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FOREWORD

In 1930 the Bureau of Business Research of the Harvard Business School began
a series of studies of the margins, expenses, and profits of chain store companies. This
research has covered food, drug, shoe, limited-price variety, department store, and
.women's apparel chains for one or more of the years beginning with 1929, and has con-
tributed new information of important help to business men as well as to teachers and

students of retail distribution.
y

The current report is the second dealing _exclusi\;'ely with food chains, and it
presents figures for the fourth and fifth years for which data regarding the typical
operating performance of food chains now are available from the Harvard studies.

Distribution cost surveys of this type increase in value as the period which they
cover grows longer. The Bureau's work in the food chain field was originally financed
out of the School’s own research funds, but lack of adequate resources made it necessary
to interrupt the work in 1930 and to carry forward on a restricted basis for rg3r and
1932. It is gratifying, therefore, that the Food and Grocery Chain Stores of America,
Inc., has found it possible to finance the present study, which covers the years 1933 and
1934, through voluntary subscriptions from a number of its members. The Burean
appreciates very much not only the financial aid of this Association, but also the help
which its executives and members have given in other ways. Among those who
have been especially helpful are Mr. John A. Logan, Executive Vice-President of the
Association, and Mr. Ralph F. Burkard, First National Stores, Inc., Somerville,
Massachusetts, who was designated by the Association to consult with the Bureau on
problems connected with the study.

Like most other studies of the Bureau of Business Research, this survey is based
upon the actual profit and loss statements and balance sheets of a substantial number
of business firms, These underlying data were gathered directly from the individual
companies on standard forms which had been prepared by the Bureau out of its ex-
perience in earlier studies of food chains and after conferences with food chain executives,
The reports as received from the individual chains were examined by the Bureau for
arithmetical accuracy and for comparability, adjusted wherever adjustment was neces-
sary to make them comparable, and then classified into significant groups, as will be
described in detail later. For each of these various groupé average or typical figures
were' determined; and these figures constitute the data from which the conclusions
of the study are drawn.



The Bureau and the School cordially acknowledge the interest and co-operation of
the individual companies which submitted their figures for use in this study. All
statements for individual firms were handled on a strictly confidential basis; under no
circumstances did members of the trade, students in the School, or any other persons
outside the Bureau staff have access to the figures for individual firms. As soon as the
profit and loss statements were received, all tdentifying data were removed and the
statements went through the various stages of statistical work under a code number,
Under the circumstances, it is not possible to mention the several co-operating firms by
name here; but, nevertheless, their assistance is deeply appreciated.

This bulletin was written by Assistant Professor Carl N. Sclimalz, Manager of the
Bureau of Business Research, who directed the study upon which it reports. The
statistical and accounting phases of the work were supervised by Miss Elizabeth A.
Burnham, and the field work was done by Mr. Martin Canavan, who also assisted
materially in the analysis of the data,

Marcoru P, McNAm,
Director of Research

Boston, Massachusetts
April, 1936.
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EXPENSES AND PROFITS OF
FOOD CHAINS IN 1934

INTRODUCTION AND SUMMARY

In recent years approximately one dollar out of every
three spent for groceries and food products by the
American consumer has gone into the cash register of a
chain food store.

This study undertakes to show for the year 1934 what
happened to those chain store dollars. In doing so,
it summarizes the experiences of over 21,000 stores
operated by 66 chains.
During 1934 consumers
spent $g6o,c00,000 in
these stores, more than
40%, of the total expendi-
tures in chain food stores
in the United States.

Each of these chain
store dollar¢ contained
three elements: (1) the
cost of the merchandise
itself as purchased from
producers, growers, or
manufacturers, or as

Salaries end Wagas
/2.6%

Chart 1. Disposition of the Consumer’s Dollar
Spent in Chain Food Stores: 1934.

Net Profit 0.6%

manufactured by the
chains themselves; (2)
the chains’ expense of
doing business; and (3)
the final net profit. By
far the largest slice of the
consumerdollar, 76 cents,
was required to cover
the cost of the merchan-
dise. This was the net
cost after deducting all .
discounts and allowancest., Hence, there was left as
the chains’ gross margin, 24 cents, the difference
between sales and the net cost of the merchandise sold.
Out of this 24 cents had to come the chains’ expenses
of doing business, including the costs for wages, rent,
depreciation, light, transportation from warehouse to
stores, supplies, advertising, interest, insurance, taxes,
and so forth. These expenses include interest at 6% on

1 Including ndvertising allowsntes, sxcept those received it payment for space
used, which were deducted from advertising expense.

owned capital, which should be added in order to
approximate the true long-run economic cost of doing
business. They required 23.4cents out of the consumer’s
dollar, leaving only 0.6 cents for the chains as pureprofit.
This figure, however, does not tell the whole story,
After crediting interest on owned capital, as well as
miscellaneous net income from real estate and other non-
merchandising  opera-
tions, the total net gain
or net “business profit”
of these 66 food chains,
as ordinarily shown in
corporate  statements,
amounted to approxi-
mately 2.2% of sales
in 1934, or a little over
2 cents out of each con-
sumer’s dollar. Viewed
from the standpoint
of its relation to the
capital invested by these
66 companies in goods,
stores, fixtures, ware-
houses, and the like, this
business profit of a little
over 2 cents per dollar of
salesamountedtoslightly
more than g.5% of the
chains’ net worth, _
All these figures are
shown, with other de-
tails, in Table x. These
data, of course, are genera! averages for the chain food
business as a whole, including large chains and small
chains, grocery-store chains and combination-store
chains, chains in different parts of the country, and
chains operating in cities of different sizes; but,
since the individual chains influenced the percentages
according to their dollar volumes, these figures reflect
for the most part the results of the regular chains.
Figures for the individual expense items covered in
Table 1 show that salaries and wages, which amounted

Ner Cos? of
Aferchandise
6%



to 12.56% of sales, constituted the largest single item
of expense and accounted for more than half (549, of
total expense. Next in order of importance was the
expenditure for tenancy, which absorbed 3.19%, of sales.
If expense for this item is combined with the expense for
the related items of depreciation on fixtures and equip-
ment, and light, heat, water, power, and refrigeration
expense, the total costs for occupancy are seen to have
absorbed 5.01%, of sales, or 21%, of total expense. Thus
personnel and occupancy together accounted for 17.57%
of sales and 75% of total expense. Among the other
items listed in the table, supplies and advertising are the
only ones of importance, other than interest, which do
not represent combinations of miscellaneous accounts,
These two items, supplies and advertising, absorbed
about 5% of total expense each.

If one assumes that the percentages in Table 1 are
representative of the chain food business as a whole in
1934, and if the total sales of food chains in 1934 were
approximately $2,360,000,000, as estimated below, it
follows that, in that year:

1. The chains must have paid out for merchandise
purchased and manufactured roughly $1,794,000,000.

2. Their total bill for salaries and wages must have
been approximately $296,000,000.

3. Other expenses, not including interest, must have
absorbed about $231,000,000.

Character of Reports Received

The figures upon which the conclusions of this study
were based summarize the profit and loss statements
and balance sheets for 1934 received by the Bureau of
Business Research from a total of 67 chains. The 6y
reports represented the entire operations of 66 chains
and the business of one of The Great Atlantic & Pacific
Tea Company's six retail divisions. Certain acoounting
practices of this Jatter company would have made it
difficult for it to file a report giving the desired degree
of detail for its entire chain; and even the figures for the
one division were not comparable in all respects with
those for the other companies.

The 66 chains had a total of 21,021 stores and aggre-
gate sales in 1934 amounting to more than $960,625,000.
These chains, when classified roughly by type of goods
carried and by size, fell into major groups and sub-groups
as shown in tabular form at the right.

The first classification of the reports was that into the
four major groups just mentioned., This classification
was adhered to throughout the study,except in the prep-
aration of the general averages reproduced in Table 1
and the trend figures presented in Table 20 on page 41.

Size of Sample

According to the Census of American Business taken
by the United States Department of Commerce, Bureau
of the Census, there were in the United States,! in 1933,
50,166 chain grocery and combination stores, and these
stores had sales in that year of $2,230,566,000.2 In 1934,
chain grocery sales, without allowance for new stores
added or stores dropped, were 4% greater than in 1933;*
and from Table 1 it appears that the 66.chains for which
data were used in the major tables of this study experi-
enced an increase in sales of 5.8%. Presumably the tota}
sales of food chains in 1934 were not more than about
105.8% of the sales in 1933, or roughly $2,360,000,000;
and if so, the sales represented in this study, not includ-
ing the sales of the one A & P division, amounted to
more than 409, of the total chain food sales for the
United States.:

There are no published data indicating the total
number of food chain units in 1934 as compared with
1933, but the 66 chains just mentioned experienced a
decrease in number of stores of about 3.2%. If this
decrease was typical of all chains, the number of chain
food stores in operation in 1934 must have been about
48,561. This study, therefore, covers the results of over
43% of the total chain food stores.

U;iglabs&?eoflhe“nhﬁm,lchino!“ stores, was located outside the
ea,
1 Census of Ametican Business: 1gs3, Retail Distribution, Volume x, United

States Sumimary: 1033, page 30,
lUniladSt_ltﬂM:olcommm Bureau of Foreign and Domestic
Commerce, mimzographed press relense dated’]nmnry 15, 1034,

Cinssifications Ho.<t Sales
Straight Grocery Chains:!
than 25 stores. . ...... 3 35 $1,465,565
25-100 stores. ............ 8 390 13,122,070
100-500 stores. .. ......... 2 314 10,879,832
Total.................. 13 739 $25,468,367
Regular Cheins:?
Lesa than 25 stores. . ....,.. 7 19 $638,417
25-100 BtOTES. .. .......... 9 566 22,233,448
I00-500 BlOTES. ........... 15 3,532 142,010,760
§00 OF moTeE stores. .. ...., _8 15,786 746,578,416
Total. ................ 34 19,003  $911,461,041
Combination Chains?
Less than a5 stores. . ... .. 7 se $35,527,845
25-I100 Stores. .. ..., ...... 6 a0z 11,008,064
Total.................. 13 agz $17,435,000
Meat Chains:
Less than 25 stores. ....... 4 55 $3,005,796
35-TOO StOres............, K 73 3,255,328
Total. ................. 6 127 $6,261,124
Grand Total..............., 66  a1,021 $060,626,441
1 {;m . H
3 Grocery stotes and combiontion stares ™"
* Combination stores only.



Contrast Between Grocery Operations and

The considerably increased sale of meat in food chains
constitutes one of the important developments of recent

Meat Operations

-

The meat business has a number of characteristics
which differentiate it from the grocery business. Waste
and perishability are serious problems; a skilled and
highly-paid personnel is required, as well as more
elaborate fixtures; meat does not lend itself to the

¥ Tol.ll

' years.
Table 1. Operating Resuits of 66 Food Chains: 1934
) Aggregate Figures
(Net Sales = xo0%)
Itemns Amount
(Dollars given
n thousands) A&mgullm d
66 Chains a3z a Group
Number of Chaing. . .. .vuvurvanrerinirrneieresatrtreisnarsnerssnisssssaransany 66
Aggregate Number of Stores. ... ..ottt it i ai i, 21,0321
Aggregate Net Sales. .. ......c.veiiiiiitstioiioitiiostentasssininrrsresnrnnnns $060,626
Average Sales per StOTe. .. ... . it i i it et $46
Index of Chnnge (1934/ 1933}
NUImDbEr Of StOres ... .00t eiaenitreneranniiareseasssionseseiansassrsanrses 96.84‘
Net Sa.lea ............................................................... 105.82
Average Sales per StOre. .. ....iiiiiiiiiiiii it i i b 100.36%
Net Cost of Merchandise Sold. .. ...oottiviiininiiiiiieiniiateiasietirecnnnnass $730,583 26.05%
GROSE MARGIN. .ot ittt ianerrnanansonrarsassersintsrsosnatsrinnssinsnaness 230,043 23.95
Salaries and Wages. ... .. ot iietinatstsorisateeitsssasiroassrasonnsrnnas $x30,638 12.56%
Tenancy Costs (including depreciation of major improvements). . 30,610 310
Dlegpilrec:atlon of Fixtures and Equipment ................... 7,581 0.79
t, Heat, Water, Power, and Relrigeration........... 9,950 1.03
Transportation Purchased. ... 3487 0.36¢
Stappllen .................................................. 11,118 1.16
............................................... 10,202 1.07
Ingurance (except onreal estate). .. ... .ccviiiiiiiiii i 2,710 0.28
Taxes {(except on real estate and federal tax on income)}. ................. 5,108 054
Miscellaneous EXPense. .. ... .ouuerininiinaraissiisitnsiotararssinnmasitinennns 13,246 1.38
Total Expense before Interest. . ... ...c.ouiiiiiiiiiiiiinrrinrasrrenanrenseassanse $214,827 22.36
Total Interest (including interest on met worth). .. .....oovviiaiiciinrinnnnannnnns 0,584 :.oo%
ToTAL EXPENSE including Interest. .. ..vuiiniriiiiiiinrnenesrienesnnarsnnnnns $224,411 23.36%
NET PROPTT OB 088, . e it vanntsrseretanaantarennreionsntrranastosssennsnss $5,632 0.50%
Net Profit or Loss from Real Estate Operations, . ....coouiiiiiniiiiiinrninrnaansns $2,487% . 0.26%t
Intereat on Net Worth (except real estate, leaseholds, and goodwill). . . 10,203 1.06
Other Revenue, Net........ociiiiiiirsnssaniaaniirnnsinrtessionan aorst o.30t
Total Net Other Income. ... \o.vveriennannrariaceanananascornsrestnseranssrnsenns $15,605 1.62%
NET GAN: Percentage of Net Sales. .. ..o iiiiiieriiiniiariensaiirnnninernes $21,237 2.21%
Percentage of Net Worth. .. ... ooiiii ittt i innneenes SN 9.62
Rate of Stock-turn (times a year) Based on Average of Inventories at the Beginning
and End of the Yemr.. ... ...civitiiiiiiii ittt iriaiieci it it rr e eraean 8.41
Distribution of Stores by Type®;
Stmg A7 12,258 58.31%
................................................................... 164 o.78
Combmnhon ............................................................. 8,500 40.01
Self Service Grocery Units. ... vvie it iiiie it iaiirinterssceetrenarnncennns 3,377 16.06%1
for this | ed 1! the
%5’3’.}';.3&.3 m.:'”‘mm““ema.?;’&mm‘ﬁmmm the figure for net gain as a percentage of net worth was based oo the reparty of 62 chaing,
of average used, page 4. . :



the sale of meat; and there also were reports from a
small number of straight grocery chains. Most of the
chains operated both straight grocery and combination
stores, but for some of these companies separate figures
were obtained for the grocery and meat operations.
Figures for these several groups and sub-groups, shown
in Table 2, give ample confirmation of the impression
just mentioned. Gross margin percentages for meats
were higher by about 4% of sales than the corresponding

routine systems of control applicable to dry groceries.
There is, for these reasons, a widespread impression that
meat division business yields higher gross margin rates,
and requires higher percentages of store expense (if not
of total expense), than does grocery business; and
hense it was deemed important in this study to
obtain separate figures, wherever possible, covering
meat operations. ‘

A few of the reporting chains specialized entirely in

Table 2. Operating Results for Straight Grocery Stores, Grocery Stores and Grocery Sides of
Combingation Chains, Meat Sides of Combination Chains, and Meat Chains: 1934

(Median Figures'; Net Sales = 100%)

Straight Grocery Stores Gms‘;‘” Grocery Sides Meat Sides Meat Storey
Items gmés of . Il{niu of gn;t:!:f gnits of Units of U:lits of
Grocery Chain R Chains Chains Chiatos i
Numberof Chains.......................... 8 61 axf 61 21§ 6
Numberof Units........................... 504 4,423 13,249 1,573 4,943 127
Aggregate Net Sales (in thousands). .......... $10,388 $143,808 $552,560 $101,743 $120,757 $6,261
Average Sales per Unit (median). ... ... . ... 33,774 31,163 32,083 §2,029 21,813 49,656
GROSS MARGIN........ ..., 21.44% 21.73% 22.31% 22.53% 26.85%, 26.44%,
Store Expense:
Salariesand Wages. .................... 7.90% 8.189%, 796% 7.60% 12.96%, .
Tenancy Costs (including depreciation of
major improvements). .............. 2.44 2.67 2.§3 2.22 3.20 .
Dpprematlon of Fixtures and Equipment. . o.41 ©.30 0.44 0.35 .57f *
Light, Heat, Water, Power, and Refrigeration o.61 0.90 0.76 0.61 1.73 .
Supplies................. ... ... ... 0.71 o.r 0.68 0.76 1.22 *
NSUMADCE. . ... .. .euunrnaneann ., b 0.16 0.16 0.13 o.23f *
Miscellaneous Expense:
Communication.................... » o.13f o.rzt o.art o.2xt *
Unclassified........................ * 0.4 0.50 o.40 .79 .
Total Miscellaneous Expense (subtotal). .. 1.08** {o.51) {o.01) (o.50) (x.00) b
Total StoreExpensel. .. .................... 13.21%, 13.33% 13.20% 12.33% 22.53% b
Store Profit................................ 7.83% 9.00% 7.88%, 10.01%; 4.13% *
Administrative, General, Warehouse, and All
Other Expense. ........................ 6.57% .
Total Expense! before Interest............... 20.68%, BEE SEE SEE SER 27.60%
Total Interest................covvuinnn.n... 1.c3t NOTE NOTE NOTE NOTE " o.5%
A B A B
TotaL EXPENSE! including Interest. .. .. ...... at.99% 28.25%
NEr ProFrTorLoss........................ L. 0.04% L 0.67%
Percentage of Grocery Stores to Total Stores... | r10o.00% 68.0 67.14% s veen 0.00%,
Percentage of Combination Stores to Total Stores o.oo?g - ?% ) 32.83‘?2 31.03% 32.86%, 0.00‘73
Percentage of Total Chain Sales.............. 100.00%, 43.20% 82.01% 39-68%, 17.00% 100.00%
* D ilable, i is i i
o B s o] BT AR oot et sl e e e run

1 The six chains giving
for grocery stores and sides combined.
# The az giving figures for meat widea, and for
1 See explunation of types of nverage used, page 49.
the m&ective totals.
OTE
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percentages for groceries. For store expense the
difference between meat and grocery costs was more
than ¢% of sales. Furthermore, the differences between
percentage expenses for meats and groceries were not
confined to one or twoitems but were general throughout
the Bist.

