merchant wholesalers,
including wholesale produce markets, declined while the share of shipments to
large self-distributing grocery retailers increased. Merchant wholesalers have sur-
vived by becoming larger, performing more functions and consumer services, and
handling a larger array of specialty produce items.
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As food retailers consolidate and expand to take advantage of economies of size,
more firms are introducing supply chain management practices such as firmwide
purchasing and the use of information technologies to provide for continuous
inventory replenishment and individual store oversight. These practices may lower
marketing and distribution costs of produce as well.

Industry consolidation, the introduction of new technologies, changing consumption

patterns, and new marketing and trade practices are important dynamic forces that
are likely to continue to shape produce markets and market channels in the future.

Economic Research Service/lUSDA Understanding the Dynamics of Produce Markets / AIB-758



Glossary

Aggregate concentration The share of sales in a sector (food retailing, for exam-
ple) that is controlled by the largest firms.

Broker. Agent in the marketing chain who negotiates contracts between buyers
(retailers) and sellers (shippers) without taking title to the merchandise or physi-
cally handling inventory.

Buying office/Headquarters Central offices where a company’s buying deci-
sions are made.

Chain. A food retailer or foodservice operator owning 10 or more stores or outlets.

Convenience store A small foodstore (usually 1,000 to 3,200 square feet) selling
a limited variety of food and nonfood products, typically open extended hours.

Cooperative advertising Joint advertising by the retailer and shipper directed
toward the consumer. Retailers advertise the shipper’s products periodically in
exchange for a cash payment or discount.

Cost of sales The total amount of money paid by retailers or wholesalers for
goods that were sold to customers during a specified period. Cost of sales is
sometimes called cost of goods sold.

Cross-docking facility. A physical distribution facility that provides for the transfer

of single-load shipments from suppliers to mixed-load shipments for delivery to
retail stores. An open platform is used in place of a warehouse, eliminating storage
and labor costs.

Direct buying. Purchasing from a shipper or manufacturer directly rather than
from a wholesaler or other middle-marketing agent.

Distribution center. Wholesale facility (warehouse) of a chain store company or
general-line wholesaler.

Distribution channel. Route in the marketing system that goods follow from
grower-shipper to consumer.

Distributor . SeeMerchant wholesaler

Foodstore A retail outlet with at least 50 percent of sales in food products

intended for off-premise consumption. Foodstores include supermarkets, super-
ettes, grocery stores, and delicatessens, and specialized foodstores such as produce
markets and bakeries.

General-line foodservice wholesaler A wholesaler serving foodservice establish-

ments such as restaurants, hospitals, schools, and hotels, and handling products
specifically for foodservice use.
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General-line grocery wholesaler A wholesaler who procures grocery products,
both food and nonfood, for distribution to retailers that lack their own warehousing
and store delivery services.

Green grocer. A foodstore having fresh fruit and vegetable sales accounting for
50 percent or more of total sales

Grocery store. A foodstore that sells a variety of food products, including fresh
meat, produce, packaged and canned foods, frozen foods, and nonfood products.

Gross margin. The profit gained from the difference between the cost of mer-
chandise bought from a supplier and the price for which it is sold to the customer.
Also referred to as gross profit.

Grower-Shipper. Fresh fruit and vegetable firms that grow, pack, and ship pro-
duce, or pack and ship produce for other growers.

Independent Independently owned retail store, or small chain company consist-
ing of 9 or fewer stores.

Jobber. An independent, small to medium-size wholesaler, that provides various
services to retail stores, including warehousing, delivery, pricing, order-taking,
stocking retail shelves, and handling returns.

Merchandise performance agreement Allowances (product discounts) given by
shippers to retailers or wholesalers based on some extra activity such as placing
their products in special displays or locations.

Merchant wholesaler. Firms engaged in the purchase, assembly, transportation,
storage, and distribution of food and nonfood products for sale to other whole-
salers, retailers and foodservice firms.

Minimum order requirement. A minimum quantity of goods (set by the sup-
plier) that the retailer or wholesaler must order at one time in order to qualify for a
price or discount privilege.

Net profit. The ultimate profit or gain that results after overhead and operating
costs are subtracted from the gross profit. It is commonly expressed as a percent-
age of total sales.

Off-invoice allowance A predetermined allowance that is deducted from a bill
when specified conditions are met, such as advertising or promotional participation.

Repacker. A specialized produce wholesaler who ripens and packs or repacks
bulk produce according to specific needs of buyers.

Specialized produce wholesalersMerchant wholesalers who buy and sell fresh

fruit and vegetables on their own account. Produce accounts for over 50 percent
of sales.
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Stockkeeping unit (SKU) A unit of measurement of items in a warehouse or
store. SKU numbers are assigned to unique products according to characteristics
such as brand, type, size, color, or origin, for example. The average supermarket
carried about 400 unique items (SKU’s) in the produce department in 1997.

Supercenter. A large general merchandise store that also includes a self-con-
tained supermarket within it. Supercenters are typically 100,000 to 200,000
square feet in size. Grocery food and nonfood items account for about 40 percent
of total sales.

Supermarket. A full-line, full-service grocery store that occupies at least 6,000
square feet and annually sells $2 million or more worth of products.

Warehouse club A hybrid wholesale-retail establishment selling food, grocery,

appliances, hardware, office supplies, and similar products to consumers and
small-business members.
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Understanding the Dynamics

of Produce Markets
Consumption and Consolidation Grow

Phil R. Kaufman, Charles R. Handy,
Edward W. McLaughlin, Kristen Park, and Geoffrey M. Green

Introduction Industry Sales and

The produce marketing industry underwent consider- Consumption Trends

able change from 1987 to 1997, the most recent retail consumption of fresh fruits and vegetables increased
census year. Changes in the distribution of produce  y gyer 12 percent from 1987 to 1997. Several factors
from the farmgate to consumer are a direct outcome of 5ccount for this. First, Federal agencies, the private
both the demand for produce by consumers and the  gector, and voluntary organizations stepped up efforts
nature of transactions and coordination between pro- 4 jmprove the nutritional health of Americans through
duce buyers and sellers. Prior to 1987, buyers and  jnformed food choices. For example, to reduce the
sellers were more fragmented; most sales were  yigk of cancer, the Food Guide Pyramid advises 5-9
between produce suppliers and grocery and specialized|sjly servings of fruits and vegetables. The Produce
produce wholesalers. In the decade since 1987, large,sor Better Health Foundation’s 5-A-Day program has
self-distributing food retailers have accounted for an  |5ised consumer awareness of produce’s benefits
increasing_ share of fresh_ fruit and vegetable sales by (Kennedy et al.). Improved quality, increased variety,
grower-shippers, bypassing produce wholesalers. and year-round availability via world trade have also

. . boosted consumption of fresh fruits and vegetables.
The nature of produce transactions was changing as

well. In 1993, a third of all produce buyers used some Americans consumed 133.2 pounds of fresh fruit, per

form of contractual agreement (McLaughlinand ~ capita in 1997, up from 121.6 pounds in 1987 (table
Perosio, 1994). Other emerging methods of coordina- 1). Leading consumption in both years were bananas,

tion between buyers and sellers include the formation apples, and watermelons. Per capita consumption of
of strategic alliances, new market and trade practices, fragh vegetables jumped even more, from 162.4

and the sharing of sales data to support retail store dis'pounds in 1987 to 185.6 pounds in 1997. Potatoes
plays and promotions. lettuce, and tomatoes led in 1987, while in 1997,

. : onions replaced tomatoes.
These changes coincide with a number of new devel-

opments in produce marketing, such as

* the growth of value-added and consumer-branded  Table 1—U.S. per capita consumption of fresh

products, fruits and vegetables, 1987 and 1997
the i .  brod ioti ltem 1987 1997 1987-97
L]
e increasing array of produce varieties, Pounds Percent
. . . increase
« consolidation of food wholesalers and retailers, _
Fresh fruits 121.6 133.2 9.5
. . Fresh vegetables 162.4 185.6 14.3
the expansion of the foodservice sector, and Total fresh fruits
and vegetables 284.0 318.8 12.3

« and the greater role of imports. ] —
Source: USDA, Fruit and Tree Nuts Situation and Outlook Yearbook,

1999 and Vegetables and Specialties Situation and Outlook
Yearbook, 1999.
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As fresh consumption has increased, the product mix
has changed. With the introduction of fresh-cut car-
rots, per capita consumption of fresh-market carrots
increased from 8.3 pounds in 1987 to 14.4 pounds in
1997 (USDA, 1999d). Traditional varieties of some
commodities have lost market share to specialty vari-

duce department is similar in size, product variety,
and marketing practices to supermarket produce
departments, we combined the two store formats for
reporting purposes.

In 1997, a total of 24,102 U.S. supermarkets generated

eties. For example, per capita consumption of iceberg $308 billion in sales. Produce contributed 9.7 percent

lettuce fell by 1.4 pounds between 1987 and 1997,
while romaine and leaf lettuces grew by 3.6 pounds.

A second factor in produce consumption is the grow-
ing importance of convenience. Packaged salads and
fresh-cut vegetables/fruits are occupying more shelf

to that total (McLaughlin et al., 1998). Because of its
importance to retail sales, the supermarket produce
department is an appropriate model for understanding
key trends and developments in the produce industry.
Supermarket buyers must stay abreast of changing
trade practices, promotions, and technological

space as consumers strive to reduce meal preparation advances. These, in turn, are reflected in many pro-

time (Progressive Grocerl998). Restaurants, fast-

duce department operations, such as merchandising,

food outlets, and institutional foodservice operators areproduct assortment, and consumer promotions.

seeking to reduce labor costs by buying more pre-
pared, trimmed, and cut produce that is ready to use.

Locally grown items and exotic produce have made
inroads since the late 1980's. Rising incomes have
enabled consumers to purchase higher quality and

Produce department sales accounted for 8.8 percent of
total supermarket sales in 1987 (Litwak, 1988). By

greater variety. Foodservice and restaurants introduce 1997, the produce department share of supermarket

consumers to even more new produce varieties and
methods of preparation. For many consumers, meals
eaten out provide their first exposure to new flavors

and supercenter sales had grown to 9.5 percent
(McLaughlin et al., 1998). (This sample of retailers
includes the produce sales of supercenter stores as a

later found in retail produce departments. In response,percentage of supermarket-related food and nonfood

the supermarket produce department carried nearly
twice as many items in 1997 as 10 years earlier
(Litwak, 1988 and 1998).

Trends in Supermarket Produce
Departments, 1987 and 1997

U.S. consumers purchased $30.9 billion of produce
through supermarkets and supercenter stores in 1997.
Supermarkets captured 88 percent of retail produce
sales, supercenters 10 percent, and other retail stores
(convenience stores, etc.) 2 percent. Even though
supermarkets handle the bulk of retail produce sales,
other retail formats such as convenience stores and
mass merchandisers are adding food and grocery
items, including produce. A variety of specialized

sales, in order to be compatible with supermarkets.)

The number of supercenter stores has risen dramati-
cally since their introduction in 1988. Underscoring
the importance of fresh fruits and vegetables to super-
market and supercenter performance, the produce
department accounts for a disproportionately greater
share of overall profits, relative to its share of sales. In
1987, the department’s share of profits was 16.8 per-
cent—nearly twice its share of sales—and grew to
17.2 percent in 1997 (fig. 1).

Supermarkets are able to set a gross margin that ade-
guately covers produce department expenses, though
reports of gross margin vary somewhat. A survey of
retail produce executives showed average gross mar-
in, as percentage of sales, at 33.2 percent in 1997

foodstores, natural and health food stores, and farmers(\ic|_aughlin et al., 1998) (fig. 1). Produce gross mar-

markets also sell fresh fruits and vegetables.

The supercenter format, a mass-merchandise store
with a self-contained supermarket, has grown in
importance since its introduction in 1988. By 1997,
produce sold in supercenters accounted for estimated
sales of $700 million. Because the supercenter pro-

2 + Understanding the Dynamics of Produce Markets / AIB-758

gins are higher than the overall store margin, which
averaged 26 percent in 1997 (FMI, 1998), but compa-
rable to other perishable products such as fresh meat,
seafood, and deli/prepared foods. Perishable food
margins must account for greater costs due to high
spoilage and waste (shrinkage) as well as the higher
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Figure 1.
Performance of supermarket and supercenter produce departments
All measures of produce performance increased by 1997

Percent
35 —
| 1987 33.2

32.0
M 1997

30

25

20

15

10

0

Share of sales Share of profits Gross margin Share of store size
Source: Census of Wholesale Trade, 1987 and 1997

labor costs associated with product preparation and  88.5 percent of total produce department SKU's in
more costly refrigerated display cases. 1997, versus 83.8 percent in 1993.

During the 1980’s and 1990's, the produce depart- Several new produce items—packaged salads, organic
ment’s size (square feet of floor area) has expanded atitems, expanded ethnic foods, additions to branded

a slightly greater rate than that of the overall store. produce, and newly packaged staples—have emerged
Between 1987 and 1997, the produce department since the 1980’s to bring a new look to the produce
increased from 4,817 to 5,140 square feet in floor areadepartment. Though many of these items had no

an increase of 6.7 percent (Litwak, 1988 and 1998). reported sales in 1987, by 1997 demand had increased
Litwak also reported, ilsupermarket Busineshat sufficiently that supermarket firms kept tabs.

the produce department covered 12.3 percent of the Packaged salads, for instance, constituted 9.7 percent
store, on average, in 1987; by 1997, the share had of total department sales (McLaughlin et al., 1998).
increased to 12.7 percent (fig. 1). This growth took  Organic fruits and vegetables, once considered suitable
place even as supermarkets were becoming larger to only for small-scale food cooperatives or specialty
accommodate additional departments such as service markets, accounted for 1.7 percent of produce depart-
meat and seafood, prepared foods, and deli items. ment sales in 1997 (table 2).