The much higher store expense for meat business in
part reflects the fact that a relatively larger part of the
job of meat retailing has to be performed at the point
of sale. Also, the less favorable record of the meat sides
of combination stores, as contrasted with grocery stores
ang sides, may have been due partly to the relatively
low sales per unit of the meat sides, $22,000 rather than
the $31,000 or more and $52,000 typically achieved by
the grocery stores and sides, respectively.

Because of the difficulty of allocating overhead
expenses as between meat sides and grocery sides, and
the uncertain value of the results of such allocation,
only the store expenses are shown in four of the divisions
in Table z. In contrast to Table 1, it is to be noted that
the data in Table 2z are median figures rather than
averages.!

To take cognizance of the difference in types of mer-
chandise handled, a classification was made of the re-
porting chains into four groups: straight grocery chains,
regular chains, combination chains, and meat chains.
The first and fourth of these classifications are self-
explanatory. The combination chains were those made
up entirely of combination stores, that is, stores selling
both meats and groceries. The regular chains were
those typical concerns having some combination stores
and some straight grocery stores. For these companies
dry groceries and canned goods constituted about 33%,
of total sales, produce about 15%, and meat, including
poultry and fish, about 19%. Both average and
median figures are shown for these four groups of chains

pereentages reﬂu:lm. the nvenge operating results for each
o'i'm two procedures were used: percentages were computed on
hnun!thcoomblnedwﬂ:grmle llnrﬁfum[or the chains in each group,
these percentages mluf tomnphru averages”’, and (b) medians were
m or ratios for ?n:h chain indi-
artanging muoreuhltuummw rom smallest to
lu?;l . and selecting the middle or median it
first procedure resulted in what were enentnlly consolidted |hlements
furth:chammtheﬂunlmp- the figures for the individual chains in each
tﬂ mmbmndmthcmnumployed!:i:uhchm'hmoonnhdnl
thedata foritsindividualunits. Dollar sales for the severalchaing were combin
to gt le ; dollar marging were combined to get aggregate dollar

mrgm.
u;uhl.nedonthe tes, therefare, reflect the operations of
all clnml combined and are, for pncnul purpnm l\rmulof the opcnuou
of the individual chains Iughled g The
computed from the agyregates show what b to the dollars spm“&y
congumers in chuin food stores; what portion of those dollars went for cost of
merchandise, what portion for pay roll, what portion for other items of expense,
and what portion for profit. They throw light of: the long-run economic cost, the
cont to the natiosal economy, of distributing merchandise to consumers through
B ionrhe conselidated fgures afford some clue to the opers
addition, the consa res some clue to feal ti
reaults for chains of the several categories; bat, munn;thednu?& thupurpt::e‘
one must be careful to remember that the averages based on on aggregAtes are not
inﬂummdcqulhrbylhﬁmuuluuchm but that the several chains are
mvﬂwzﬁtmﬂm‘tou&:m fect of
ﬁ;'um.on contrary, re equal weighti each chain
regardiess of its size. They, therefore, represent more reliably than do the
mle&umthemmiwmmnmu]u for each group of chains. For
many the med lead 1o more usein] conclusions.,

PUrposca,

for the year 1934 in Table 3, and for the year 1933 in
Table 4.

The tendency for the gross margin as well as the
expense in meat business to be higher than the corre-
sponding figures for grocery business is again evident
in Tables 3 and 4. The fact that some of these differ-
ences do not agree with those which might be expected
in the light of the evidence afforded by Table 2 shows
that other conditions, such as, for instance, differences
in size of chain, in average sales per store, in percentage
of combination stores, and in size and sales of the aver-
age meat side, and differences between large and small
cities, must have exerted considerable influence. Also,
when straight grocery chains, regular chains, and
combination chains are considered, the typical per-
centage of meat division business did not exceed 24%
for any group of chains. Thus the differences in
the typical percentages of meat division business for-
the several groups were not large, absolutely, and the
influence of this important factor was limited. The .
notably greater rapidity of stock-turn achieved by the
meat business is distinctly in evidence. Where such
wide differences appear in stock turnover rates, the
reascn is 1o be sought in the nature of the merchandise
itself rather than in differences in the management
policies and procedures.

The lower gross margins and lower expense rates of
the straight grocery chains' and the combination chains
presumably were related in part, at least, to the rela-
tively small size of the chains in these two groups, since
previous studies have indicated that small chains—
chains that perform fewer functions of a wholesale
character; or, in other words, do not represent so com-
plete an integration of retail and wholesale functions—
frequently have lower expenses and lower gross margins
than the large chains. In the case of the group of
combination chains the low expense rates may be
attributable in some part to their relatively high sales
per store.

With regard to net profit and net gain, the average
figures, which are, of course, weighted by the relative
size of the chains in each group, suggest that regular
chains and combination c¢hains proved distinctly more
profitable in 1933 and 1934 than did the straight
grocery chains or the meat chains,

Store Expense Contrasted with
Overhead Expense

Table ¢, page 20, presents information on store ex-
pense, and on all other expense combined, for straight
grocery chains, regular chains, and combination chains.

te figures for 1033 offer contradictory testimony,
wmw'ﬁ'mmmmmm-m«mm




Table 3. Operating Results of Food Chains Classified According to Type of Chain: 1934
{(Net Sales = 100%)

e ——————
Average Figurest Median Figures!
P Computed from the .
1 Combings Bgla Figures of e Chsia P o o e
. :
- . Type of Food Chain Type of Food Chain
Saight | peguar | COmPE | Mest | FSEN | Reguer | QAT | Mewt
Numberof Chains............c.ooevvurannas I3 34 13 6 13 34 13 6
Aggregate Number of Stores................ 739 19,003 252 127 e
Agpgregate Net Sales (in thousands)......... ~| $25,468 89:’;,46: $17,436 | $6,26x e cees cees e
Average Sales per Store. ................... $34,463 | $45,705 | $60,100 | $ag,300 | 837,550 | $4x,030 | $70,215 | $49,656
Index of Change (1934/1933):
Number of Stores per Chain............ ceen e cees R xoo.oo} 98.10 |ro0.00 |r10000
Net Salesper Chain, . ................. cens e . vee.  |106.64t |104.35% |r15.01F |112001%
Average Salesper Store. . .............. cere ceen ceen eee. lrroart |irorot {1:13.00% |107.21%
Net Cost of Merchandise Sold......... e 98.51% | 75.96% | 77-17% | 75.29% | 79-56% | 77.06% | 19.67% | 73.56%
GROSS MARGIN, «o. v o e vviiiniininnineens 21.49 24.04 22.23 24.71 20.44 22.94 20.33 20.44
Salaries and Wages.............coovuoness | 12.33% | 12.58% | 11.43% 13.43% | 10.50% | 12.13% | 11.19% | 15.07%
Tenancy Costs (including depreciation of major
improvements)....... e e . 378 3.18 2.49 3.70 2.51 3.00 2.03 3.7
reciation of Fixtures and Equipment. .. .. 0.55 0.70 1.01 1.17 0.47 0.81 0.06 I.43
Light, Heat, Water, Power, and Refrigeration] o0.84 1.04 0.84 1.38 0.68 1.0§ o.80 1.2
Transportation Purchased. ................. o.art o.37f o.14f cenn o.55f o.33t o7t eere
it:fpliu .................................. 1.04 1.16 1.05 1.26 o.97 1.04 L.X§ 1.58
Vertising. . ... ..coociiiiiaiiiiaans ... o8a 1.08 1.30 o.87f 0.95 .07 1.20 r.o9f
Insurance (except on real estate) .30 0.28 0.31 ©.29 .28 .28 0.31 0.29
Taxes (except on real estate and federal tax on
INCOME) . .. vvevievinenriiiiraranrronss 0.33 .55 0.38 0.64 .30 0.36 0.29 0.40
Miscellaneous Expense: 3
gommunicatxon ....................... o.26$ o.18t 0.20 : o.18t o.rot 0.181_ :
ravelling.................0 il -l o0 0.06t o.I 0.00
Unclassified..............ccoonniiinins 0.86 } 120 I.IY . 0.5%1. } 131 1.30 *
Total Miscellaneous Expense (subtotal). ... .. (1.23) {1.38) {1.37) 1.76t | (o.09) (1.48) {1.50) r.461
Total Expense before Interest............... 21.43% | 22.41% | 20.32% | 24.50% | 10.57% | 22.26% | 10.60% | 27.60%
‘Total Interest (including interest on net worth)| .86 ? 1.0r ? o.87: 0.42 ? o.87 ° 0.97 ¢ .68 ? 0.58 ¢
‘ToraL Expense including Enterest. . ........ 22.28%, | 23.42% | 21.19%p | 24.92% | 20.43% | 22.96% | 30.55% | 38.25%
NerProrrror Loss....................... L.o70% { ©62%{ 1.04% [L.o21% | ox6% | o14% | c.44% |L 067%
Net Other Income. . ...............vvirenss 1.IQ 1.66 0.8 .47 o.B4 1.20 o.80 .63
NET GAIN: Percentage of Net Sales,, ........ 0.40% | —2.28% | 202% | 026% | o000% | 1.53% | 112% | ©31%
Percentage of Net Worth........ 6.10} 9.ﬁsto 12.84 ° 3.80 ? s.t4I° 7.4‘?410 940 ? 4.26
Rate of Stock-turn (times a year) Based on
Average of Inventories at the Beginning
and Endof the Year................... 7.46 8.28t 8.70 45.47 7.20 8.13¢ 8.90 4755
Distribution of Stores by Type®: i
Straight Grocery. ..........cooivuents 100.00% | 57.879% | 0.00% | o0.00% |100.00% | 67.14% | o000% | o000%
Meat, .o oeniiiiniiiiii ©.00 o.19 0.40 ©0.21 0.00 0.00 0.00 100.00
Combination..................oc0eu ©.00 41.04 99.60 o.79 .00 3164 |z10000 0.00
Self Service Grocery Units.............. 20.57%1t 15.6a%1| 46.43%1 .... o0.c0%t] ©0.00%1 100.00%1
Percentage of Sales in Meat Sides or Stores...| .... 16.64%1 * 100.00%
Distribution of Stores? among Cities with]
Populations of :
Less than 10,000, ... ....oouvvenn.s 22.46% | 20.00% | 14.66% | 2.20% | 25.00% | 25.25% | 0.00% | o00c%
I0,000~25,000. .. .. titni it 10.45 8.09 14.22 12.00 5.66 8.50 7.60 IL.77
55,000~I100,000. . ...\ .0rnnraeiencns 8.14 13.87 31.90 6.50 0.00 7.01 17.86 0.00
100,000=8500,000. ... .. ..o iinres 2[.84 25.19 30.22 37_36 Q.00 §.32 .00 0.00
500,000~2, 000,000 . ... ...einn-nras 513 6.0y 0.00 0.00 ©.00 0.00 .00 0.00
1,000,000 0TMOrE. , . ..c.vuurirannr, 31.36 20.79 ©.00 41.76 0.00 0.00 0.00 ©0.00
" Diata not available, + Figures for this ite:-; wete not reported by all the frma in the group.

1 Because of inadequate balance sheet dats in the case of three i i i
were opme“mmofmud”chm'mmﬁmy’dg:::a:omchuma.ndonnmﬂnchlin,tbeﬁ;umiornetpmunpumnnotnet
o the oechlanation of tpea of average uled, page 45. Sinee 2 the mediac were set. indepandently, the fgurea fac the neveral items cannat be expected to tie
1 Tatal Stores = 100%.
1 Location of stotes by aise of city waa rted ight : : . . I
chduhvin;o:nsllwm,mdbysmazchdm mboyl::o:‘;us t grocecy chaing having 642 stores, by 14 regulac chains having ts,235 stores, by 11 combination
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Table 4. Operating Results of Food Chains Classified According to TYPC of Chain: 1933

1 Because of i equauhlllmel.h data in acueoltwos
th of y and 26 chaing, respectively, of
! See explanation of types of average waed, page 4p.  Siner all

migh

t grocery chaing
nemtypu.

(Net Sales = 100%)
= B Average Figurest T Medisn Figureat —
Ccmbmedtl‘)gu!ﬁuc%m mom tJwCJ:nm:l. . Pen:enugen Campntad o
Items in Eack Type of Chain Group T;i Indmdunlly
Type of Food Chain ‘T'ype of Food Chain
0 | e | GO | e | S0 | e | S | e
Number of Chaing. .. ............c.vvvnnn 0 2y 9 5 ¢ ay g 5
Aggregate Number of Stores. ... .......... 6oz 16,897 I7X 83 e
Aggregate Net Sales (in thousa.nds) ......... $19,785 | $729,835 | $10,703 | $3,268 e ces et et
Average Sales per Store. ..........co0iinnn $32,810 103 | 363,116 | $30,370 | $34:350 | $37,626 | $75,700 | $40,558
Index of Change (1933/1932):
Number of Stores per Chain............ ves . 08.18 95-19 100,00 o6.43F
.NetSalesper Chain................... e . 05.531 |100.43f |x06.02 .
" Average Sales per Store. i i . e e 95-53 |101.93 99.65 b
Net Cost of Merchandise Sold......... voos| 7761% | 95.44% | 79-33% | 70.53% | 7795% | 75.96% | 80.43% | 60.80%
GROSS MARGIN. ... eovevnnevraaannrinenns 32.39 24-56 20.88 39.47 az.05 24.01 19.57 3o.20
Salaries and Wages.................cconnns 12.03% | 12.20% | 10.60% | 15.15% | 10.84% | 12.00% | 0.63% | 15.30%
Tenancy Costs (including depreciation of major
improvements). ...........oiieecineenn 4.98 3.46 2.48 4.6 3.52 337 a.12 3.00
recmhon of Fixtures and Equipment..... .84 .86 0.84 2.03 049 o.89 0.83 z2.16
t Heat, Water, Power, and Refrigeration| .01 111 0.88 1.91 ©.78 r.o7 0.90 .11
rtation Purchased. . ........ceoenns o.sof o.40t o.18t e o.qat .38t a.o6t e
Supphes .................................. 0.99 1.09 096 1.56 0.92 1.03 1.12 120
Advertising, .. .................. e 6.54 1.10 1.31 o.87¢ o.87 1.01 1.23 o905t
Insurance (except on real estate). . .......... ©.25 0.30 ©.33 @33 ©.25 o3o |- o34 0.25
Taxes (except on real estate and federal tax on
INCOME) ... ..ttt 0.46 0.43 ©.54 1.0% 0.32 0.40 0.37 .63
Miscellaneous Expense
Communication., . ..............counnnn °-=6¥ 0.22 o.zgf : 0-23 0.23 o.xg* :
Travelling. ..........cccoviiieveneann.s o.14 o.0b o 0.08
dﬁﬁxﬂ ........................... 1.34 r45 1.16 o 0.97 I.42 1.05 .
'I‘ota.l Miscellaneous Expense (subtotal)...... (r24) | (167) | (z.41) 2.03 (x35) | (z.60) | {r.31) 1.58
Total Expense before Interest............... 2343% | 22.71% | 19.62% | 99-90% | 21.51% | 22.78% | 20.35% | 30.75%
‘Total Interest (inciuding interest on net worth}| ©99 | 1.04 .89 ©.71 091 0.97 o.7% .75
TotAaL Expensk including Interest. ......... 24.43% | 23.75% | 20.51% | 20.80% | 22.15% | 23.84% 10.79% | 30.58%
NET PROPITOR LOSS. .....0vvnvernincennnn. L.203% | o81% | ©0.37% {L.0.35% | ©006% |L.0.20% |L.0.23% | o0.07%
Net Other Income. ............coceneennns 0.92 172 ©.g6 o.52 .99 1.16 .73 o.83
NET Gam; Percentage of Net Sales,......... Lot 0% | 2.53% | 1.33% 0.19% 0.783% | 106% | ©0.37% ]| o0.10%
Percentage of Net Worth........ L. 5843 | 10.51% 8.87 1.62 7e58 6.6410 3.9 | rx6
Rate of Stock-turn (times s year) Based on
Average of Inventories at the Beginning >
l.nd End of the Year.......... ereeaan 7.66 g.20t 07§ 43.38 8.55 8.6t | 1072 3755
Distribution of Stores by Type:
Straight GroCery. .. .. oeoeeeecrcenenns 100.00% | 58.290% | ©.00% | 0.00% [100.00% | 68.95% | o0.00% | o0.00%
Meat. .. ...t iei it e .60 .22 1.1y 98.80 .00 0.00 0.00 100.00
Combibation, ............ccoovviiiens 0.00 41.49 98.33 1.20 ©.00 307 |100.00 0.00
Self Service Grocery Units. .. .. e 14.10% 1 15.00%1| 36.84%% 0.00%1] o0.00%t|100.00%1 ...
Percentage of Sales in Meat Sides or Stores. . e . .- . 16.41%t . 100.00%
Distribution of Stores® among Cities with Popu-
lations of;
Less than 10,000......... Cerraeeas 17.33% | 2602% | 003% | 238% | 997% | 166:% | o0.00% } 0.00%
I0,000~285,000. . ...u v vutrirrarianans 11.73 8.36 12.06 10.72 a.64 6.84 6.00 10.71
25,000~100,000. « v\ svensirrroransns 8.84 13.13 43.97 0.52 4.17 3-3% 6a.50 ©.00
TO0,000~500,000 1 . vvvirraseians d 598 17.14 34.04 34.53 0.00 5.03 0.00 ©.00
500,000-1,000,000 . ¢ .anrecnannss 596 6.54 0.00 o.00 0.00 ©.00 ©.00 0.00
1,000,000 OF MOTE. . . oovvnrnnrnrans 50.36 27.91 0.00 43.86 ©.00 0.00 0.00 ©.00
'Dltlnotavtﬂlbla. ?Hs\mhﬂhhltunmmtrepmtd all the firms in the

ﬂmmmm&mmulmdud

the medians were set independently, the figures for the scveral items canmot be expected to

% Location of ttores by sise of city waa mwlm:mm baving $54 stores, by ty reguisr chains having 8,347 stores, by 7 eortbination

reporting for 233,
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All other expense includes administrative, general, ware-
house, and transportation charges, and frequently is

referred to as overhead, or central office, expense. -

Table 2, already referred to, supplements this table by
showing store expense séparately for groéery operations
and for meat operations; and Table 15, page 29, presents
store expense percentages for the grocery and the meat
operations of regular chains classified according to
number of stores.

From Table g and Table 2 it is manifest that,in x934:
store expense accounted for nearly 70%, of total expense;
store salaries and wages absorbed a slightly larger por-
tion of total salaries and wages; store tenancy costs ran
to almost go%, of total tenancy costs as a rule; in the
retailing of grocery division merchandise, store expense
averaged about the same in percentage of sales (slightly
more than 13%,) for straight grocery stores whether
those stores were units of straight grocery chains or of
regular chains (but was lower by about 1%, of sales for
the grocery sides of combination stores, presumably
because of their larger grocery sales per unit); food
chains in 1934 typically expended from 6%, to 7.5%
of sales (at retail prices) for performing the central office
function, which is roughly comparable to the wholesale
function in the wholesaler-retailer channel of distribu-
tion, but which includes costs for advertising to con-
sumers, transportation of goods to stores, supervision of
stores, taxes on stores, and other costs not borne by
wholesalers as a rule.

Chief Factors Influencing Results
(See Tables 11, 12, 13, 14, 15, 16, and 17%)

Because of the differences already described between
the meat business and the grocery business, the propor-
tion of meat division sales to total sales was probably the
most important single factor influencing the margin and
expense rates of food chains in 1933 and 1934. A rela-
tively high percentage of meat division sales tended to be
accompanied by relatively higher rates of gross margin,
of stock-turn, and of expense, and the effect on expense
was general rather than limited to a few items. The
effects of this factor on total chain operating results,
bowever, were limited, as has been noted, by the rela-
tively low percentages of meat division business to total
business,

Next in importance as regards their influence on
margins and expenses were the two factors: size of
chain, and size of city served.

Whether measured by volume of sales or by number
of stores, large food chains tended clearly to have higher
gross margins than small food chains, the percentages of
gross matgin varying directly with the size of chain.
These higher gross margin rates of the larger firms pre-

sumably resulted from several causes: larger percent-
ages of meat division sales, greater manufacturing and
private brand activity, greater assumption of wholesale
functions with consequent reduction in manufacturers’
marketing expense, larger sales of fancy merchandise,
and possibly more extensive practice of speculative
buying.

Large food chains in some cases had higher costs of
doing business than small ¢hains, although the tendency
was less clear than in the case of gross margin, there
being some evidence that the largest chains, those with
more than 2,000 stores, had lower expense rates than
chains of the second-largest category. In several cases
the smallest chains enjoyed the lowest expense percent-
ages. Such a relationship between scale of operations
and rate of expense is not unusual in the marketing field.
In fact, most of the Bureau’s studies in other retail
trades reveal a similar relationship between size and
expense. In the chain food business, however, there is
an important additional reason why small concerns
should bave lower expense rates than large companies;
to wit, the smaller concerns do not carry on wholesale
functions such as warehousing, transportation, private
branding, and the like, to nearly so great an extent as do
the large companies.

Net profit and net gain in percentage of sales clearly
were highest for the largest chains covered, any disad-
vantage in expense for these chains not being great
enough to counteract their advantage in gross margin.
When earnings were measured in relation to net worth,
the advantage of the large chain frequently was less
marked because of its larger ratio of investment to sales.

Closely connected with these variations in the mar-
gins, expenses, and profits shown for large and small food
chains were variations apparently related in part to
differences in the size of cities. Food chains with stores
concentrated in cities of 100,000 or more had higher
rates of gross margin and total expense than chains of
similar type operating primarily in smaller cities. The
effect on expense was particularly noticeable forpayroll,
and for tenancy and other plant items. These disad-
vantages in expense for large city chains were only
partly overcome by advantages in gross margin. Profit
showings generally were less satisfactory for the large
city chains. Since the large chains, as measured by
number of stores, have a greater proportion of their
stores in the larger cities, it is possible that some of the
tendencies which were found to be associated with vari-
ations in the size of chains may, in fact, be connected
with differences in the size of cities. It is not clear that
these tendencies persist throughout the entire size-of-
City range, but it seems possible that chains operating
chiefly in cities of 500,000 or more find themselves at



some disadvantage, as regards percentage expenses, in
comparison to chains operating in cities of 100,000 to
500,000 population.

There was some evidence, also, that average sales per
store was an important factor influencing operating
results. Presumably high average sales per store should
be a condition tending to produce a low expense rate,
but since most of the stores with large sales volume were
combination stores, the counteracting factor of high
expense attached to meat sales came into play.

Firms with Highest Rates of Profit

The reports for the straight grocery chains, the
combination chains, and the regular chains were
classified according to rate of net profit into two groups,
high-profit chains and all chains, including those with
high profits. Typical figures were arrived at for each
group. These data are presented in Tables 21 and 22,
pages 44 and 4s.

From these tables it is clear that the high-profit, or
goal, firms among the reporting food chains, as con-
trasted with other chains having lower net profit rates,
showed some tendency to be larger as regards total
sales, and had no higher rates of increase in total sales,
number of stores, or sales per store.

The operating results of the goal chains, however,
showed that while a relatively high rate of gross margin
is frequently, but not always, one of the factors con-
tributing to high profit rates, lower-than-average per-
centage expenses are much more likely to be a factor
contributing to superior earnings. This advantage asa
rule was not restricted to any one or few classifications

of expense.

Trends, 1929-1934
(See Charts 2 and 3, and Tables 18, 19, and 20)

The Bureau's first study of the chain food business
covered the year 1929. Subsequently some figures were
obtained for the years 1931 and 1932; and the present
study is based on reports for 1933 and 1934. With the
aid of supplementary information obtained both from
published sources and from special investigations, it is
possible to present a fairly clear picture of the changes
that have taken place in the chain food business over
this period.

These changes inevitably reflect the tremendous
cyclical upheaval of business which occurred during
those years, but they also mirror the evolution of the
chain food business in response to alterations in con-
sumer buying babits and in response to competitive
pressures.

As might be expected, the number of food chain stores
in operation, increasing up to 1930, exhibited a decline

after that year, although the drop was of small propor-
tions, This decrease in the number of stores was partly
due to the depression, which encouraged the discon-
tinuance of uneconomical units, and partly the result of
a marked trend towards combination stores in response
to the apparent desire of consumers to concentrate their
food purchases. Asa consequence of the drastic decline
in prices, there was a substantial drop in the dollar
volume of sales in chain food stores, but apparently the
decrease in dollar sales failed to keep pace with the
declining price level; in other words, there was a sub-
stantial increase in the physical volume of business
handled by chain food stores over this period. This
interpretation is supported by the data of the Census
of 1933, showing that chains operating grocery and
combination stores increased their proportions of the
total food business of the country from 27% in 1929
to 33% in 1933.

The movement of gross margin over this period was
rather musual. Ordinarily, during a time of falling
prices and declining dollar sales, gross margin rates
tend to remain essentially unchanged or to shrink
somewhat as inventory losses occur and execufives cut
mark-ups to gain volume. In the chain food business,
however, the years of depression witnessed a rise in the
gross margin ratio. In part, this advance may be
attributed to the marked increase in the number of
combination stores involving as it did larger sales of
meat; apparently this factor accounted for but a
fraction of the total increase, other influences being,
perhaps, skillful buying, leading to avoidance of unusual
inventory losses; an increase in private brands and in
manufacturing; and a definite policy of food chain
executives to increase mark-up in order to cover the
rising expense ratio. Following 1933, however, the
gross margin percentage moved down slightly.

In percentage of sales, expenses advanced, as might
be expected during depression years. Also, for some
concerns which maintained their dollar sales volume
fairly well, the dollar outlays for expense actually
increased. In general, higher expense percentages were,
of course, to be expected as a result of decreasing sales
volume. When prices fall it is impossible to lower dollar
expenses as rapidly as sales are reduced. In the case of
chain food stores in these years, therealso were a number
of other conditions which might help to account for a
rsing expense rate. One of these was the increased
physical volume of merchandise handled. The chief
force, however, probably was the trend to combination
stores, Also, the increase in private brands, which has
been noted as a possible cause of higher gross margin,
may equally have been a cause of higher expenses,
particularly for promotional purposes, as evidenced by



the increased outlays for advertising over this period.
This was a time when chains are believed to have been
dertving income in the form of higher gross margin for
promotional services, and it is natural to suppose that
the expenses of such promotional work also advanced.
Closely allied was the factor of increased competitive
pressure to offer services, such as a modified delivery
service and, in some instances, extension of credit.
Needless to say, the effect on pay rolls of the N.R.A.,
an effect which clearly extended beyond its legal demise,
was an important cause of advancing pay roll per-
centages after 1933. Finally, the greatly increased tax
burdens should not be overlooked. For a group of eight
identical companies, taxes in percentage of sales were
two and one-half times as great in 1934 as in 1929. In
1934, the expense rate receded, but remained sub-
stantially above that for 1929.

When all these powerful influences ate taken into
consideration, it is rather remarkable that the cost of
doing business in chain food stores did not advance even
more sharply. That such was not the case is a tribute
to the effectiveness of management over these trying
years.

During the depression profits declined not only
absolutely but also as a percentage of sales and as a

percentage of invested capital. A lower ratio of net
profit was made inevitable by the fact that the expense

rate rose more than did the gross margin percentage,

Nevertheless, as an average showing, some net business
profit was preserved throughout the period, a sub-
stantially greater achievement than many types of
enterprise can point to, but one in no respect out of
keeping with the essentially stable character of the
retail food business.

The shrinkage in profit in food chains, while primarily
a consequence of the business depression, must also be |
looked upon as part of the evidence that this type of
business enterprise now may be approaching, or perhaps
definitely in, what may be termed the maturity phase.
Chain food stores have traded up; stores are more
elaborate and attractive; more expensive merchandise
is sold; promotional endeavors are more costly; and
investments in relatively fixed forms of capital appear
to be larger. All,this is a natural consequence of
marketing evolution and competitive pressure, but it
may be expected that in the future chain food companies
apart from the effects of cyclical movements, particu-
larly changes in the price level, will find themselves
increasingly vulnerable to competition from new types
of low-cost distributors.

Io



OPERATING RESULTS IN 1934

A general description of the chains for which data
were available for this study is given in tabular form
on page 2. The division of the 66 chains into the
four major groups there listed was suggested by the
fact that the handling of meat division merchandise
involves percentages of gross margin and expense dif-
fering sharply from the corresponding percentages for
grocery division merchandise; and by the additional
fact that the operation of combination stores, owing to
influences associated with their size and locations as
well as with their meat volume, may involve problems
quite different from those of ths smaller straight
grocery stores.

Direct and convincing evidence on the first of these
subjects is afforded by the statistics in Table 2, which
presents median percentages of margin and expense for
straight grocery stores, the grocery sides of combination
stores, the meat sides of combination stores, and meat
stores. It is thought that frequently, or usually, the
grocery figures covered the handling not only of the
articles customarily thought of as groceries, but also of
smoked meats (in straight grocery stores) and produce;
and that the meat division figures included any poultry
or fish carried. At least one reporting chain, however,
included produce with meats rather than with groceries.

The percentages of gross margin and total expense
are seen to have been sharply higherfor meat operations
than for groceries; and this difference in the expense
rates extended to every individual classification of
expense represented. Presumably the higher per-
centage costs for meats resulted primarily from the
perishable and unstandardized nature of much meat
division merchandise which, in turn, seems to have re-
quired somewhat higher average wages for meat division
personnel than for grocery personnel, lower average
sales per employee and per square foot, more expensive
fixtures and equipment, more refrigeration expense,
more supplies, and so on. The lower average sales per
unit for the meat sides of combination stores also may
have been an important factor making for relatively
high percentage expenses for meats. These various
costs led to a higher ratio of total expense to sales; and
this, in turn, seems to have made necessary a higher
rate of gross margin. It is noteworthy, however, that
the differences in average gross margin between gro-
ceries and meats were smaller than the corresponding
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differences in expense, so that meats typically showed
a much smaller store profit rate than groceries.

Major Groups of Chains

With these substantial differences in the percentages
of expense and margin for meats and groceries, it ap-
peared that the most important single factor to be
considered in comparing the operating results of dif-
ferent food chains was the relative amount of business
done in meat division merchandise as distinguished
from grocery division merchandise. Accordingly, the
reporting chains were classified first on this basis as
follows:

1. Chains made up exclusively of stores carrying
only groceries (which frequently, or usually, included
smoked meats), or groceries and produce. For con-
venience, these chains were called straight grocery
chains.