The number of stockkeeping units (SKU’s) sold in the Nationally branded produce reached 19 percent of
produce department in 1987 was 173; by 1997, it was department sales in 1997, compared with 7 percent of
335 (Litwak, 1988 and 1998). This jump in variety sales in 1987. Much of the increase in national brand
was primarily to meet consumers’ demands for added sales is likely due to the introduction of new packaged
convenience, healthy diets, and gourmet and ethnic  and fresh-cut products, in contrast to earlier commod-
items. Despite its catering to convenience, the depart- ity branding such as Dole and Chiquita bananas and
ment actually increased the proportion of fresh versus Sunkist oranges. Well-known brand names in canned
nonfresh items it stocked. Fresh items accounted for and frozen vegetables have entered the fresh arena

Economic Research Service/lUSDA Understanding the Dynamics of Produce Markets / AIB-758



Table 2—Produce department products quickly and efficiently from the major production

Product 1087 1997 areas to the retail markets. A number of different,
often competing industries form the produce distribu-
tion system that procures, packs, ships, warehouses,
Packaged salads - 9.7 facilitates transactions between buyers and sellers, and

Percent of produce sales

Organic - L distributes to local retailers and foodservice outlets.
Fresh-cut -- 5.23

i 3
E‘f}ﬁ;’t”eal'g’bz,ra“ded 72 1:233 Figure 2 illustrates produce markets, the channels of
Packaged, bagged, distribution, and their sales at each stage of the vertical
and tray-wrapped 35.02 26.23 marketing system in 1987 and 1997, for the major
- = No reported sales in 1987. industries: grower-shippers, wholesalers, retail stores,
1 Litwak (1988). and foodservice operators. In addition, produce

2 McLaughlin et al. (1998).

3 Food Marketing Institute (1998). moved through export and import channels, through

direct markets (which include farmstands, farmers’

with varying success. Dole, for instance, has become amarkets, and mail-order sales), and through intermedi-
market leader in packaged salads because the packagate brokers. Not all fresh fruits and vegetables move
ing allows for more consistent quality and sizes. through each successive vertical sector, however. For
Shipper and packer labels such as Grimmway carrots €xample, some imported fruits and vegetables are

or Andy Boy lettuce, though not generally recognized Shipped directly to wholesalers, bypassing U.S.

as consumer brands, are promoted to trade buyers. ~ grower-shippers altogether.

Changing Produce Distribution
and Market Channels After being harvested, fresh produce is handled and
packed either by a shipper or by the grower. For
Because produce spoils quickly, the produce wholesal-instance, bulk lettuce is often washed and packaged in

ing system has evolved in order to move product the field. Grapes are pre-cooled and shipped.
Figure 2.
Fresh fruit and vegetable marketing channels 1987 and 1997
,,,,,,,,,,, Expors markets
1987 - $1.2 >
1997 - $3.1 1987 - $0.6 Consumers
1997-$11 | [
General-line
grocery wholesalers
Grower/ [ | e
shippers 1987 - $3.6 8
""""""""""""""""""""""""""" 1997 - $6.4 e
Specialized orod 1987 - $22.0 1987 - $34.6
pecialized produce 1997 - $34.3 _$70.
1987 - $11.2 wholesalers $ 1997 -$70.8
1997 - $17.8 168y 500
1997 - $33.0 .
Foodserwce
General-line foodservice establishments
wholesalers >
1987 - $3.8 1987 - $12.0
1997 - $7.1 1997 - $35.4
,,,,,,,,,,, Imports
1987 - $2.0
1997 - $4.1 Brokers

1987 - $7.0
1997 - $6.8

Sources: Census of Wholesale Trade Census of Retail Trade;
Blue Book, 1997; McLaughlin et al., 1998.
Note: All values are in $ billion (current, not adjusted).
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Potatoes are stored, packed, shipped, and often
repacked near the point of harvest. To estimate the
value of fresh fruits and vegetables at the production
level, these handling and packing costs are added to

Although shipments of both fruits and vegetables
increased between 1987 and 1997, vegetable ship-
ments jumped 102 percent, versus 19 percent for
fruits. The top three vegetables shipped for fresh use

growing costs to derive the total value of fresh producewere lettuce, tomatoes, and potatoes (USDA, 1999d).
before it is shipped to market. Because the productionThese accounted for 52.9 percent of total shipments in

of fresh produce is highly integrated with the harvest-

1987, but for only 33.4 percent in 1997. This is par-

ing, packing, and shipping systems, production values tially due to the reporting of more vegetable items

are estimated using the shipping point, or f.0.b. (free-
on-board), values.

The value of U.S. production of fresh fruits and veg-
etables by grower-shippers reached $16.8 billion in
1997, up from $10.7 billion in 1987, a 57-percent
increase (table 3). Fresh fruit production rose from
$6.0 billion to $7.1 billion, while fresh vegetables
jumped from $4.7 billion to $9.7 billion.

To arrive at the total value of grower-shipper ship-

beginning in 1997.

Among fresh fruit shipments, those with the highest
value in 1987 and 1997 were apples, oranges, and
strawberries (USDA, 1999b). The leading fruits
accounted for 48.4 percent of shipments in 1987 and
51.8 percent in 1997.

Grower-shippers serve a number of domestic produce
customers, including wholesalers, self-distributing
retailers, foodservice firms, and direct markets. The

ments (sales) to the U.S. domestic food marketing sys-share of fresh vegetable purchases by wholesalers was

tem, we must account for imports and exports.

estimated to vary from 35 to 55 percent in 1994, by

Imports of fresh fruits and vegetables equaled $4.1 bil-retailers 20 to 40 percent, and by foodservice estab-

lion in 1997, a 105-percent increase over 1987’s total
of $2.0 billion (fig. 2). Both grower-shippers ($2.6
billion) and merchant wholesalers ($1.5 billion) took
delivery of 1997’s produce imports.

Exports by both grower-shippers ($1.6 billion) and

lishments 25 to 45 percent (Powers, 1994).

Some fresh produce sales occur directly between the
producer and consumer. Farm stands and stores, pick-

merchant wholesalers reached $3.1 billion in 1997, up your-own operations, roadside stands, farmers’ mar-
158 percent over 1987. Thus, the net value of producekets, and mail-order sales are used by growers to mar-

imports minus exports in 1997 by grower-shippers is
$1.0 billion, which, when added to domestic produc-
tion of $16.8 billion, gives total shipments to the U.S.
distribution system of $17.8 billion. One decade ear-
lier, the total value of produce entering the U.S. distri-
bution system from grower-shippers was $11.2 billion.

ket their produce. Farmers markets’ have become
increasingly important as a direct market for growers.
According to USDA's Agricultural Marketing Service,
the number of farmers’ markets grew from about 100
in 1974 to 1,755 in 1994, and to 2,812 in 1998.