2. Chains made up in part of straight grocery stores,
such as the stores operated by the chains in the first
group, and in part of combination stores selling meat
division merchandise (fresh meats, poultry, and fish)
in addition to grocery division mezchandise. These
chains are referred to -throughout this bulletin as
regular chains, since almost all the large, well-known
food chains are of this type,

3. Chains made up exclusively of combination stores.

4. Chains made up exclusively of stores selling
chiefly fresh meats, and perhaps fish and poultry, and
referred to briefly as meat chains, In several instances
chains classified in this group carried some groceries;
but always grocery sales constituted but a smal] portion
of total sales,

The typical operating results for 1934 for the 13
straight grocery chains, the r3 combination chains, and
the 34 regular chains are given in some detail in Tables
5, 6, and 8, which appear on pages 13, 15, and 17; and
the percentage data from the three tables are sum-
marized for convenient comparison in Table 3, page 6.
Table 4 presents similar figures for 1933. Tables 3 and
4 include, also, percentage information for the several
meat chains. Owing to the small dollar volume repre-
sented by these chains and the small number of firms
reporting, dollar and middle range figures similar to
those in Table 5 are not given for meats.



Straight Grocery Chains

The 13 straight grocery chains, the operations of which
are summarized in Table 5, operated from 4 to 207 stores
each, but half of the chains had between 34 and 55 stores
each. As the table indicates, the total number of stores
represented was 739.

As regards dollar sales per chain, the range was from
$190,000 to $6,700,000, and one-half of the chains had
sales between $800,000 and $2,500,000. Sales per store
ranged from $22,700 to $55,000, the half of the chains
lying in the middle of the range having from $30,000 to
$40,000 sales per store,

Of the 13 chains, 11 chains, which operated 641 stores,
gave data on the location of these stores by size of city.
It will be noted from the table that these 6oo-odd stores
were distributed fairly evenly throughout the size-of-
city range provided. A study of the median figures for
distribution of stores by size of city, however, shows
that, while the individual chains must have differed
widely in the distribution of their stores, there was some
tendency for smaller cities to be more heavily empha-
sized than larger cities. These 13 grocery chainstypically
did not offer delivery or charge account service. On the
average they purchased approximately 9o% of their
goods direct from manufacturers and therest from whole-
salers or jobbers. The reports indicated practically no
warehousing of produce ; but, on the average, 75% of the
groceries bandled passed through the warebouses oper-
ated by the chains. Two of the 13 chains operated self
service stores exclusively, but the typical practice was
to operate no self service stores.

In general, all the chains represented in this and the
other tables submitted fairly complete reports on their
profit and loss statements and balance sheets, but many
of them gave less complete information descriptive of
their operating policies and practices. The generaliza-
tions on these latter topics, therefore, are somewhat less
reliable than the figures on sales, margin, expense, and
profit.

Inspection of the figures on operating resultsin Table 5
shows that the typical chain among the 13 earned a gross
margin of slightly more than 20%, of sales, and achieved
a small net profit after making provision for interest at
6% on net worth. Gross margin, here and throughout
this study, was computed on the basis of net merchandise
costs after deducting all discounts and allowances except
advertising allowances representing direct payments for
space used. Net gain or net business profit, without
allowance for interest on owned capital and after credit-
ing other income, typically amounted to 0.9% of sales.
Among the expenses, salaries and wages were the largest,
being 10.5% of sales, tenancy costs next largest at 2.5%,

and supplies and advertising next, each being slightly

under 1% of sales.
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Comparison of the median percentages with average
percentages based on aggregate dollar figures shows that
the latter, in the preparation of which the larger chains
received beavier weight, were higher in the cases of gross
margin, salary and wage expense, tenancy cost, supplies,
and total expense, but lower in the case of advertising:
expense. The percentages based on the aggregates, also
show a net loss, after charging interest as an expense,
and a smaller rate of net gain asa percentage of net sales.
Thus, it appears that the larger chains among the 13
were able to earn larger percentage margins but were
at a disadvantage as regards rates of expense, so that
their earnings were less favorable on a percentage basis
than those of the typical chain. The only notable ad-
vantage in expense enjoyed by the larger chains was that
in advertising.

The disadvantage of the larger chains as to tenancy
costs, and the fact that these chains had more of their
stores in Jarge cities than did the smaller chains, sug-
gests that rental expense runs higher in percentage of
sales in large cities than in small cities. Further evidence
on this point appears later.

Of the 13 chains covered by Table g, eight segregated
store expense and all other expense. The latter category
included administrative, general, warehouse, and trans-
portation costs. Aggregate and median figures for these
eight chains showing the functional breakdown of
expense are given in Table g, page zo.

Combination Chains

Table 6 presents aggregate and median figures for the
13 chains of combination stores. These chains tended
to operate fewer stores per chain than the straight gro-
cery chains, the range being from 3 stores to 5o stores.
One-half of the reporting firms operated between 4 and
28 stores. In average sales per store, however, these
chains had a distinct advantage over the straight grocery
chains. Sales per store for the combination chainsranged
from $26,000 to $199,000, and one-half the reporting
chains had sales per store between $62,000 and $100,000.
Thus aggregate net sales for these chains were larger
than at first might have been expected. Total sales
ranged from $166,000 to $2,913,000.

The individual stores of the combination chains were
located chiefly in cities of moderate size rather than in
either the very small cities or the cities of more than
500,000 population. Among the 13 chains none had
stores in cities of over 500,000 and only one-quarter of
the chains had more than 129, of their stores in cities
of less than 10,000. On the aggregate basis, the bulk
of the stores were concentrated in cities of from 25,000



‘Table 5. Operating Results of 13 Straight Grocery Chains: 1934

Aggregate Figures! Median' and Range Figures
Percen 3 @%Wted fur“!".';rh of the
Ttems A 13 aken Individually
Amount i:ompur.ud
{Dollars given for the One-half the
s Reported Figures
o showandd | xy Cumine | proga Centered on the Medinn,
Lay between the
Limits Listed Below
ﬁumberofNChail?;&.s. .................. e 13 . e
ggregate Num tores - 739 35 54
Net Sales. .ovivsnirnrennnns e e e eaeraiaa.. $25,468 100.00% 100.00%
Average SalesperStore. ........ ..o $34 van $33 $30 $40
Index of Change (1934/1933): |
Number of Storesper Chain.. ... .................... . - 100,00t 07.78 100.00
Net Salesper Chain. ... iiii i . e 106.64% 104.38 110.91
Average SalesperStore.............coviv i . 11o.47t 108.47 115.45
Net Cost of Merchandise Sold. .. ..............coiviinen $19,005 78.51% 19.56% 77.82% 81.76%
GROSS MARGIN. .0 iviinitiniiteniniiaat it i ianns 5,473 .49 2044 18.24 22.18
Salaries and Wages.............. eeenaee P T $3.139 12.33%, 10.50% 9-74% 12.64%
Tenancy Costs (including depreciation of major improvements) 064 3.78 .51 2.2x 3.47
Depreciation of Fixtures and Equipment................... 140 0.55% Q.47 0.43 0.67
Light, Heat, Water, Power, and Refrigeration............... 213 .84 0.68 0.56 .79
Transportation Purchased. ..................... ...l s4t o.a1f o.55t 0.26 0.53
Supplies. ... e e 205 1.04 0.97 0.84 1.04
Advertising. . ... ... . e 207 ©.82 0.95 o.74 I.31
Insurance %except onrealestate). ......... ... iiianinnn. 76 0.30 0.28 o.57 0.41
Taxes (except on real estate and federal tax on income}...... 85 0.33 .30 0.23 o.42
Miscellaneous Expense:
Communieation. .. ..........ic.iiieiiraiiinsranranss 67t 0.a6% o.18% o.15 a.38
Travelling. ........ ..o i i ast o.rot o.13t 0.08 0.21
Ubclassified.........covniiiiinneernaiiiineananneens. 220 0.86 .56 0.45 LI4
Total Miscellaneous Expense (subtotal).................... (312) (r.22) (0.99) (o.50} (1.43)
Total Expense before Interest..............coiiiineinn. $5.455 21.42% 19.§7% 16.82% ar.78%,
Total Interest {(including interest on net worth)............. 220 o. o8y Q.75 1.0
Torar ExpeNsE including Interest. .. ..................... $5,675 22.28%, 20.43% 17.59% 22.86%
NEr PROFY OB LOSS. ... i it iniirrainecneees L. 8202 L. 0.70% 0.16% L. 1.81%, 1.60%
Net Profit or Loss from Real Estate Operations............. $6ot 0.23%t 0.12 0.04% 0.20%
Interest on Net Worth (except real estate, leaseholds, and ¢ %t ¢ ¢
will) . e 208 ©.82 0.83 o.74 0.91
Other Revenue, Net.......... ... ... ......cceoieion ., sst o.14t . o.30t 0.07 o091
Total Net OtherIncome. . . .................coviuvnnnn... $303 1.19% 0.84% 0.65% 1.86%
NET GamN: Percentage of Net Sales, . ... ... ................ $101 o.40% 0.90%, L. 0.04% 1.32%
Percentage of Net Worth e 6.:ot° 5.3:10 2.60 ¢ 12.22 ?
Rate of Stock-turn (times a year) Based on Average of Inven-
tories at the Beginning and End of the Year............ . 7.46 7.20 6.19 8.84
Self Service Grocery Units?. . .......... ... .el, 1521 20.57%t o.00%t 0.00% 0.00%
Distribution of Storest among Cities with Populations of:
tham 10,000, . .. .iiiiieieeaeas 144 22.469, a5.00%, 4.45% 60.00%,
0,000 25,000, | ittt e e e e 67 10.45 §5.66 3.33 12.04
25,000 T00000, . L. L. ea e 56 8.74 0.00 ©.00 10.81
100,000-500,000. . .. .. .. aa e 140 ar.84 0.00 .00 22,22
. 33 $.I5 .00 a.00 .00
1,000,000 OF MIOTC. .. oou vt et nranasannssnnnnnnns 201 31.36 .00 Q.00 .00

Figures for this item were not reported by all the Grms in the
}Beuule of imdﬁutehhmlhwldluin Ihcase_ntthmm

See ti of Since all di
&ammtmw pes of avertge ueed, pag 40. the
? Total Stores = roo%,

¥ Location of stores by sise of city was reported by 21 of the 13 chaina.

were set indepeodently, the figures for the severa] items cannot be expected ta tie

the figure for net gain as & percentage of net worth is based on the reports of ten chaing.

to



to 500,000. This tendency was in contrast with that
for the straight grocery chains to favor small cities. It
is clear from the middle range data, also, that as a rule
the combination chains did not cover cities differing
widely in size, but rather concentrated their stores in
one city or in cities of similar size.

These chains did not give sufficient information to
warrant generalizations regarding the percentage of
sales delivered, the sources of merchandise purchased,
or the extent of warchousing. As regards charge busi-
ness, however, pronounced differences between straight
grocery chains and combination chains were disclosed.
Only four of the 13 straight grocery chains offered
charge account service, so the tendency clearly was in
the direction of cash business. Among nine reporting
combination chains, however, eight offered charge
service; and for these eight, the median percentage of
charge sales to total sales was 1o. Eight of the x3 chains
operated self service stores exclusively. It was not
possible to determine definitely how expenses for self
service and regular chain stores compared, but what
evidence there was suggested that the eight combination
chains with self service stores only, had no perceptible
advantage in percentage expenses.

The figures in Table 6 are of interest for two purposes:
as standards for the appraisal of operating results among
combination chains, and as a basis for comparisons of
combination chains with other types of food distributor.
This latter purpose is served more satisfactorily by
Table 3 in which selected information from Table 6 is
reproduced; but for the first purpose, careful study of
Table 6 is indicated. Such analysis need not be
described in detail here, but attention may be directed
to the fact that the differences between the aggregate
percentages and the medians show the tendency already
displayed by Table 5 for the larger chains to have
higher rates of margin and expense than the smaller
chains.

The division of expense for combination store chains
on a functional basis is given in Table g, page zo.

Regular Chains

In Table § there are presented figures summarizing
the results of the 34 regular chains for which complete
and comparable data were available, These 34 chains
operated a total of 19,003 stores, and their stores per
chain ranged from 6 to more than 4,300. The 18 chains
in the middle of the range as regards number of stores
had between 73 and 428 stores each. Clearly, therefore,
the great bulk of the 19,903 stores were operated by a
few very large chains,

In dollar sales per chain there were similar differences.
The smallest chain had sales in 1934 of $270,000 and
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the largest chain had sales of more than $200,000,000,
the total volume for the 34 chains being $911,000,000.
In average sales per store, however, the differences,
though large, were not so great. The extreme range
was from about $20,000, reported by the chain with
smallest sales per store, to approximately $70,000 for
the chain with largest average sales per store. The
average figure for the 34 chains (total dollar sales
divided by total number of stores) was approximately
$45,000, and the middle half of the chains, when ar-
ranged in order of sales per store, had sales per store of
from $34,000 to $45,000.

Table 8 indicates, also, that reports on the location
of stores by sizes of cities were received from chains
operating more than 12,000 of the 19,903 stores. The
several units of these chains were distributed fairly
evenly among cities of various sizes, but cities with
populations of less than 500,000 were better represented
than the very large cities. Cash sales for the regular
chains apparently amounted to approximately 98%, of
total sales, the charge business of these firms being
practically negligible; on the average, no delivery
service was offered. Perhaps such charge and delivery
service as was offered by regular chains in 1934 was
arranged for by store managers unofficially.

Twenty-eight of the 34 regular chains gave definite
answers to the Bureau’s question regarding self service
stores. Of these 28 chains, 4, with 246 stores, operated
self service stores exclusively, while 6 stated that self
service stores constituted 6.4% to 75.0% of total stores.
There is strong presumption that the 6 chains which
did not answer the question had no self service stores.
Thus, as Table 8 indicates, the experience of the regular
chains is predominantly the experience of over-the-
counter, clerk-service retailers. Itis interesting to note,
however, that the four chains with 100%, self service
stores showed no advantage over the other regular chains
in expense for pay roll, tenancy, or supplies, or in total
expense.

The regular chains reporting for 1934 bought the bulk
of their merchandise direct from manufacturers. Fifteen
of the 34 chains typically bought 75% of their merchan-
dise in this way. Wholesalers and jobbers were the next
in importance as sources, accounting for 15.0% of the
total; and 18 reporting chains, on the average, manu-
factured 4.0% of the goods sold.

It was customary among these chains to operate ware-
houses for groceries and produce, but, as a rule, meats
were not handled to any importantextent through the
chains’ own warehouses. Reports from 24 chains indi-
cated that as a rule approximately 80%, of total grocery
purchases were warehoused by the chains; reports from
19 chains showed the corresponding typical figure to be



Table 6. Operating Results of 13 Combination Food Chains: 1934

Aggregate Figures! Median! and Range Figurea
mem uted for Each of the
. : ins Taken Individ
Ttems :.Avmnm B ually
gné‘u'fﬁ“?i%’en Computed g Onelall the
in thougan ; igures
) Ay ot Median! Centered on the Median,
between the
Limits Listed Below
Numberof Chains... ... ... ... .o innan. 13
Aggregate Number of Stores...............cooiiiiiinnnnas 252 veen . 5 a7
Net Sales ... .ovtniniienii e ienae s $17,436 . 100.00% 100.00%, ces vres
Average Salesper Store...............o.iiciiiieniiaana.. $6p cees $70 $62 $101
Index of Change (1934/1033):
Number of Stores per Chain................. ..ol . . 100.00 100.00 113.04
Net SalesperChain..............cooooiiiiiien, ceen cens 1s.ort 112.9X 116.33
Average Salesper Store,.............. ..ol cees ceee 113.09f 102.2§ 116,33
Net Cost of Merchandise Sold.. . ................ ..ol $13,560 77.997% 79.69% 76.46%, 81.98%
GROSS MARGIN. ... .ottt ven et ine s e iiineeas e eaiiaas 3,876 22.23 20,33 18.22 23.54
Salariesand Wages.. ..........ccvvreeinnens PR TO TP $1,003 11.43% 1t.10% 0.56% 11.61%
Tenancy Costs (including depreciation of major improvements) 434 2.49 2.03 172 2.86
in-lreciation of Fixtures and Equipment. .. ................ 176 1.01 0.0 0.64 1.38
Light, Heat, Water, Power, and Refrigeration............... 147 0.84 o.8o 0.64 1.06
Transportation Purchased........ ..., 24t o.14t o.x7t o.04 0.37
Supplies. . ... 183 1.0§ 11§ 1.01 1.29
vertisi asy 1.30 1.20 1.00 1.58
Insurance {except on real estate) . . L1 0.31 .31 .24 0.39
Taxes (except on real estate and federal tax on income}. ... .. 66 o.38 0.29 0.23 0.46
Miscellaneous Expense:
CommuniCatIon. . ..o vt ie s ieiie e c i 34 ©.20 o.r8 o.13 ©.22
Travelling. ..o e e e 1zt 0.06t o.opt o.08 ©.09
Unclassified... ...t 103 1.1t 1.30 o.ba 1.63
‘Fotal Miscellaneous Expense (subtotal).................... (238) (x.37) (x.50) (c.o7) (1.89)
‘Total Expense before Interest.........covveeeeuenireenann. $3,543 20.32% 19.60%, 18.27% 20.14%
Total Interest (including interest on net worth)............. 152 .87 0.68 ©.54 ° 0.97 °
ToraL ExPENSE including Interest . .. ....ooooneiiiennnn. $3,605 21.10% 20.55% 18.81% 21.73%
NET PROFIT OR LOSS. ..o i iiii i enian s . 8181 1.04% 044% | L.0.22% 0.82%,
Net Profit or Loss from Real Estate Operations............. $15t 0.08%1t c.00%t 0.07% o.1a%
Interest on Net Worth {except real estate, leaseholds, and o o
goodwill). ... ... o 145 0.84 0.72 0.54 0.00
Other Revenue, Net, .. .......... ccovveiearoiiesnieiones txf 0,06t 0.08% L.o.25 0.29
Total Net Other Income. . ... ..ovvrveenirenannearnirenans $171 0.98%, 0.830% 0.73% 1.00%
NET GAN: Percentage of Net Sales.........coooveioienann. $352 2.02% 1.12% o50% 1.93%
Percentage of Net Worth. . . ...........covvnet. veen 12.84 9.40 5.40 ° 12.75 ¢
Rate of Stock-turn (times a year) Based on Average of Inven-
tories at the Beginning and End of the Year............ cenn 8.79 8.90 B8.38 12.21
Self Service Grocery Unitsd. .......ovvvvenrenvenniaaaonnns 7t 464271 |  r00.00%t 0.00% 5100.00%
Distribution of Stores! among Cities with Populations of: '
than 10,000, . ......ccvviisnrianrinairres e, 34 14.66%, 0.00%, 0.00%, 12.00%
IO 00028000, ...t vt e 33 14.22 7.69 0.00 32.14
25 O00—TO0000, s 4o vty e 74 3100 17.86 0.00 32.00
100,000-500,000. . . . . e oI 39.22 ©.00 o.00 60.00
SO00,000-1,000,000, , . .. .cvvrvuentnrairrae e -] 0.00 Q.00 0.00 0.00
2,000,000 OF TIOTE . + 4 144 asvseenrrnnnsnrniesoneenssns o 0.00 ©.00 0.00 0.00

t Figures for this item were not reported by all the firms in the group.

mﬂ;ha_glg‘:t]i:nnimolwm used, page 49. Since all the medians were set independently, the figures for the several items cannot be expected to tie to
1 omSmm-,m%
3 Location of stores by sise of city was reported by 1x of the 13 chains,
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go% for produce; but for meats, according to 19 reports,
only 5% of the goods handled, on the average, passed
through the chains’ own warehouses.

Table 7. Sales by Merchandise Lines for
" 17 Regular Food Chains: 1934
(Median Figuresi; Net Sales= roo%)

» - » - . ch.im
Further light on the o_peratmg. problems of the chains L mﬁp:;nﬂm oS
is afforded by the following median data on mark-downs Ttems 5 | than 35% | or More
. ata Combination | Combination
and stock shortages for regular chains: Stores Stores
—_——————— = = .
Pmtaﬁe of Total Chain Number of Chains.......... 17 9 8
i : ber of Sto 6,616 825 7
Aggregate Number of Stores.| x6,61 4,82 11,791
Items N“ﬁb“ One-half the Reparted  Aggregate Net Sales (in thou-
Chains o | Fisuses, Centered on 8ands). ... .oeoiiearaenes $799,221 | $213,803 | $585,328
Reporting | Median |  the Mledian, Loy percentage of Combination
Listed Below Stores to Total Stores..... 33.22% 1 29.25% | 48.86%;
: D%roo%;oceries and Canned % % o
.. . . Xs) PR TR 33-53% 29.5570 34.13°%
B daicdome ] 35 | su| o 29P mememicmavanis BE°| BEP| 43
Mark-downs on Damaged Meat (including poultry and
Goods......ooeuvnun. | IX 0.67 ©.37 1.00 fish).................... 19.00 17.58 19.30
Total Mark-downs. ... .. 19 2.09 2.03 3.73 Butter, Cheese, and Eggs....] 1149 11.49 11.24
Stock Shortages (Net). ..l ‘19 or1* | o.4* | oc.o8 Othlel' _Dairy Products (in~
Total Mark-downs and ' B :kgf;ng gfukc t=:;nd cream). . ;.ggjr ;‘2;}‘ i.;gt
Shortages (Net)....... 18 300 1.94 3.45 Al Oher oo Products. Pyl iy e
Non-food Products. ........ 0.4571 10.28% 9.19
*Owverage.
. Average Sales per Store....| $41,319 $42,082 $40,071
In computing these percentages, total chain net sales  Average Sales per Meat Side| 17,657 21,813 16,103

were taken as 100%,. Since, as a rule, the inventories of
only the grocery divisions were recorded in retail terms,
these figures for mark-downs and shortages presumably
cover grocery operations only. Grocery division busi-
ness constituted 83.36%, of total business among regular
chains. Therefore, if grocery division sales had been
taken as 100%, the percentages given above would have

been increased by ﬁs"a — 1, or approximately 20%,.

It is to be hoped that, in future studies, figures such as
these may be supplemented by information for the
several chains regarding methods of billing goods to be
offered at 2-for or 3-for, the so-called “tare” allowance
for wastage in weighing out bulk goods or for dehydra-
tion, and any reserves for shrinkage which may be set up.

Table 7 gives median percentages for sales by lines
of goods (a) for all 17 chains which reported these data
and (b) for these chains classified according to percent-
age of combination stores to total stores. These data
indicate the experience of the typical chain as regards
each of the several lines of merchandise; but, the several
percentages in each set being medians, they do not add
to roo.00%.

Manifestly, among regular chains, dry groceries and
canned goods account for a larger proportion of total
sales than any other single classification of merchandise,
Next in importance come the meat and fish group with
19% of sales; the fresh fruit and vegetables with x5%
of sales; and butter, cheese, and eggs with between 119,
and 12%, of sales. Non-food products account for almost
10% of sales. It may be surprising that even with the
emphasis which has been placed on bakery products in
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{Figures for this item were not reported by all the firms in the group.

5ee explanation of of average uszd?, pa, e.w. Sinee alf?hep medians
were st independently, figures for the several items cannat be expected to
tie to the respective totals.

recent years since chains have opened their own bakeries,
this type of merchandise contributes less than 6%, of
total sales; but one must remember that a large portion
of chain store bakery sales consist of bread, which hasa
low unit value. In spite of all the discussion which has
arisen during the last few years over the selling of fluid
milk by chains, apparently this item, along with cream
and ice cream, contributes less than 29 of total sales
for the typical regular chain.

Classification of the 17 chains by percentage of combi-
nation stores discloses surprisingly little difference in the
relative importance of the several lines of merchandise.
Among the chains with a larger proportion of combina-
tion stores, meat and fish sales, as would be expected,
bulked larger in proportion to total sales; but, strangely
enough, sales of dry groceries and canned goods also
were larger. The chief difference in the distribution of
sales for the two groups, in fact, came in all other food
products which accounted for 10% of sales for the
chains with relatively few combination stores and only
4% of sales for the chains with a large percentage of
combination stores.

The small differencein the percentagesof meat business
for the two groups of chains seems to reflectanimportant
difference in operating policy. The chains with more
than 35% combination stores apparently chose to oper-
ate meat sides in a great many of their stores but did not
attempt to build up the sales of the individual meat sides



Table 8. Operating Results of 34 Regular Food Chains: 1934

Aggregate Figurest Median! and Range Figures
ed for Each of th
A P e Taken Individually
Items Percentages .
Amount Computed
Ebomady | Jorthe Reporind Fispes
:.‘“ngm Median! Centered on the Mecfim.
g Lay between the
Limits Listed Below
Numberof Chains.............coiin i iiiiinienrenns 34
Aggregate Number of Stores 19,903 vees ceas 74 427
NetSaled...oovvireivrinniniiian., $or1,461 100.00% ‘| 100.00% P, veee
Average Salesper Store. ........... .. ... ... . . iiiea §46 e I $34 $45
Index of Change (1934/1933):
Number of Stores per Chain................viveees Ve . 98.10 054 X00.00
-NetSalesper Chain. . ........ooiiiiiiniiiinnnnnans. e 104.35% 101.97 108.320
Average Snles perStore. ... ... e . xro.79f 104.64 1I4.10 -
Net Cost of Merchandise Sold. ............ .............. $692,314 75.96% 77.06% 76.00% 71.04%
GROSS MARGIN. .o tve i irtinet iatae e eerainrnanns 219,147 24.04 22.94 22.06 a3.91
Salaries and Wages.......ovv vttt iiiriaeianreres $114,665 12.58%, 12.13% 11.42% 12.81%
Tenancy Costs (including d: recintion of major improvements) 28,080 3.18 3.00 -2.62 3.7z
Depreciation of Fixtures and Equipment. ........... Cereaas 7,192 ©.79 6.81 0.63 1.03
Light, Heat, Water, Power, and Refrigeration............... 9,503 1.04 1.05 o.B5 117
Trn.napormnon Purchased ................................ 3,408 o.3g1' o.331 o.18 0.95
Su plies. . . ..o 10,501 1.1 1.04 091 1.37
Advertising. ... 9,804 1.08 0.97 0.73 1.a3
Insurance {exceptonrealestate).......................... 2,562 0.28 0.28 .31 ©.35
‘Taxes (except on real estate and federal tax on income). . ... 5,004 .55 0.36 0.23 0.63
Miscellaneous Expense:
COMMUNICALON . . o\ e vvvvt it vinrearaeanssnrnnsenannns 1,6601 o.x8t o.xgt 0.15 0.27
Travelling. ...t i e 1
Unclagsified. .. ... ...o.ooooiin o017 1.0 L3t [» 110 ¥-55
Total Miscellaneous Expense (subtotal)................... (12,586) (1.38) (x.48) (1.30) (1.70)
Total Expense before INterest. .. ......ouvivniiioiviiinss $204,305 22.41% 22.36% 20.57% 33.16%
Total Interest {(including interest on net worth)............. 9,186 1.01 °.97 o.8o 1.05
ToraL ExPENSE including Interest. .. ..................... $213,481 23.42% 22.96% 21.6:% 24.10%
NET PROPIT OR L OS5 . ..ui it v ie e e i irens $5,666 0.62%, ©.14% L. 0.60% 0.79%
Net Profit or Loss from Real Estate Operations............. $2,4121 0.26%¢ o.17% c.0 0.28%
Interest on Net Worth (except real estate, leascholds, and ’ ot 3% ?
Ls L1 9,825 1.08 0.93 0.65 1.12
Other Revenue, Net.............. .. ... ... . .. cviuinnn. 2,865% o.321 o.xst 0.00 0.23
Total Net Other Income. . ........oooiveiiiiiininenennnis $15,102 1.66% r.36% o0.77% 1.66%
NeT Gain: Percentage of Net Sales,. . ... ................. $20,768 2.28% 1.53% 0.16 2.25%
Percentage of Net Worth. . .................... cens 0.651 ';.4,41o 2.18% 10.38 ¢
Rate of Stock-turn (times a year) Based on Average of Inven-
tories at the Beginning and End of the Year............ 8.38% 8.x3t 6.97 9.20
Distribution of Stores by Typel:
Strmght Gmcery ................................... 11,810 57.87% 67.14% 51.80% 79.52%
37 .19 0.00 .00 ©.00
Combmauon ... 8,347 41.04 31.64 20.00 48.11
Self Service Grocery Units 3,108% 15.62%t 0.00%} 0.00% 2.80%
Percentage of Sales in Meat Sides or Stores. ................ 16.64%1 10.54% 20.28%
Distribution of Stores? among Cities with Populations of::
Leas than 10,000 . . 400 eriieene s vienrnerennsns 3,550 29.00% 35 257, 11.02% 37.56%
10,000~25,000. . ... iauln 1,100 8.90 8.40 3-45 10.87
25,000 T00,000. + .« . st mn e e e 1,607 13.87 7.01 0.00 18.58
100,000-500,000 - -« <t 1ttt e e 4,593 21.19 5.32 .00 35.30
§00,000=T,000,000, . . . i e e 742 6.07 0.00 0.00 .00
T,000,000 OF IOTC. . . ..\ oe et ettt inneerenenreeraneenns 2,544 20.79 ©.00 0.00 2.32
&ﬁg\u'u for thh item were not ﬂw l]lu:he firma in the group.
V See expllnauon o? types of avenage “-;‘n;.n“ :o'm&:nu;u:ﬁ&un e ﬁ:\ue for o m deat m %mmmﬁegmmﬁ“ gﬁ:"m

the respective totals,
'F::ll Stores mroo'

¥ Location of stores by nize of city was reported by a4 chaing.
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to a high degree, while the chains in the other group

adopted the policy of operating fewer and larger combi-
nation stores with a larger meat side business in each.
The average sales per store was but 5%, smaller among
the chains with more than 359, combination stores than
among the other chains, while the average sales per meat
side was 269, smaller.

Inspection of Table 8 shows that, among the 34 chains,
gross margin typically amounted to just under 23%
(22.94%) of net sales, an amount distinctly larger than
those for straight grocery chains and for combination
chains. Salaries and wages typically accounted for
12.13% of sales, tenancy costs for 3.00% of sales, and
total expense including interest for 22.06% of sales.
In spite of the fact that these figures for gross margin
and total expense indicate that the typical regular chain
incurred a slight loss in 1934, medians of the profit or loss
figures for the several chains show that the typical chain
earned a slight profit (0.14% of sales).

This profit was after including a charge for interest on
invested capital; that is, interest actually paid, plus
interest at 69 on net worth, less interest and dividends
received. Hence the net profit figure represents not
net business profit, as the term is ordinarily used by
business men, but the net return from merchandising
operations over and above long-run economic costs.
Also, without an allowance for interest, it is impossible
to secure strictly comparable reports for different chains
which employ borrowed capital to varying degrees.

In addition to the net profit from merchandising
operations, the typical regular chain secured income in
1934 amounting to 1.20%, of sales and consisting largely
of a credit for interest! to offset the imputed charge
included among the expenses. After taking account of
net other income the typical regular chain in 1934
earned a net business profit, or net gain, amounting to
approximately 1.5%, of sales.

Net gain is the profit on which Federal income taxes
are paid. Figures on these taxes were reported by 32 of
the 34 regular chains. For these 32 chains, Federal
income taxes, computed by the aggregate method,
typically amounted to 0.32% of sales; and, computed
by the median method, to 0.179%, of sales.

Turning now to the range figures presented in the last
two columns of the table, it is seen that margin rates
above or below the median by 19, of sales were
exhibited frequently among regular chains; and that,
for expense rates, almost the same dispersion was
common. For the individual items of expense, the

ranges covered by the middle half of the figures reported

11t should be noted that thi credit for interest on net worth ordinarily did
pot agree with the charge for total interest in the expense statement, because
most Orms had some net charge or credit resulting from the offset
sctunliy paid out and interest actually received, and because by the Bureau's
procedure some imputed interest on investment {that used in manufacture} did
not get into operating expense ot all, but was included in purchases,

of interest
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commonly were smaller, roughly in proportion to the
differences between the respective medians. For
saldries and wages, which account for roughly half of
total expense, the middle range was from .79, below
the median to 0.7% above, indicating no tendency
towards greater dispersion among personnel costs
than among margins and total expense percentages.
Tenancy costs, however, showed a substantially greater
range, one amounting to more than 35% of the median
(average) as compared with a range of only 129} of the
median for salaries and wages, and 119, for total
expense. Apparently differences in the store location
policies of the several chains, and perhaps differences in
the sizes of the cities covered, brought about rather
large differences in the percentage expenditures for
tenancy costs. Perhaps, also, there was a tendency for
the range to be larger relative to the median for items of
expense small in percentage of sales than for items large
in percentage of sales. Evidence pointing to this con-
clusion is afforded by the figures for light, etc., for sup-
plies, and for advertising. In all three instances, the
middle range reported amounted to more than 30%, of
the median, and for advertising the figure was 50%.
Such items as net profit and net gain, of course, showed
unusually large spreads because these figures resulted
from the interplay of margin and expense.