Table 3—Value of production and grower-shipper sales, 1987 and 1997

1987 1997

Product Value of Grower-shipper Domestic Value of Grower-shipper Domestic

production?t imports2 exports2 sales production?t imports2 exports2 sales

$ billion (current, not adjusted)

Fresh fruits 6.0 0.6 0.3 6.3 7.1 15 11 7.5
Fresh vegetables 4.7 0.3 0.1 4.9 9.7 11 0.5 10.3
Fresh fruits
and vegetables 10.7 0.9 0.4 11.2 16.8 2.6 1.6 17.8

1 value of shipments of domestic production only based on fob prices.

2 Estimates of total imports and exports to grower-shippers and wholesalers derived from Blue Book, Red Book and McLaughlin et al., 1998.

Sources: USDA, Agricultural Prices, various years; USDA, Citrus Fruits, Final Estimates, various years; USDA, Foreign Agricultural Trade of the
United States, Calendar Year Supplement, various years; USDA, Noncitrus Fruits, Final Estimates, various years; USDA, Vegetables and

Specialties Situation and Outlook Yearbook, 1999.

Economic Research Service/lUSDA
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Direct sales benefit many smaller grower-shippers nearand trucking fleets. General-line grocery wholesalers
population centers. These direct sales are usually on ashipped $6.4 billion worth of produce in 1997, up

cash basis and are therefore extremely difficult to esti-

mate. Still, based on survey data (McLaughlin and

Perosio, 1994), estimated sales through direct market-

ing channels reached $1.1 billion in 1997, compared
with $0.6 billion in 1987 (fig. 2).

Wholesalers buy produce from grower-shippers and

from $3.6 billion in 1987.

In 1997, produce sales averaged 5 percent of total gen-
eral-line grocery wholesaler sales. A number of these
wholesalers also own and operate retail stores. In
1999, Supervalu owned 431 stores representing $5 bil-
lion in retail sales and approximately 22 percent of the
company’s total sales (Hoover’s Online, 1999).

importers. Some smaller wholesalers, such as jobbersGeneral-line foodservice wholesalexsrve restaurants,

often buy produce from larger wholesalers. Most

hospitals, schools, and hotels, and handle products

wholesalers are merchant wholesalers who take title tospecifically for foodservice use. Some of the largest

the product, which they handle. Brokers do not take
ownership of the product but rather mediate on behalf
of either a grower-shipper or a buyer of produce.

Wholesalers sold $34.5 billion of produce in 1987;
merchant wholesalers sold $27.4 billion and brokers
negotiated $7.0 billion in sales (table 4, fig. 2). In
1997, sales reached an estimated $53.3 billion, an
increase of 64.7 percent. Merchant wholesalers
increased sales by 69.5 percent over 1987, while bro-
ker sales dipped 1.6 percent.

General-line grocery wholesalemocure grocery

foodservice wholesalers, like Sysco and Alliant, carry

a broad range of products including paper supplies and
equipment. Still, Sysco reports that produce accounts
for 6 percent of its total sales. For all general-line
foodservice wholesalers, produce sales reached $7.1
billion in 1997 (fig. 3).

Specialized produce wholesalen® classified by the
Census of Wholesale Trade as establishments prima-
rily engaged in the wholesale distribution of fresh
fruits and vegetables. These wholesalers procure and
deliver to retail stores, foodservice operators, and
repackers, who buy in bulk and pack or repack pro-

products, both food and nonfood, for retailers that lack duce for resale to other retailers and wholesalers. For

their own warehousing and store delivery services.
For example, Supervalu (Eden Prairie, MN), the
largest general-line grocery wholesaler in the United

example, Standard Produce (Houston, TX) purchases
and receives produce from growers and shippers and
then sells to a number of retail and foodservice

States, sells a complete line of products to 4,400 retail accounts. Standard now has division offices and ware-

foodstores. These retailers are often individual store
retailers or smaller retail chains that are too small to
own and operate produce buying offices, warehouses,

Table 4—Produce sales by wholesaler type, 1987
and 1997

Wholesaler type 1987 1997
$ billion
All wholesale establishments selling
fresh fruits and vegetables?t 34.5 53.32
Merchant wholesalers (total) 274 46.52
General-line grocery3 3.6 6.4
General-line foodservice3 3.8 7.1
Specialized produce3 20.0 33.0
Brokers 7.0 6.82

1 Numbers may not add to totals due to rounding error.

2 Cornell estimates.

3 ERS estimates.

Source: Compiled from U.S. Census Bureau, various years.
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houses in urban centers throughout the South and
Southwest.

Specialized produce wholesalers also include truckers
and jobbers who purchase produce from the large
wholesalers to sell and distribute to smaller retailers
and foodservice operators such as produce stores, spe-
cialty markets, small grocery stores, and restaurants
that may not require a general-line wholesaler.
Specialized produce wholesalers continue to supply

the majority of produce to both retail stores and food-
service firms, accounting for $33.0 billion in produce
sales in 1997.

Brokersserve either buyers or sellers of produce by
locating supplies and negotiating their sale. Brokers
may negotiate sales between importers and grower-
shippers or between grower-shippers and retailers or
foodservice buyers. Although brokers still figure in

Economic Research Service/lUSDA



Figure 3.
Wholesalers' sales by wholesaler type, 1987 and 1997
Specialized produce wholesalers have the largest share
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the produce market channels, their numbers have sales to other wholesalers (from 46.5 percent to 33.0

dropped as has their share of sales. percent) reflects the decline in the relative market
share of small produce wholesalers, who tend to pur-

Wholesalers’ Customers chase produce from larger wholesalers rather than

direct from grower-shippers.
Wholesalers serve a variety of produce customers.
However, as produce markets and market channels  The increase in export and import activity has pro-
have evolved, the relative importance of those cus- vided additional marketing opportunities for the
tomers has changed in the decade since 1987. For wholesaler. It is still difficult for chains to source pro-
example, while foodservice customers and exporters duce overseas, so imports and exports enter and exit
gained in importance, the share of sales to other the system at the grower-shipper and wholesaler level.
wholesalers and retailers declined (fig. 4). According to some of the larger wholesalers, imports
account for about a third of their inventory at any one
In 1987, 38.1 percent of all wholesaler produce sales point in time (McLaughlin et al., 1997).
went to retail stores. By 1997, this share had declined
to 34.6 percent, reflecting the ascendance of large The continued growth in nontraditional produce such
supermarket firms that buy produce directly from as organic, ethnic/gourmet, and specialty items has
grower-shippers. Retail store executives have predictedalso been a boon to wholesalers. These high-margin
that, by 2004, 51 percent of produce would be direct products are difficult for supermarket chains to buy

from grower-shippers (McLaughlin et al., 1999). directly from grower-shippers as individual chains do
not have the volume to purchase or organize trailer
Conversely, the proportion of wholesaler sales to loads of these products.