Comparison of the median figures in Table 8 with the
percentages based on the aggregate dollar figures, per-
centages which reflect a weighting of the figures for
individual chains according to dollar volume, affords
evidence that the larger chains tended to earn higher
rates of gross margin and to incur somewhat higher
rates of expense than the typical chain. As a result,
the larger chains showed better net profits and better
rates of net gain.

The data for 29 regular chains which reported store
expense separately from other expense are given in
Table ¢,page 20,and are discussed beginning on page 19.

Meat Chains

As was observed on page 11, the small number of
meat chains reporting, and their small aggregate sales,
made it impracticable to prepare a table for meat
chains corresponding to Tables 5, 6, and 8. Typical
figures for these six chains, however, are given in
Table 3, page 6. It was not possible to compute
averages for this group of chains showing the division
of expense between store operations and the central
office functions. Since the several meat chains dis-
played substantial differences in operating results, the
average and median figures for them probably are not
so reliable as the corresponding data for the other three
groups of chains.



STORE EXPENSE CONTRASTED WITH OVERHEAD EXPENSE

Table ¢ presents data indicating the average and
median percentage expenditure for performing each
of the two chief functional divisions of food chain work:
(a) store operations; and (b) all other, central office, or
overhead operations, the latter including the adminis-
trative, general, warehouse, and transportation func-
tions. The expense for each of these functions is shown
broken down by component natural divisions, such as
pay roll, tenancy, and supplies.

The information for all three types of food chain rep-
resented in Table ¢ agrees in offering testimony that in
1934 store expense typically accounted for around 76%,
of total expense before interest; and that expenses asso-
ciated with the central office (including administrative,
general, warehouse, and transportation expense) ordi-
narily accounted for about 309 of the total expense
before interest. Figures for 1933 similar to those given
in Table g disclosed slightly different results; but, on
the basis of the available data for both years, the con-
clusions to be drawn from Table ¢ are thought to be
essentially representative,

Since store expense took about 70%, of total expense,
and since it included no portion of the outlays for trans-
portation, advertising, or taxes (other than taxes on
real estate which were included in tenancy cost), it
follows that store operations tended to absorb more
than 709, of the expense for the other items of expense.
This conclusion is confirmed by the figures for salaries
and wages, tenancy costs, depreciation of fixtures and
equipment, and light, heat, power, and refrigeration;
and it was true for supplies among straight grocery
chains and regular chains. Expenditures for tenancy
and for light, heat, water, power, and refrigeration
represented almost entirely store cost, 879, or more of
the total expenditure being for this function and as
little as §5.5% (for one type of chain) for the central
office function,

Cost of Performing the Wholesale Function

The figures in Table ¢ are interesting not only for the
light they throw on the relative cost of store and central
office functions in food chains; but also because they
give some indication of the percentage cost of performing
the wholesale distribution function through food chains.

Quite clearly, administrative, general, warehouse,
transportation, and all other expense for food chains in
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1934 on the average absorbed from 6.0%, to 7.5%, of
sales at retail prices. This is equivalent to from 7.6%,
to 9.0% of the value of goods sold at the chains’ cost
prices, the chains’ gross margin being taken at from
217, to 249, of sales (see Table 3). Since the ordinary
wholesaler’s selling prices presumably are higher than
the chains’ cost prices, but lower than the chains’ retail
prices, the cost to the chains of performing their central
office functions amounts to between 6.6% and 9.9%
of the wholesalers’ selling prices. This affords some
rough basis for comparing the chains’ costs with whole-
salers’ operating costs, which customarily are expressed
in percentages of the wholesalers’ sales. It must be
noted, however, that the chains’ costs include those for
several functions frequently not performed by whole-
salers. These include:

1. Advertising, such as that commonly done by, and
at the expense of, the retail stores which buy from
wholesalers.

2. Transportation of goods from the warehouse (which
corresponds to the wholesaler's establishment) to the
retail store.

3- Supervision of the retail store.

4. Taxes, such as commonly are paid by independent
retailers, plus any taxes levied solely, or at higher rates,
on chains,

5. In some cases, costs for the wholesale function on
meats and on fresh fruits and vegetables, which may run
higher than corresponding costs on dry groceries.

The Bureau does not have comparable figures on the
operating costs of wholesale grocers for recent years
based upon its own researches, but such data may be
found in the publications of the United States Depart-
ment of Commerce and the Bureau of Business Research
of the Ohio State University.

Store Expense for Grocery and for
Meat Operations

In connection with this discussion of the relationship
between store expense and overhead expense, it is inter-
esting to compare the data on store expense only for the
several types of unit represented in Table 2, page 4.
Corresponding data in dollars per unit are given in
Table 10.

The preparation of the figures for these tables in-
volved the apportionment of expenses between the



Table 9. Store Expense, General Overhead Expense, and Total Expense for
Straight Grocery Chains, Regular Chains, and Combination Chains: 1934
(Net Sales = 100%,)

Averags! Figures

Median! Figures

P bined P C ted £ the Fi
Htems Dot Prbutes of Ehe Chauas n Exch Gronp o Each Chait Taken Tndivid
- Straight R Combinath Straight R Combinatic
Gedy | W | CBET | Geer | W | CERS
Number of Chains.......................... 8 29 6 8 a9 6
Store Expense: .
Salaries and Wages............. Crnranee 9.55% 9.20% 9.04% 7.90% 8.03% 0.45%
Tenancy Costs {including depreciation of
major improvements)............... 32.50 2.80 2.55 2.44 2.70 2.71
De;i‘reciation of Fixtures and Equipment. . 0.42 0.57 0.8 0.41 o.60 0.90
Light, Heat, Water,Power, and Refrigeration o.8o c.08 .85 0.01 0.96 .77
Supplies.. ... ... 0.83 0.72 ©.73 .71 0.75 o.88
Miscellaneous Expense (including insurance
other than on real estate)............ 1.1§ 0.76 1.06 1.08 0.86 .96
Total Store Expense before Interest. ... .. . 16.34% 15.03% 15.12% 13.21% 15.23% x5.40%
Administrative, General, Warehouse and All
Other Expens:f:w
Salaries and Wages..................... “45% .40%, I2 3-43% . 2.96%
Tenancy Costs (including depreciation of 345% $40%t 313% 37 3:34%t w7
major improvements)....... e o.441 o.30t ©.32 o.32f 0.46% .24
Depreciation of Fixtures and Equipment. . o.r7t o.zat ©.25 o.1xt o.z0t o.14
Light, Heat, Water, Power, and Refrigeration 0.08 o.oﬁI o.05f 0.07 0.061 0.071
[ransportation Purchased. .............. o221 0.38 o.1rf o.55f o351 o.17
Supplies.................. ... o.24t o.45f 0.22 o.28% 0.36F 0.20
Advertising. . .. ........ ... ..o ©.73 1.08 1.28 0.83 1.07 1.39
Taxes (except on real estate and federal tax
_ onincome)............. Ty 0.23 ©.55 0.38 0.27 0,36 0.27
Miscellaneous Expense (including insnrance
other than on real estate)............ 0.55 0.90 0.56 o.62 o.77 0.44
Total Administrative, General, Warehouse,
and All Other Expense before Interest 6.11% 7.43% 6.29% 6.57% 7.08% 574%
) Totaé al:%xgense:d w
aries an BEES. . vt i sy 13.00 12.60' .16 II. . II.
Tenancy Costs (including depreciation of 3:29% % 12.16% 74% 12.23% 54%
major improvements)....... areaas 4.03 3-19 2.87 z.61 3.10 2.84
Depreciation of Fixtures and Equipment. . .50 o.79 1.14, ©.55 0.82 0.7
Light,Heat, _Water, Power,and Refrigeration 0.88 1.04 ©.00 0.68 1.05 0.82
Transportation Purchased............... o.22f o.38t oaxf o.55t o.35% oxrt
i\:]ppllzs. e 1.07 1.17 .95 .99 1.1X X.11
vertising. . ... .o o. 1.08 .28 -3 . -
Taxes (except :;n real estate and federal tax 7 12 oS3 o7 39
OnINCOmE). . ... viriii i 0.2 o, .38 . .36 R
Miscellaneous Expense (including insurance 3 58 o3 o7 o3 a7
other than on real estate)............ 1.70 1.66 1.62 1.67 1.92 1.61
Total Expense before Interest............ 22.45% 22.46%; 21.41%, 20.68%, 22.36% 20.13%
Rate of Stock-turn (times a year) Based on
Average of Inventories at the Beginning
and End of the Year.................... 2.38 8.43t B.38 7.20 8.30f 8.79
Percentage of Groceries Warehoused .. ... ... .. g .
Percentage of Produce Warehoused. . ... . 9045%1 ;m}m s
Percentage of Meat Warehoused. . ... ... ... 4.00t *
Distribution of Stores by Type?:
Straight Groecery. .. .................... 100.00%, 57.30% 0.00%, 100.00% 65.00%, 0.00%
Meat................ e e 0.00 .19 0.00 ©,00 0.00 0.00
Combination. ................ ... ..... ©.00 43.42 100.00 ©.00 33.22 100.00
Self Service Grocery Units............... 18.01%t 16.12%,t 29.71%t o.c0%t 0.00%t | 100.00%t
Percentage of Sales in Meat Sides or Stores.. .. e 0.06%, 16.93% 23.67%

* Data not available,

gures for this item were not reported by all the firma in the group.

1 Fj
1See explanation of types of average used, page 4p. Since all tl

to the respective totals,
1Total Stores = 100%,.
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Table 10. Store Expense in Dollars Per Unit of Straight Grocery Stores and of Combination Stores,
in Total and by Sides, for 6 Regular Chains Combined: 1934
(Averages' per unit based on aggregate figures)

. Grocery Stores Combinstion Stores All Stores
Tems Grocery Sides Meat Sides Total Combination
L Amount |Percen
Amount | Pescentage Amount | Percentage] Amount {Percentage| Amount |Percentagel g
Aggregate Number of Units........| 4423 | 73.77%| 1.573 1,573 1,573 | 26.23%)| 5,906 {100.00%
Aggregate Net Sales (in thousands). | $143,808 $r01,743 $60,158 $161,001 $305,700
Salesper Unit.................... $32,514 | 100.00%5| $64,681 | 100.00%| $38,244 | 100.00%%] $103,925] 100.00%| $50,085 | xo0.00%
Store Expense
Salaries and Wages............. $2,615 | 8.04%| 85,487 | 8.48%| $4.404 | 12.51% $0.801 | 0.61%| $4.523 | 8.87%
Tenancy Costs (including depre-
ciation of major improvements) 744 2.2¢ 1,635 2.51 1,171 | 3.06 2,796 | a2 1,282 2.51
Depreciation of Fixtures and
Equipment.................. 8o 0.5 159 0.25 444 | 116 Go3 .59 218 | 043
Light, Heat, Water, Power, and
Ref’rigerauon ................ 238 | o3 331 0.5 6o | 1.72 001 0.96 436 | o086
Supplies...........ccoiiiiiian 183 | o.56 363 | o.56 423 1.1 786 | o©.96 341 | o.67
Insurance {except on real estate) . . 41 ©.13 74| ouxa 81| oa3 161 0.16 73| oa4
Total Miscellaneous Expense. .. .. 138 | ouz 301 0.60 2o | oz 66x | 0.64 275 | o4
Total Store Expense.............. $4,030 | 12.42%| $8,430 | 13.03%] $7.450 | 10.50%|$15,880 :5.44%1 $7,148 | 14.02%

1 Seo explanation of types of average used, page 49.

grocery sides and the meat sides of combination stores.
The Bureau’s instructions to the reporting firms did not
lay down hard and fast rules for this apportionment,
but indicated that each firm should follow its own
practice. It was implied, however, that wherever possi-
ble expense should be charged directly to the respective
sides; that tenancy, light, heat, water, power, and re-
frigeration might be charged on a square-foot basis; and
that other expenses might be allocated on the basis of
sales,

Three facts stand out clearly in Table 2:

1. Store expense for the retailing of grocery division
merchandise through straight grocery stores was
almost exactly the same, between 13.0% and 13.5%, in
straight grocery chains (which had no combination
stores) and in the straight grocery stores of regular
chains. For both types of outlet, store salaries and
wages amounted to about 8% of sales; store tenancy
costs to about 2.5% of sales; depreciation, light, heat,
water, power, and refrigeration chargeable to store
operations to about 1%, of sales; and all other store
expense to about 1.5%, of sales.

2. Store expense for the retailing of grocery division
merchandise was lower in the grocery sides of combina-
tion stores than in straight grocery stores by about 1%,
of sales. Differences in cost appeared in practically all
the component items of store expense. Apparently
they were associated to some degree with differences
in average sales per unit (1.e., per store or side), for as
Table 2 indicates, the grocery sides of combination
stores had average sales per unit about 67% larger than
the straight grocery stores of the same chains, and
about 54% larger than the straight grocery chains, The
advantage of combination stores over straight grocery
stores as regards percentage expenses was confirmed by
store expense data for 4 of the 13 combination chains.

3. Store expense for the retailing of meat division
merchandise was higher by 9% or 10% of sales than
store expense for the retailing of grocery division
merchandise.

Both Table 2 and Table 10 reflect the relatively high
costs, in meat division business, for depreciation, re-
frigeration and related items, supplies, and insurance,
as well as for pay roll and tenancy.
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RELATION OF SIZE OF CHAIN, SIZE OF CITY, AND SALES PER STORE TO -
OPERATING RESULTS

In order to provide bases for appraising the effects of
size of chain upon operating results, and to yield
standards of performance for chains of different sizes,
the three groups of chains covered in Tables 5, 6, and 8
were divided into sub-groups based upon total sales per
chain or upon number of stores operated. The figures
for these sub-groups appear in Tables 11, 12, 13, and 14.
The small number of meat chains for which figures were
- available made it impossible to subdivide their reports
by size of chain,

Straight Grocery Chains

Examination of Table 11 indicates that the straight
grocery chains covered in the three classifications,
respectively, differed not only jn dollar sales per chain,
but also in average number of stores operated and in the
size of city covered. Since all the firms were straight
grocery chains, none of them had any combination
stores or meat division sales.

From the table it is manifest that gross margin and
total expense, measured in percentages of net sales,
varied from group to group directly with size; but that
the largest chains did not have an advantage in margin
sufficiently great to offset their disadvantage in expense,
for they typically had the least satisfactory earnings.

According to the table, the tendency for the expense
rate to be higher among the larger chains extended to
salaries and wages, the tenancy items, supplies, insur-
ance, communication, and total miscellaneous expense;
while in transportation purchased, advertising, and
taxes, the smaller chains were at a disadvantage.
Apparently among the smaller straight grocery chains
it was not customary to operate warehouses; or where
warehouses were operated, the transportation of goods
from the warchouse to the store commonly was done
by outside truckmen. On the other hand, the larger
chains, which on the average operated about 100 stores,
handled at least a substantial amount of trucking in
their own vehicles, Table 12, and other tables which
follow, suggest that this difference of practice did not
obtain among combination chains and regular chains.

The amount of advertising done by the straight
grocery chains did not vary in proportion to the amount
of business done, for the larger chains typically had
Jower percentage expenditures for this item. Finally,

rates of stock-turn tended to be higher for the larger
straight grocery chains, and to vary with size of chain.

Owing to a rather clear tendency for straight grocery
chains to differ more in number of stores than in average
sales per store, the chains with large sales volume, as a
rule, also had the largest number of stores. Hence, the
classification of straight grocery chains based on number
of stores resulted in a grouping of chains, and disclosed
operating results essentially similar to those shown in
Table 11. It should be noted, also, that among straight
grocery chains, the stores of the smaller chains and the
chains of moderate size, chains with total sales of less
than $2,000,000, were concentrated in cities of less than
10,000 population; while the stores of chains with sales
of $2,000,000 or more tended to be concentrated in cities
of 100,000 or more population. Thus, as will be observed
later, the classification of straight grocery chains by size
was to a substantial degree a classification by size of
city covered. For this reason, one cannot be sure that
the differences seen in Table 1x reflect chiefly the
influence of size. They may reflect, also, the influence
of size of city covered, and this latter factor may have
been the dominant one as regards some aspects of
performance.

Combination Chains

Table 12 presents a classification of combination
chains by both dollar sales per chain and number of
stores.

Average sales per store were more than $x00,000 for
the smaller chains and roughly $65,000 for the larger
chains, In fact, the four smaller combination chains
had larger average sales per store than the chains in any
other group covered by this bulletin and about the same
as the average sales per combination store for the six
regular chains covered by Table ro. The average figure
for these six chains, however, was controlled by the data
for two large regular chains which had large sales per
combination store. The other four chains represented
had substantially smaller sales per combination store.

More than 60%, of the small chain units were located
in cities of 100,000 to 500,000 population, and none of
them were in cities of less than 10,000; while the larger
chains had 169, of their stores in cities of less than
10,000, and only about 409 in cities of 100,000 or more.
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Table 11. Operating Results for 13 Straight Grocery Chains
Classified According to Volume of Sales: 1934
(Net Sales = 100%)

Average Figuregt Median Figurest
Computed £
the Combints Dotas Fieures of the e Firares of Boch Chatn
Cheins in Enack Volume Group T Individually
Tte:
. Net Sales Volume . Net Sales Volums
Leas than $1,000,c00~ $2,000,000 Less than $1,000,000~ $3,000,000
$1,000,000 2,000,000 or more $1,000,000 2,000,000 or more
Numberof Chains.......................... 4 [ 4
Aggregate Number of Stores................. 70 a5 444 - ceen
Aggregate Net Sales (in thousands)........... $2,354 $6,302 $16,312 |, .... e .
Average Salesper Store. .................... $33,632 $30,230 $36,740 $40,513 $30,123 $36,803
Index of Change (1934/1033): _
Number of Stores per Chain............. 100.00} 100.00% 95.10
Net Sales per Chain. . .................. 106.021 110.91 104.61
Average Sales per Store. ................ 106.02t 114.78% 112.23
Net Cost of Merchandise Sold. .............. 81.16%, 80.28%, 77.30% 82.41% 79.84% 77.66%
GRrOSS MARGIN. ..o v oot 18.84 10.72 22.61 17.59 20.16 22.34
Salaries and Wages................ccouunuen, 9.21% 10.86% 13.30% 0.54% 10.84% 13.38%
Tenancy Costs (including depreciation of major
improvements). ... ..., .....00vi0ae-n- 2.37 2.14 4.68 2.36 2.34 4.58
Depreciation of Fixtures and Equipment...... 0.56 0.62 0.52 .47 0.51 0.53
Light, Heat, Water, Power, and Refrigeration. . o.41 ©.62 0.99 0.48 0.63 .95
Transportation Purchased................... 1.28 o.ort o.x4t 0.63 . *
Supplies.. . ... e e e 0.83 0.85 11§ o.86 0.86 1.19
Advertising. . ..ol 1.29 116 o.6a I.IX 0.95 ©.54
Insurance (except on realestate)............. 0.22 0.25 ©.33 0.23 0.24 0.47
Taxes (except on real estate and federal tax on
E1 T T 0.67 0.56 .19 .41 .37 0.19
Miscellaneous E :
Communi¢ation », ...........covvunnn. o.22t ©.23 0.a8 o.x6t 019 0.21
Unclossged, el e [ esr b omes [)oess |} zes [} oes
Total Miscellaneous Expense (subtotal) ... .. .. (c.95) (x.10) {r.31) (0.73) (x.ax) (x.21)
Total Expense before Interest................ 17.81% 18.17% 23.30% 17.57% 17.489 33.74%
Total Interest (including interest on net worth) .73 ¢ 1.01 ’ o.82 .70 ‘ 1.08 ’ o.84
TotaL ExpENSE including Interest........... 18.54% 19.18% 24.12% 18.27% 18.56% 24.50%
Ner PromiT ok Loss.......... erreraeieaens 0.30% 0.54 L. r.51% 0.76% 0.57% L. 0.83%
Net Other Income (including interest on net ¢ 54% 1% 7% ° ?
worth)...... ..o i L.o3r 1.4% 1.29 0.55 1.06 0.74
INET GaIN; Percentage of Net Sales... . ... L. 0.01% 2.01% L. 0.22%, 0.00% 1.32% 1.03%
Percentage of Net Worth 7 Ul Ol abot 747t 7291
Rate of Stock-turn (times a year) Based on
Average of Inventories at the Beginning and
Endof the Year........................ 6.67 6.97 7.83 742 6.50 8.3
Self Service Grocery Units?.................. o.00%t 20.00%1 24.10%} o.00%t a.00%t o.00%t
Distribution of Stores? among Cities with Popu-
latjons of::
Less than 10,000........ e 77.50% 53_31% 3.25% . * »
10,000-25,000. . ... ceuiaairian s, 8.75 a1.34 742 * * .
25,000m100,000. ., ., \\uu it 6.25 16.15 6.6 . . *
300,000~500,000, « . ..\ttt 7.50 10.00 28.07 * . *
§00,0001,000,000. . ... ..cunnrnn.. 0.00 ©.00 7.66 bt . .
1,000,000 OF IOT. . .. ........cou.... 0.00 0.00 46.64 . . .

*® Data not available. t

for this item were not reported by all the firms in the
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Three of the four smaller chains conducted all their
grocery business on a self service basis while a sub-
stantially smaller percentage of the larger chains
(4 out of 7) followed this practice.

The smaller chains represented in Table 12 had the
lower rates of gross margin (17% as contrasted with
23%,), the lower rates of total expense, and the lower
percentage expenditures for all important classifications
of expense other than supplies and advertising. The
median figures show that they had an advantage in
supplies expense, Salaries and wages were lower by
more than 3.4% of sales. The typical percentage of
total expense to sales for the group of smaller combina-
tion chains was lower, in fact, than that for any other
group of chains represented in this bulletin; and total
expense before interest for these chains was about the
same as total siore expense for the combination stores
of similar size operated by the six regular chains covered
in Table 10.

The disadvantage in percentage margin of the four
smaller combination chains was somewhat greater than
their advantage in percentage expense, so that they
typically had lower percentages of net profit than the
larger chains; but their sales per store were sufficiently
larger to give them much larger dollar profits per store.

All these facts, coupled with the higher rates of stock-
turn (almost double), the lower interest expense, and
the higher advertising expense, of the four smaller
chains of Table 12, suggest that they were more
aggressively merchandised, may have done less ware-
housing, and may bave stressed appeals to price some-
what more than the larger chains did. Apparently it
is not to be inferred, however, that a sales volume of
$100,000 per combination store in itself makes possible
a total expense rate for store and central office functions
combined of around 16%. But apparently these four
chains achieved a considerable degree of operating
efficiency by selecting cities of such size that aggressive
promotion and low margins would bring sales of about
$100,000 per store, by managing their businesses so as
to secure a high rate of stock-turn, by selecting sites
which could be secured at a low rental, and by operating
their grocery divisions on the self service plan.

With reference to the influence of size, one may con-
clude from the evidence of Tables rx and 12 that, among
the straight grocery and combination chains, which were
small relative to many regular chains, size of chain had
some relation to percentages of operating expense and
gross margin, large size tending to bring about relatively
high rates of both expense and margin; that the effect
of size on expense was pervasive and not restricted to a
few items; and that size had no clear relation to rates of
either profit or stock-turn.
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Regular Chains

The figures for regular chains in Table 13, bothi
aggregates and medians, show that margin rates mani-:
festly were higher for the largerachains, as was true in
the cases of straight grocery chains and combination
chains. With respect to percentages of total expense,
also, a tendency toward higher figures for the larger
firms appeared, especiaily in the medians; but the
differences were irregular and the average percentages
for the largest chains, those with sales of $100,000,000
or more (typically about 3,000 stores), showed some
tendency to be lower than the percentages for the grouﬁ;
of second largest chains, those with sales of $20,000,000
to $50,000,000 (typically 6oo stores). The average
percentages for the four groups of chains with sales of
$2,000,000 or more (on the basis of the averages, 100 to
3,000 stores) differed by less than 1.5% of sales. F ma.lly
the average percentages of total expense for the smallest;
chains covered in the table, those with sales of less than.
$2,000,000, were lower than the percentages for any
group of larger chains; and the differences between the
average figures for these chains and those for the chains :
with sales of $2,000,000 or more amounted to 1.3% of * “..
sales or more.

Looking at the individual items of expense, it is seen -
that the largest chains on the average had the hlghest
rates of pay roll expense. Their handicap in this respect,
according to the medians, amounted to 0.6% of sales
as compared with the group having the second highest
percentage, but the aggregates showed a corresponding
difference of only 0.09%, too small to be significant.
The differences in tenancy costs were more pronounced
than those in pay roll expense; but the chains with sales
of $20,000,000 to $50,000,000 reported the highest
percentages, on the average. The smallest chains had
noteworthy advantages in percentage expenditures for
supplies, taxes, and interest; and for them the ratio of
net sales to net worth (not shown in the table) typically
was higher than for any group of larger chains covered
in Table 13. The figures for most of the other items of
expense display little disposition to vary with sales per
chain, but advertising expense was highest, and taxes
high, for the largest chains, These facts should be
interpreted, of course, in the light of the differences
among the several groups of chains with respect to the
percentages of combination stores, meat business, and
self service units shown in the table.

Earnings were at their highest rates, on the average,
among the chains with sales of $100,000,000 or more,
apparently because of the advantage which those chains
typically enjoyed as regards gross margin and the slight
advantage which some of them enjoyed in expense.

A table similar- to Table 13, but covering a smaller



Table 12. Operating Results of 11§ Combination Food Chains Classified According to
Volume of Sales and Number of Stores: 1934
(Net Sales = 100%)

Average Figures' Median Figures!
ted from P Computed from
the Combined Dotas Frares of the the Figures of Each Chain
Chains in Each Group Taken Individually
Items
Volume and Number of Stores Valumne and Number of Stores
NetS.l.‘luoiLeu Net Sales of Net Sales of Leas Net Sales of
than $1.000,000 | 1,000,000 or more | than $1,000000 |$1,000,000 or more
Leas than 10 fitoru 20~50 Stores  |Less than 10 swun 2050 Stores
Numberof Chains...............cccoiviviiiiiiiii i, 4 7 .
Aggregate Numberof Stores. . ... ................ ... i iinann . 18 222
Aggregate Net Sales (in thousands) $2,000 $13,807 . vaen
Average Salesper Store. . ......... ..o $111,005 $62,500 $101,302 $66,485
Index of Change (1934/1933):
Number of Storesper Chaili. . . .........coiiie i s, eees . 100.00 160,00
Net Salesper Chain................. ... ... oo s v 125.79 114.08f
Average SalesperStore.... ... ... ceas . 126.21 113.09f
Net Cost of Merchandise Sold. .. ... ...........cooiiniiann. 82.60% 76.79% 83.33% 76.46%
GROSS MARGIN. ... ooiiiiiiint et e 17.31 23.a1 16.68 23-54
Salaries and Wages. ... ... ... o L iiiiiiiii s 8.03% 12.05% 8.229, 11.61%
Temmcy Costs (including depreciation of major improvements} . . . 1.33 2.66 1.83 2.06
qirecmtmn of Fixtures and Equipment....................... ©.74 LIG o.81 o.96
t, Heat, Water, Power, and Refrigeration.... .. .. .. ©.68 0.88 0.63 o.84
Tra.nsportation Purchased .« .......ooveeeennnn e . o.03t o.zat o.0ot o3t
Supplies.............oooo i 1.10 1.02 1.14 I.3x
AdVertising. . ... ooiii i . o 1.84 L.I3 1.73 L.03
Insurance (exceptonrealestate). . ................... . 0.24 ©.33 ©.24 0.36
Taxes (except on real estate and federal tax on income}.. . 0.22 0.37 0.21 0.29
Miscellaneous Expense:
%omvﬁﬁnnicaﬁon ......................................... 0.17 \ ©.20 015 0,20
ravelling. . ... L
Unclasszﬁged ......................................... } ©.99 24 } 103 } I.51
Total Miscellaneous Expense (subtotal) . . e (x.16) (1.44) (1.20) (x.91)
Total Expense before Interest.................... ... .. I 15.87% ar.10% 16.67% 20.14%
" Total Interest (including intereston net worth) ... . ..... . .. .. 050 0 .95 ’ 045 ° 0.95 ¢
Torar ExreNsE including Interest . . .......................... 16.37% 22.05% 17.12% 21.75%
NETPROFITORLOSS. ... ..ot iiiiiineniei e e 0.04% 1.16% 0.38 o.
Net Other Income (including interest on net worth) . ... ... .. .. 0.55 ? 1.00 ? o_go% o_g;%
NET GamN: Percentage of Net Sales................... ... .. 1.40% 2.25% 047% .74%
Percentageof Net Worth .. ............... ... .. ... 18.07 72.88 7-13 1041
Rate of Stock-turn {times a year) Based on Average of Inventories .
at the Beginning and End of the Year. .. .................. 15.65 8.33 15.17 8.63
Self Service Grocery Unitst................ ... . ..., ) 66.67% 44.14%t 100.00% 100.00%}
Percentage of Sales in Meat Storesor Sides. . ....... ... ... . . - cees . 23.851%t
Distribution of Stores® among Cities with Populations of:
Less than 10,000, . ... ot iiie it iiia e o.00% 16.18% 0.00%, a1%
10,000-25,000. ... ....... e e e e 18.75 12.75 0.00 7.85
25,000-100,000. . .. .. . e 18.75 31.37 .00 18.93
100,000-500,000., . . ... .. .. . U 62.50 39.70 57.14 30.00
§O0,000~L,000,000. .« ... ... . ...l 0.00 0.00 0.00 .00
1,000,000 OF TNOPE. . . ......... e e .00 ©.00 0.00 ©.00
*Da vailsbie, for this #
} o combination chaios could mot e el bod tering m;“u‘?é At
See explanation of types of average weod, poge 4p.  Since all dians were set independently, the figures for the several ittxs cannot be expectsd to tie
the mpacuve totals.

- 150%-
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number of chains for 1933, corroborated the testimony
of Table 13 on a number of points. It displayed the

tendencies (a) for gross margin rates to be higher for -

the larger chains, increasing with the size of chain;
(b) for the chains with sales of more than $100,000,000
to have an advantage in total expense rates over chains
with sales of $20,000,000 to $50,000,000; (c) for average
expense rates to vary by less than 7.0% of sales among
chains with sales of $2,000,000 or more; (d) for the
smallest chains to have the lowest total expense per-
centages; (e) for the typical percentages of tenancy cost
for the several groups of chains to show larger differences
than the typical percentages of salaries and wages, and
to be highest for chains with sales of $20,000,000 to
$50,000,000; and (f) for earnings to be highest for the
Iargest chains.

Table 14 presents typical figures for another grouping
of regular chains according to size, that based on
number of stores operated. Here there were some
differences among the several groups with reference to
average sales per store, the larger chains tending to
have the larger sales per store?, but nevertheless a large
number of stores manifestly was accompanied as a rule
by large total volume, a tendency apparent in earlier
tables. Differences among the several groups in per-
centage of combination stores were great enmough to
suggest important effects on operating results. The
chains with 100 to 500 stores had only 31%, combination
stores, while both Jarger and smaller chains had well over
40% combination stores. Finally, the middle-size
chains apparently located their units in smaller cities
than those covered b y the small and large chains.

As for the operating results themselves, margin rates
varied directly with size of chain. The median per-
centages of total expense in Table 14 were largest for
the largest chains and smallest for-the smallest chains,
but the percentages computed on the aggregate basis
did not show the same tendencies. Apparently the
larger chains among the 8 with less than 100 stores each,
tended to have relatively high expenses. The individval
items of expense, 2s reflected in both averages and
medians, do not exhibit a tendency for costs to be
higher for the larger chains except in the case of pay
roll, and even there the lowest percentages were re-
ported by the middle-size chains. Perhaps the influence
of size of city occupied was sufficiently great to counter-
act any influences of meat business and size, and to give
these middle-size chains the lowest percentages of
expense for pay roll, tenancy, light, heat, and power,
and taxes (other than Federal income taxes and taxes
on real estate). It may be noteworthy, also, that ad-

1 See the aggregates, and also the differenice between the aggregat d the
median figures for chalas with 500 stores or more. c an
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vertising expense as a percentage of sales was smallest
for the smallest chains, though not always largest for
the largest chains. All the chains with mote than 500
stores did not have high advertising expense, but
clearly the larger ones did, for the aggregate-basis
percentage was higher than the median percentage for
this group. Finally, some significance may attach to
the fact that average rates of stock-turn were largest
for the largest chains and varied directly with size, ,

In the course of the Bureau's analysis, a table similar
to Table 14 was prepared on the basis of 1933 results.
This table pointed to conclusions essentizally similar to
those just reached in discussing Table 14, with the
exception, perhaps important, that total expense as a
percentage of sales was smaller for the largest chains
than for the middle-size chains. This fact takes on
some added significance when it is noted that the median
percentage of meat division sales to total sales for the
largest chains was higher by 6% of sales than the
corresponding figures for either small or middle-size -
chains. Itsuggests that substantial size frequently may
bring a certain advantage in total expense,

Finally, comparisons were made of store expense, and
expense for all other functions combined, for regular
chains of different sizes, Some of these data are given
in Table 15 and others are not reproduced.