restaurant and institutional customers jumped from 8.4

percent in 1987 to 21.2 percent in 1997. The share  The other significant opportunity for some wholesalers
going to the export market also increased, from 4.1  is the increased foodservice trade. Foodservice opera-
percent to 5.6 percent. A proportionate dip in share of tors require frequent and small deliveries of produce
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Figure 4.
Wholesaler sales by customer type
Sales to wholesalers and retailers declined in 1997
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Source: Census of Wholesale Trade, 1987 and 1997

due to its perishability. Therefore, specialized produce the mass merchandise retailers like Wal-Mart built their
wholesalers are often better able to provide this servicesupercenter formats. Supermarkets and other general-

than general-line wholesalers. line grocery stores dominated food sales and sold 91.8
percent of all produce sold through retail outlets (table
Retail Stores 5). Remaining sales were through convenience stores

(0.9 percent), specialized produce stores (6.8 percent),
Produce sales through retail stores reached $34.3 bil- and “other” foodstores (0.5 percent).
lion in 1997, compared with $22.0 billion in 1987 (fig.
2). Foodstores accounted for 96.2 percent of all retail By 1997, however, warehouse clubs had introduced

produce sales in 1997, while other retail stores— more perishables, including produce, to their mix of
including supercenters and warehouse club stores— products. Warehouse club stores sold 1.7 percent of
made up the remaining 3.8 percent (table H)e retail produce, while supercenters accounted for
Census of Retail Tradeports on grocery stores— another 2.0 percent. Although foodstore sales of pro-

including supermarkets, other general-line grocery duce grew as well, sales growth through the nontradi-
stores, convenience stores, and delicatessens—that  tional channels outpaced that of traditional foodstores,
make up the bulk of retail produce sales. Specialized increasing their proportion of sales to 3.8 percent.
foodstores include produce markets, butcher shops, These nontraditional outlets have become the fastest
bakeries, dairies, and health food stores. Despite theirgrowing retail segment in produce, as the number of
greater number, these specialized foodstores accountedew warehouse club and supercenter stores continues
for only $1.8 billion or 5.3 percent of retail produce to rise.
sales in 1997.

Foodservice
In 1987, when warehouse clubs like Sam’s were just
emerging, they carried little produce or other perishable Foodservice establishments—from fast food to fine
food, instead discounting bulk, dry groceries. Nor had dining to college cafeterias—generated produce sales
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Table 5—Produce sales from retail stores, 1987 and 1997

Type 1987 1997 1987 19971
$ billion Percent of total produce sales

Foodstores 22.0 33.0 100.0 96.2
Grocery stores 20.4 31.3 92.7 91.3
Supermarkets2 19.6 30.2 89.1 88.0
Other general-line grocery stores2 0.6 0.8 2.7 2.3
Convenience stores3 0.2 0.3 0.9 0.9
Specialized produce stores 15 1.7 6.8 5.0
Other specialized foodstores 0.1 0.1 0.5 0.3
Other retail stores — 1.3 — 3.8
Warehouse clubs2 — 0.6 — 1.7
Supercenters? — 0.7 — 2.0
Total produce sales# 22.0 34.3 100.0 100.0

— = less than $25 million in (or 0.1 percent of) sales.

1 Estimated by applying CPI for fresh produce to 1992 census figures.

2 Estimated using percentage shares from Cornell University; company annual reports; Progressive Grocer, April 1987 and 1997; ERS, Food
Marketing Review, 1994-95.

3 Based on special tabulation by U.S. Census Bureau.

4 Numbers may not add to totals due to rounding error.

of $35.4 billion in 1997 (fig. 2). Because of the by How’s formula, is $10.6 billion, an increase of 130
tremendous diversity of foodservice operations, aver- percent since 1987.
ages are deceptive. But with ever more food con-
sumed away from home, it is necessary to understand
the importance of produce sales through this channel.
All told, produce sales to consumers through retail
Consumers’ busy lifestyles, more women in the work- stores, foodservice, and direct markets reached $70.8
force, and rising household incomes have resulted in  billion in 1997, up from $34.6 billion in 1987 (fig. 2).
less spent on preparing food at home and more spent Retail stores’ share of total produce sales to consumers
on food away from home. In 1997, U.S. consumers has fallen dramatically, from 63.6 percent in 1987 to
spent $321.4 billion on food consumed away from 48.4 percent in 1997 (fig. 5). The foodservice share,
home, 61.6 percent above the $198.9 billion spent in meanwhile, rose from 34.7 percent to 50.0 percent.
1987 (USDA, 1999c). The share of consumer sales through grower-direct
markets remained nearly constant at 1.6 percent.
When produce is purchased from foodservice, it is
almost always purchased as part of a complete meal, )
with individual items cut, primped, and prepared. In Changing Structure of Produce
addition, typical margins in foodservice are much Buyers—Food Retailing and
higher than in foodstores, due to the larger services Wholesaling
component of the meal.
Since 1987, mergers and acquisitions among food
Placing a value on that portion of the meal or dish retailers and wholesalers have contributed to the rising
derived from produce is therefore extremely difficult.  share of sales accounted for by the largest 4, 8, and 20
R. Brian How (1988) estimated foodservice sales of  firms. As the leading retailers and wholesalers have
fresh fruits and vegetables in 1987 to be $12.0 billion, grown, they have become more important as produce
with an initial value of $4.6 billion for cost of produce. buyers. As such, has their increased buying power
McLaughlin and others (1997) reported that 11 percentaffected prices paid by consumers or those received by
of the total cost of food purchased by the restaurant  grower-shippers? Are market and trade practices
industry was for produce. Applying this percentage to likely to change as a result of wholesaler and retailer
total foodservice sales in 1997 results in produce salesconsolidation? And what forces are motivating firms
of $35.4 billion. The wholesale value of this produce, to undertake large mergers and acquisitions? Although
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Figure 5.
Consumer produce sales share, by major segment: 1987 and 1997
Foodservice had the largest share of produce sales to consumers in 1997
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definitive answers are not currently available, we will  internal growth, firm consolidation, and divestitures
discuss the extent of structural change and its likely among the largest food retailers.
impacts on produce suppliers and consumers. A sub-
sequent report will make use of data collected from  Recent Mergers and Acquisitions in
produce suppliers, wholesalers, and retailers to better Grocery Retailing
assess the impacts of structural change.
Consolidation in food retailing has increased signifi-

Consolidation in Food Retailing cantly since 1996 (table 6). Successive acquisitions by
Yucaipa/Fred Meyer in the Pacific region, by Ahold in
From 1987 to 1998, the largest four food retailers’ the Northeast, and by Safeway in multiple regions

share of grocery store sales rose from 17.1 percent to have rapidly increased their size and contributed to
26.8 percent (fig. 6). The 8 largest retailers’ share higher national concentration levels.
increased from 26.0 percent to 37.3 percent, while the
20 largest retailers’ share reached 48.2 percent of total Food retailers announced two mergers in 1998 involv-
grocery store sales in 1998, compared with 36.5 per- ing the largest ever combined sales. Kroger, the largest
cent in 1987. Most of these gains occurred after 1996, retailer with sales of $26 billion in 1997, merged with
when a number of consolidations among the 20 largestYucaipa/Fred Meyer to form a multiregional supermar-
retailers were initiated. ket operator with $43 billion in combined sales. By
1999, the combined firm operated 2,575 supermarkets
But because food retailers compete within smaller geo-in 31 States, with convenience stores in an additional 6
graphic areas, such as cities and towns, national sales States. Also in 1998, fourth-ranked Albertson’s initi-
shares are less meaningful than for food processing, ated its merger with second-ranked American Stores,
whose largest firms typically serve national markets.  resulting in 1999 combined sales of $34 billion, from
Nevertheless, changes in national shares of the largest1,652 supermarkets in 38 States.
4, 8, and 20 food retailers indicate the net effect of
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Figure 6.
Grocery store sales of the largest 4, 8, and 20 food retailers, 1987-98

The largest 20 firms captured 48 percent of total grocery store sales in 1998
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As a result of these mergers and acquisitions, the greater had sales of similar prepared foods sold in

largest food retailers such as Kroger and Safeway havefoodstores been included.

maintained their ranking while growing considerably in

size. Other retailers, including Albertson’s and Ahold, Discount mass-merchandisers (Wal-Mart, K-mart, and

USA (operator of six supermarket chains), have moved Target) and warehouse club stores (Costco, Sam’s (a

up in ranking through consolidation (table 7). division of Wal-Mart), and BJ’s) are additional sources
of competition for food retailers. They increased their
retail food sales by almost 75 percent since 1992, to
reach $65 billion in 1997. Over the same period, food

Food retailers seek growth through consolidation for  sales by traditional retailers grew 15 percent, to $308.8

many reasons. Low inflation rates in the general econ-billion.

omy have limited the ability of retailers to raise gro-

cery prices and margins. Over 1987-97, inflation- Stable food prices, slowing growth in at-home food

adjusted grocery store sales fell 0.3 percent annually. spending, the increasing share of the food dollar spent

Despite rising incomes, consumer expenditures for in restaurants and other foodservice outlets, and the

food at home continue to fall. Over 1987-97, the sharegrowth of food sales by nontraditional retailers have

of disposable income devoted to food at home fell heightened competition among grocery retailers. As a

from 7.4 percent to 6.6 percent. Meanwhile, con- result, larger food retailers have opted to merge, citing

sumers bought more prepared foods and meals away cost savings and efficiency gains.

from home, indicating a preference for more leisure

time. Of total spending for all food, almost 45 per-

cent went to the foodservice sector in 1997, compared

with 43.9 percent in 1987 and 38.2 percent in 1977.  Food retailers often cite the potential for lower operat-

The growth in foodservice spending would have been ing, procurement, marketing, and distribution costs as
motivating mergers and acquisition¥dll Street
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Table 6—Recent mergers and acquisitions in Table 7—Twenty largest food retailer sales, 1999 1
grocery retailing

Rank/Retailer Number of U.S. grocery
Acquiring and Number  Sales of grocery stores store sales?
acquired retailer of stores  acquired $ billion
acquired stores 1. Kroger Co./Fred Meyer 2,200 43.1
$ million 2. Albertson’s/American Stores 1,796 34.0
Pacific: 3. Safeway/Vons/Randall’s 1,435 29.0
Safeway - Vons, 1997 325 5,400 4. Ahold U.S.A. 1,294 23.4
Yucaipa - Fred Meyer, 1997 101 3,124 5. Wal-Mart Supercenters3 721 15.7
Quality Foods Centers-Hughes, 1997 57 1,250 6. Winn-Dixie Stores 1,178 13.9
Yucaipa - Smiths Food & Drug, 1997 150 3,000 7. Food Lion/Hannaford Bros. 1,359 13.6
Yucaipa - Quality Foods Centers, 1997 203 1,200 8. Publix Super Markets 587 12.1
Albertson’s - Lucky (American 9. A&P 908 10.5
Stores), 1998 448 8,2951 10. Meijer Inc. 117 8.6
Midwestern: 11. H.E. Butt Grocery Co. 257 6.9
Giant Eagle - Riser Foods, 1997 56 4,0002 12. Super,valu 345 51
Lund’s - Byerly’s, 1997 11 65 13. Shaws Supermarkets 179 4.2
Albertson’s - Jewel/Osco (American 14. Giant Eagle 200 4.0
Stores), 1998 610 3,166 15. Hy-Vee 247 3.2
16. Penn Traffic Co. 241 2.8
Northeastern: 17. Raley’s 121 2.5
Ahold - Stop & Shop, 1996 189 4,400 18. Wegmans Food Markets 57 2.4
Ahold - Giant Food, Inc., 1998 176 4,200 19. Aldi 475 24
Albertson’s - Acme (American 20. Grand Union 221 23
Stores), 1998 183 3,388t 1p ] |
Food Lion - Hannaford, 1999 150 3,400 2| ost:merger estimated sales.
ncludes supermarket, convenience store, and other grocery store
Southeastern: sales.
Food Lion - Kash & Karry 3 Sales exclude nongrocery store items.
(Florida), 1997 100 1,000 Sources: Company annual reports, Wall Street Journal (various
Jitney Jungle - Delchamps, 1997 118 1,300 issues), Supermarket News (various issues), and Food Institute
Kohlberg & Co. — Schwegmann’s, 1997 26 115 Weekly Digest (various issues).
Inter-regional:
Safeway - Dominicks, 1998 112 2,300 Retailers have also cited greater efficiencies in the pro-
Kroger - Yucaipa/Fred Meyer, 1998 800 15,000 curement of retail products, including produ¥éall
Safeway - Randalls, 1999 116 2,500 Street JournalThe Packerand company press
1 Total sales of American Stores (Lucky, Jewel-Osco, and Acme); releases). By purchasing more volume from suppliers
jiludes sales of 773 dngstores. _ and distributors, retailers hope to lower the per-unit
ncludes wholesale sales to 586 independent grocery retailers. .. .
Sources: Company annual reports, Wall Street Journal (various cost of gOOdS by negOtlatmg lower wholesale prices.
issues), Supermarket News (various issues), and Food Institute In return, retailers are able to offer exclusive procure-
Weekly Digest (various issues). ment agreements such as partnering, long-term agree-

ments, and other strategic alliances that can benefit

Journal The Packercompany press releases). Taken suppliers and distributors. Retailers gain a more reli-
together, coordinated actions that attempt to realize  aple source of supply, and over time can work to
efficiency gains through procurement and distribution  develop a higher quality and more uniform product.
constitute supply chain management practices.

_ _ o Retailers have also cited reduced marketing and sell-
To lower operating costs, retailers are centralizing ing costs as a result of strategic alliances with desig-
management and control at headquarters. New infor- nated suppliers. Suppliers and distributors are being
mation technologies—such as companywide satellite asked to help retailers with the design and provision of
and internet communication syste_ms,_ and store check- category management, instore promotion and point-of-
out scanner data—enable centralization of many man- purchase materials, sales event planning and advertis-
agement activities that previously fell to store-level ing, and special packaging. Retailers may also pro-
managers. Timely and detailed information at head- vjde detailed sales data to suppliers and distributors in
quarters also allows for effective control of operations order to better evaluate promotions, seasonal differ-
over wide geographic areas. ences, price responses, and other characteristics of
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consumer demand. By working closely with their sup- Acquisitions and mergers continue to reshuffle the
pliers and distributors, retailers can reduce marketing ranks of the leading companies.
costs while improving the effectiveness of store-level
marketing activities. Supervalu is the largest grocery wholesaler, with 1999
sales of $22 billion and serving some 4,400 stores
Consolidating retailers have also cited potential cost  from over 34 distribution centers (table 8). In addition
savings through streamlining of product distribution  to serving independents and smaller chains, Supervalu
functions Wall Street JournalThe Packercompany owns and operates 431 corporate stores. In 1992,
press releases). Large retailers typically are self-dis- Supervalu acquired Wetterau, then the third largest
tributing; they perform wholesaling activities such as  wholesaler, for $1.1 billion. Supervalu’s other acquisi-
purchasing goods from suppliers, arranging for ship- tions include Sweet Life Foods in 1994, 58 retail food-
ment to distribution warehouses, and replenishing stores in 1998, and, in 1999, Richfood Holdings.
store-level inventory. Supply chain management prac- Richfood—upon purchase the sixth largest wholesaler
tices such as continuous inventory replenishment, the with sales of $3.2 billion—had been active in acquir-
use of cross-docking facilities, direct store delivery by ing other wholesalers and retailers. It more than dou-
suppliers, and selective use of specialty wholesalers bled its sales from 1994 to 1999 by internal growth
can reduce the need for large distribution centers and and by acquiring the supermarket chains Farm Fresh,
their associated costs. The number of distribution cen-Inc., and Shoppers Food Warehouse.
ters can be reduced, while remaining warehouses can
be used more intensively. Fleming Cos., the largest wholesaler until 1996,
acquired Scrivner in 1994 for $6 billion. Fleming’s
sales peaked at that time at $19.3 billion, and have
since declined to $15.1 billion. Fleming has 34 distri-
Consolidation is also occurring rapidly among mer- bution centers, and is reducing its buying centers from
chant food wholesalers—especially among the gen- 57 to 14. It serves over 5,500 grocery stores, and
eral-line grocery wholesalers primarily serving food- owns 279 corporate foodstores.
stores and supermarkets, and the general-line foodser-
vice wholesalers primarily serving restaurants and C & S Wholesale has become the third largest whole-
institutional customers such as schools and hospitals. saler by aggressively seeking to serve medium to large

Table 8—Largest U.S. general-line grocery wholesalers, 1999

General-line wholesaler Stores owned Stores served U.S. sales
$ billion
1. Supervalu/Richfood 431 4,400 22.0
2. Fleming 279 5,542 15.1
3. C & S Wholesale 0 630 6.1
4. Wakefern Food Corp. 22 195 5.2
5. Nash Finch Co. 108 1,832 4.1
6. Associated Wholesale Grocers 37 903 3.2
7. Certified Grocers of Calif./United Grocers 0 3,410 3.1
8. Roundy’s 19 765 2.6
9. Spartan Stores 44 420 2.6
10. Smart & Final 216 216 1.7
11. Grocers Supply Co. 4 1,425 1.7
12. Alex Lee Inc. 97 NA 15
13. Purity Wholesale Grocers 0 NA 14
14. White Rose Foods 0 325 1.3
15. Associated Grocers, Inc. 0 300 1.1
16. Merchants Distributors, Inc. 0 350 1.0
17. Associated Food Stores 19 na 0.9
18. Holiday Companies 0 295 0.85
19. Associated Wholesalers, Inc. 10 450 0.81
20. Affiliated Foods (NE)/(KS) 0 870 0.75

Source: Company annual reports.
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chains such as Grand Union. Nash Finch has been
actively acquiring both retail stores and several
regional wholesalers: Military Distributors of Virginia

in 1995, Super Food Services and T.J. Morris in 1996,
and United-A.G. Cooperative in 1997. And in 1999,
two large west coast firms—Certified Grocers of
California (sales of $1.8 billion) and United Grocers
(Oregon, $1.2 billion)—merged to form the seventh
largest grocery wholesaler.

Foodservice wholesalers completed 26 mergers and
acquisitions in 1997. Still, the foodservice distribution
industry remains relatively fragmented, with the top 50
firms accounting for 28.1 percent of total industry
sales in 1997. The top 10 wholesalers accounted for
25.3 percent of the $147 billion in total industry sales
in 1998, while the top 4 firms had a 21-percent share.

Sysco Corporation is by far the largest foodservice
wholesaler, with sales of $16.2 billion in 1998, up
from $14.8 billion in 1997 (table 9). While Sysco dis-
tributes a full line of food and nonfood products, fresh
produce has accounted for 6 percent of its sales over

Table 9—Largest general-line foodservice
wholesalers, 1998

Firms Sales
$ billion

1. Sysco Corp. 16.2
2. Alliant Foodservice, Inc.

(formerly Kraft Foodservice) 6.1
3. U.S. Foodservice

(formerly JP Foodservice, Inc.) 5.8
4. PYA/Monarch, Inc. 2.7
5. Gordon Food Service, Inc. 1.8
6. Performance Food Group 1.6
7. Food Services of America 1.1
8. Shamrock Foods Co. 0.8
9. Reinhart Food Service 0.6
10.Ben E. Keith Foods 0.4
11.Maines Paper & Food Service 0.4
12.U Company 0.3
13.Clark Foodservice, Inc. 0.3
14.Quality Foods, Inc. 0.3
15.Metropolitan Provisions 0.3
16.Mutual Distributors, Inc. 0.3
17.Conco Food Service 0.3
18.Henry Lee Co. 0.2
19.Institutional Distributors 0.2
20.Labatt Food Service 0.2

Source: Institutional Distribution, March 1999, and company annual
reports
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1997-99. Thus, in 1998 alone, fresh produce
accounted for nearly $1 billion worth of Sysco’s sales.
Alliant Foodservice, formerly known as Kraft
Foodservice, acquired five foodservice distributors
during 1997-98. Its sales increased $900 million in
1998 to $6.1 billion. In 1995, the third largest whole-
saler (Rykoff-Sexton) merged with the fourth largest
wholesaler (U.S. Foodservice) under the U.S.
Foodservice name.

Although recent mergers and acquisitions of large
retailers have increased national concentration, the
extent to which they occur in the same geographic
region has been limited. As a result, their impact on
local market competition—cities and towns—has
varied considerably.

Following merger guidelines and other criteria,

antitrust agencies (either Federal Trade Commission or
Department of Justice) have required divestiture of
stores in overlapping markets that would otherwise
have the effect of raising market concentration or
reducing competition. The FTC consent agreement for
the Albertson’s - American Stores merger required the
divestiture of 104 Albertson’s supermarkets and 40
American Stores supermarkets operating in 57 cities
and towns common to both retailers. The sale of these
stores provided new opportunities for smaller competi-
tors to enter markets that they otherwise would not
have attempted. The divestiture included 31 stores
sold to a food wholesaler in southern California that
intends to transfer ownership to independent operators,
subject to FTC approval.

In contrast, the merger of Kroger and Yucaipa/Fred
Meyer resulted in very few divestitures, due to the min-
imal number of overlapping local markets involved.
Similar standards and requirements were imposed by
the FTC to preserve levels of competition for those
stores in cities and towns common to both retailers.

Food prices are not likely to rise as a result of the
recent consolidations among retailers, all else equal,
provided that antitrust agencies remain vigilant against
local market power and elevated concentration levels.
In fact, resulting cost efficiencies may ultimately bene-
fit consumers.

In the 1980’s, new store formats were introduced to
address the needs of specific consumer segments.
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Warehouse stores served economy-minded shoppers, grower-shippers may form joint ventures, coopera-
while organic and natural foods supermarkets targeted tives, or other alliances to better serve large retailers.
less price-conscious but health-oriented consumers. Other produce suppliers may seek niche markets for
Mass-merchandise retailers expanded their array of  a limited range of produce offerings—such as spe-
grocery products, which begat the supercenter store—aialty fruits and vegetables or organically grown
supermarket within a larger general merchandise store products—in order to meet the procurement needs of
Warehouse club stores also expanded their grocery andll sizes of retailers.

perishable food offerings.

To address the needs of time-pressured shoppers, Conclusions

retailers introduced salad bars and prepared foods. . Consumers more than doubled their purchases of fresh
The produce department now features year-round vari-¢. e and vegetables between 1987 and 1997

etlej, pre-(;?t proigc;z, and r|r_1ore:a(;:ka_gr:—:‘dhanddbrandel%sponding to increased evidence of their importance
products offering higher quality. And with the advent to better health and nutrition. Promotion campaigns,

of the Internet in the mid-1990’s, home shopping has such as USDA's Food Guide Pyramid and the 5-A-
been introduced by many food retailers and third-party Day For Better Health program, improved produce

service providers. guality, increased variety, and year-round availability
have also boosted consumption of fresh fruits and veg-
etables. Consumption of fresh fruits and vegetables
increased by 12.3 percent over 1987-97, to reach 319
pounds per capita.

These developments show food retailers as respon-
sive to changing consumer tastes and preferences,
despite the often higher costs associated with greater
variety, additional services, and new store formats.
These trends and conditions will likely persist, and
motivate grocery retailers to offset the higher costs of
serving more sophisticated consumers by seeking
efficiency gains.

Technology has improved efficiencies in storage and
handling of produce. New and more varied products
reflect the growing importance of convenience, as con-
sumers strive to reduce at-home time spent in meal
preparation. Packaged salads and precut fruits and
vegetables are occupying more shelf space as they
continue to gain acceptance by consumers.

_Supply chain managemerjt pra_lctlces enable .ConSO“dat'Restaurants, fast-food outlets, and institutional food-
ing firms to reap cost savings in store operations, pro-

curement of retail goods, marketing activities, and service operators are seeking to reduce labor costs by

product distribution. These new approaches are likely buying prepared, timmed, and cut produce that is
. ready to use.

to cause profound changes among produce suppliers,

especially since very large and consolidating retailers

account for a sizeable share of sales by produce

grower-shippers.

Consumer choice in supermarket produce has
expanded as well. The number of stockkeeping units
(individual produce items) increased by 94 percent
between 1987 and 1997—reflecting consumers’
demand for convenience, changing tastes, and
increasing ethnic diversity.

Although the economic effect of the recent mergers on
produce has not yet been determined, some fear that
competition will be eroded. Grower-shippers may face
fewer but larger buyers of their produce as consoli-
dated food retailers reduce the number of buying
offices and combine orders into larger volumes.
Produce suppliers have also cited new marketing and
trade promotion practices, such as slotting allowances
and fees, as evidence that produce buyers may enjoy
an unfair advantage in bargaining with suppliers.

As a result of these developments, produce markets
and market channels have evolved. Grower-shippers
have increased both exports and imports of produce.
Shipments to merchant wholesalers have declined as
shipments to self-distributing retailers have increased.
Merchant wholesalers are supplying foodservice cus-
tomers and exporters more, other wholesalers and
retailers less. This decline in retailers’ share of whole-
salers’ produce sales reflects, in part, the increasing
importance of large supermarket firms that buy pro-

Produce suppliers will be challenged to meet the
needs of food wholesalers and retailers that adopt
supply chain management practices. Many smaller
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duce directly from grower-shippers. Although tradi-  The use and prevalence of various fees, allowances,
tional foodstore retailers—including supermarkets, and incentives by produce buyers and sellers need to
convenience stores, and specialized foodstores— be documented and assessed. To what extent are they
remained the most important outlet for retail produce pro- or anti-competitive? Does their use vary depend-
sales, the importance of mass-merchandise stores’ proing on the disparities in size between buyers and sell-
duce sales, primarily through supercenters and ware- ers, indicating the potential for market power? Also,
house club stores, is growing. do these market and trade practices vary by class of

produce buyer, such as grocery wholesaler or foodser-
The rising share of food spending devoted to preparedvice firm? Given differences in the characteristics of
food boosted foodservice sales 61.6 percent betweenproduce commodities (storability, frequency of har-
1987 and 1997. As a result, foodservice produce salesest, branding, or value-added processing), how do
($35.4 billion) eclipsed retail store sales ($34.3 bil-  trade practices vary? It is also important to learn
lion) in 1997. Over the decade, the share of produce whether fees, allowances, and incentives bear some
sales by retail stores declined—from 64 percent to 48 relationship to actual costs incurred—for example, by
percent. Meanwhile, foodservice establishments a retailer that incurs stocking costs and/or assumes
accounted for 50 percent of the total in 1997, com-  some sales risk in order to offer a product. Or rather,
pared with 35 percent in 1987. Total produce sales to do such payments represent additional profits without
consumers—$70.8 billion in 1997—included $1.1 bil- any necessary commitment to the supplier?
lion in grower-direct sales.

This report depicts the structural changes that
While consumer demand for produce shifts and grows, occurred over 1987-97. The effects of those structural
wholesalers and retailers are consolidating and restruc-changes on producers and consumers are the subject
turing in response. The potential for new technology to of a subsequent report on marketing and trade prac-
extend economies of size to increasingly larger firms tices, which will use firm-level data collected from

has likely contributed to recent large mergers and produce market participants. These findings about the
acquisitions. These new entities have become increas- impacts of structural change on produce suppliers and
ingly important produce buyers as a resullt. consumers will inform industry participants,

Concurrently, new marketing and trade practices—suchresearchers, and policymakers.
as electronic data interchange and allowances for retalil
shelf space—have developed between buyers and sell-
ers, and have raised concerns about fair competition References
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