Comparison of these detailed expense statistics for
the several groups indicated:

1. That store salaries and wages, and total store
expense, tended clearly to be higher for the larger chains
(this was true for both grocery sides and meat sides);

2. That no other items of either store or overhead
expense showed a definite relationship to size of chain;
but that

3. The smallest chains (less than 100 stores) had the
lowest advertising expense by a substantial margin;

4. The largest chains had the highest percentage
expenses for store temancy and for taxes (excluding
Federal income taxes and taxes on real estate);

5. The largest chains had the lowest expenses for
store supplies; and

6. The medium-size chains {(zo0—500 stores) had the
lowest percentage expenses for overhead salaries and
wages, and the highest percentage expenses for overhead
miscellaneous, and for total overhead.

According to this evidence, the higher percentage
expenses of large chains for pay roll presumably were
due to high store pay roll costs. This immediately
suggests that large size may bring difficulties of super-
vision and control which have not yet been overcome.
The relatively high tenancy costs of the largest chains
perhaps resulted in part from the fact that the stores of
those chains were concentrated in large cities.



Table 13. Operating Results of 34 Regular Food Chains
Classified According to Volume of Sales: 1934
{Net Sales = x00%,)

.

Averuge Figures! Median Figures*
P fi P. f
Combines Dotk Fisares of the Citains Ef‘i-"i‘ifu"r; FriR oy
in Each Volume Group Taken Individually
Ttems Net Sales Volume (oo omitted) Net Sales Volume (ooo omitted)
Lesa than | $2,000— | $7.000- | $20,000~ | $100,000 | Less than | $2,000- | $7.000~ | $20,000~ | $100,000
$1,000 7,000 20,000 50,000 or more $2,000 7,000 20,000 50,000 or more
Number of Chains................ 6 12 7 5 4 g
Aggregate Number of Stores. ... ... 14 1,200 | 2,207 3,164 | 12,020
Aggregate Net Sales (in thousands) | $6,301 | $50,714 | $86,763 | $143,385| $624,207) .... o . ceen R
Average Sales per Store. .......... $20,443 | $30,041 | $37,773 | $45,318 | $48,287 | $30,056 | $42,120 | $30,426 | $41,614 | $45,707
Index of Change (r934/1933):
Number of Stores per Chain. . . . . odad | 9057 | 97.77. | 9796 | 97.62
Net Sales per Chain............ 108.20f | r03.05% |208.62F |102.08 |106.99
Average Sales per Store......... . vees - . . 1160t |106.26%1 |rx3.21f |103.01 |109.69
Net Cost of Merchandise Sold. . ... | 78.10%| 77.41%] 76.47%] 76.05%| 75.73%| 78.24%6| 77.86%| 76.10%| 75.83%| 75-40%
Gross MazaIN, ... ............... 21.81 22.50 23.53 23.95 24.27 21.76 az.14 23.81 24.1% 24.60
Salaries and Wages. .............. 12.19%| 12.06%| x192%| 12.6a%| 12.7:1%| 12.va%| rz.10%| x1.55%| r2.10%| r2.83%
Tenancy Costs (including deprecia-
tion of major improvements).....| 3.04 3.66 2.78 3.90 3.01 2.85 3.01 2.54 3.84 303
Depreciation of Fixtures and Equip. | o0.731 o096 | o83 0.92 ©.74 o.63F | o©.84 .82 .02 o.0o
Light, Heat, Water, Power, and
Refrigeration. . ................ 0.96 1.14 o.9§ 0.96 1.07 1.03 I.1I o.8o 1.08 1.0§
Transportation Purchaged......... o4t | o068t | o2 0.26% | o.34% [ o8} |° 1.06t 1 o.32 oa24t | o361
Supplies,..........oovivinninn .90 1.I3 1.20 ' 1.04 1.18 0.88 1.11 1.17 1.03 I.IY
A:Rrertising ...................... .90 1.06 0.04 1.03 LII 1,00 o.92 0.88 o.08 1.05
Insurance (except on real estate). .. | ©.35 0.27 ©.20 0.25 .29 ©.34 .26 o.ay 0.25 0.28
Taxes (except on real estate and
federal tax on income}.......... o.a§ 0.63 0.53 0.41 o.58 .18 o.66 0.36 .38 0.45
Communication.................. ©.20 o.221 ©.21 0.16 o.18t .19 o221 0.21 o.I5 o7}
Unclassified (including Travelling).. | 1.21 1.25 1.03 1.20 1.00 1.44 1.29 1.37 I.50 113
Total Expense before Interest...... 20.06%| 23.06%| 22.28%| 22.84%| 22.30%| 20-34%| 21.87% 22.58%| 23.x6%| 22.25%
Total Interest (including interest on
networth).............couvvunn 0.77 0.0 0.00 1.0§ 1.02 0.85 0.90 .88 0.97 1.04
ToraL ExeeNSE including Interest. . | 21.73%] 23.06%| 23.18%)| 23.80%| 23.32%| 21.30%| 22.91%| 23.57%)| 24.32%| 23.40%
NEt Prorrr ok Loss.............. 0.08%IL. 1.5:%| o©.35%] 006%| o0.95%|L. 0.10%|L. 0.43%| ©.45%| o©.14%| 1.00%
Net Profit or Loss from Real Estate
Operations.......... e, L.org4t | oazt| oxg .35 0.281 d o.19t | wog 0.34 o.3of
Interest on Net Worth (except real .
estate, leaseholds, and goodwill}.. | o.72 e.8g o.86 1.08 I.13 0.52 0.96 0.84 1.07 1.%2
Other Revenue, Net.............. 0.33 0111 | owoaf| o.0b 0.43 o7 a.oqt . ©.02 0.20
Total Net Other Income.,......... 0.01%| 1.32%| 1.03%| 1.40%| 1.84%| 087%| 1.05%| r1.04%| 1.72%f .71%
NET Gam: Percentage of Net Sales. | 0.99%(L. 0.25%| 1.38%| 1.55%| 2.79%| o.20%| 1.06%| 1.42%| x.18%| 2.88%
Percentage of Net Worth | 7.25% (L. 1.30 8.15 576 | 1r.81 273} | s.05 8.74 6.42 | r0.92
Rate of Stock-turn (times a year)
Based on Average of Inventories at
the Beginning and End of the Year | 7.1t | 708t | 8.36 0.86t | 821t | 8.66%| .34t | 8a3 ¢.80t | 8.4t
Distribution of Stores by Type?:
Grocery................. ..., v7.87%| §7-80%] 70-23%| 70.64%| 52.23%| 77-75%| 52.00%| 71.10%| 66.78%| 50.56%
Combination................... 23.43 421§ [ 29.78 29.36 4777 22.25 47.91 28.81 33-22 49.44
Self Service Grocery Units....... 2.80%F| 20.17% ¥ 0.48% | 6.86% [a0.20% | 000%1]| 000t 000% | 000% | 4.03%
Percentage of Sales in Meat Sides or
Stores...........co.iiiiin s, . 17.73%7t| 11.31%1| 14.21% |18.37%1
Distribution of Stores? among Cities
with Populations of:

10,800, ... .0\ .. 35.02%| 27.53%)| 44.99%]| 38.86%| 20.36%| 19.21%| 13-70%| 37.56% 10.86% .
10,000-25,000. ... ..., ... ..... 6.31 0.69 15.30 6.42 8.03 .00 6.12 13.22 1.99 -
25,000~100,000. . ............. 0.49 18.54 20.52 5.8g 15.1§ 0.00 18.58 23.53 4.36 .
100,000-500,000. . . .. ......... §7.28 25.84 19.19 1.67 26.60 66.80 ©.00 16.23 0,23 .
500,000—1,000,000. . .. ........ o.00 941 ©.00 0.00 G.10 0-00 0.00 0.00 0.00 *
1,000,000 0r MOXE. ., ......... ©.00 8.09 ooo | 6716 | 11.16 0.00 0.00 o000 | 84.53 *

* Data not available. + Figures for thiy item were not reported It:;:ll the firms in the group.

PS;:?““ of inadequate balance sheet data in the gese of one chain,

#Includes 2 85% meat markets.

figure for net gain as & percentage of net wo

18 based on the reports of five chains.

explanation of types of average used, page 49. Since all the medians were set independently, the figures for the severa) items cannot be expected to

tie to the respective totals.
¥ Total Stores = 100

'[mﬁm_dslm&ﬁnofdwmnpoﬂed by all 6 of the chaina in the first group, 7 of the firms in the s2cond
roup having 1,435 stores, 4 chaina in the fourth group having 2,460 stores, and a chains i
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having 712 stores, 5 chains in the

in the fifth group having in total more

5900 stores.



Table 14. Operating Results of 31§ Regular Food Chains Classified
According to Number of Stores Operated: 1934
- (Net Sales = 100%)

T Average! Figures - Mediag! Fi;u_m
Percentages Computed from Percentages Computed from
the Combined Dollar Figures of thew the Figutes of Each Chain
Ttems Chains in Each Number-of-Stores Group Taken Individually
Number of Stores Number of Stores
40-100 | 100—-500 500 or more 40-100 xo0—500 | 500 O mote
Number ofbghaibns. St 585 s ;.32 5§186 e
Aggregate Number of Stores........... R 3 ’ 15,
Aggregate Net Sales (in thousands). . ......... $21,468 $r42.011 $746,578 e e cees
Avernge Salesper Store. .................... $40,126 $40,207 $47,204 $43,493 $30,603 $41,467
Index of Change (1934/1033):
Number of Stores per Chain............. 9798 98.43 97-58
Net SalesperChain.................... m-va 104.54 103.77
Average Salesper Store............... .. PN S e 110.79 1I1.07 107-53
Net Cost of Merchandise Sold............... 78.00% 76.64% 75.76% 77-88% 76.61% 75-63%
Gross MarGiN, ... .. e 22.00 23.36 24.24 2a.12 2339 24.37
Salaries and Wages. ........................ 12.26% 11.96% 12.71% 12.36% 11.70% 12.83%
Tenancy Costs (including depreciation of major
improvements)................. 00000 4.00 2.92 3.1 3.28 2.67 3.25
Depreciation of Fixtures and Equipment. .. ... 1.03 ©.86 .75 o.80 0.83 0.64
Light, Heat, Water, Power, and Refrigeration. . 1.13 ©.96 1.00 1.06 .04 1.07
Transportation Purchased. .................. 0.38} o.56% o.34 0.48% o.521 o.33f
Supplies...............oo i 1.18 I.az L.I§ 1.16 1.10 1.01
Advertising. . ................... .. ........ o.78 x.01 I.10 ©.73 1.07 1.0§
Insurance (except on real estate)............. e.30 o.a27 0.28 0.32 0.25 0.28
Taxes (except on real estate and federal tax on
inCome). ... e o.72 a.sot .56 0.42 o.30t 0.43
Miscellaneous Expense:
Communication........................ ©.20 Q.21 0.181 0.21 0,20 c.17f
Unclassified (including Travelting)........ 1.31 1.62 13X 1.32 1.35 1.16
Total Miscellaneous Expense (subtotal). ... .. (1.51) (1.83) (1.20) (1.52) (1.46) (1.37)
Total Expense before Interest................ 23.29% z2.00% 22.45% 21.87% 22.01% 73.73%
Total Interest (including interest on net worth) 0.04 ©.00 1.03 1.00 0.97 1.00
TotaL Exeense including Interest........... 24.23% 32.99% 23.48% 22.52% 22.38% 23.81%
NET PROFIT OR LOSS. ... . ... ...covunnnns. L. 2.23% 0.37% 076% | L.o27% 0.45% e.10%
Net Profit or Loss from Real Estate Operations 0.07%t o.19%t 0.28%, 0.00%+t o.20%t 0.30%
Interest on Net Worth (except real estate, lease-
holds, and goodwill). .................. . o.9r o.89 I.I2 0.96 0.02 I.12
Other Revenue, Net.............. ... ...... 0.19 .06t 0.37 0.22 .04} 0.00
Total Net Other Income. ... ................ 1.17% 1.14% 1.77% 1.08% 1.05% 1.63%
NET Gamn: Percentage of Net Sales........... L. 1.06% 1.51% 2.53% 1.07% 1.63% 1.04%
Percentage of Net Worth. ........ L. 525 8.10 10.32 5.05 8.74 8.48
Rate of Stock-turn (times a year) Based on
Averageof Inventories at the Beginningand
Endof theYear........................ 6.81f 8.3af 8.461 6.45t 7.66% g.1xt
Distribution of Stores by Type?:
Straight Grocery. ...~ .......... . ..., | 5757% 67.81% 55.64% 62.48%, 67.50% 63.05%
Meat............ ............ ... 0.00 1.0§ 0.00 0.00 0.00 0.0
Combination,,................... ..... 42.43 3r1.14 44.36 37.52 29.325 36.05
Self Service Grocery Units ............ a5.05%1 3-94%1 17.92% o.00%t 0.00%t 0.21%
Percentage of Sales in Meat Sides or Stores. . .. 13.65%1 14.48%t 18.37%1
Distribution of Stores® among Cities with Popu-
lations of: ] )
Lessthan1o000................... 22.80% 37.35% 37.54% 17.79% 37.20% 28.76%
1G,000-25,000. . ... . ... .. ....... 4.66 12.65 8.31 4.58 10.03 8.01
25,000-100,000. .. ... ... ...... 13.21 17.44 13.13 119 20.32 13.95
100,000-500,000,. . .. ..... 432.78 16.73 21.035 33.10 2.78 6.61
500,000-1,000,000. . ... ... ..... 0.00 3.00 7.05 0.00 ©.c0 0.00
1,000,000 O MO, . ... .vnnnnnnans 16.58 12.83 22.92 0.00 0.00 12.74

The three regular chains omitt
Ses explanation of types of average used, bage 40.
to the respective totala,
* Total Stores = 100%.

I Figures for this item were not :lp?rted by all the firms in the group.

rom this classification had fewer
Since all the medians

than 4o storea each,
inng were set independently, the figures for the peveral items cannot be expected to tie

! Location of atores by size of city waa reported by 6 of the chaing in the first group having 386 stores, 1o of the chains in the second group having 2,230 stores,

and s of the chaing in the third group having 9,572 stores.
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Table 15. Store Operating Results {Medians') for Grocery Stores and Sides
Compared with Meat Sides for Regular Food Chains: 1934

{Net Sales = 100%) ¢
All Chains Chainy with Less Chains with Chains with sco
Reporting than oo Stores 100—500 Stores Stores or More
Teems amcery Gi Grocery Grocery
Stores Meat S't?r:g Meat Stores Meat Stores Meat
and Sides and Sides and Sides and Sides
Sides Sides i Sides
Number of Chains......................... ax ar s 5 10 1o 6 6
Aggregate Number of Units,................ 13,249 4,943 298 106 2,430 859 10,531 3,978
Aggregate Net Sales (in thousands).......... $554,560 | $120,757 | $11,105 | $1,502 | $88,505 | $16,285 | $4353,269 | $102,970
Average Sales per Unit {median)............ $32,083 | $21,813 | $37,566 | $14,174 | $36,407 | $18,058 041 | $a5,885
Gross MaRGIN, ........................... 22.31% | 26.85% | 20.70%t 27.86%1| 22.58% | 26.99% 32.69%_1 26.93%t
Store Expense
Salaries and Wages. .............. T 1.06% | 12.06% | 7.46% | 13.5x% | 7.06% | 12.74% { 8.17% | 13.35%
Tenancy Costs (including depreciation of
major improvementsg .............. 2.53t 3.39]: 2,28 3.16 z.3o¥ 3.001 2.8z 3.42
De%reciation of Fixtures and Equipment. .| o©.44 1.57 .44 1.79 0.49 1.54' .39 1.57
Light, Heat, Water, Power, and Refrig- .
eration .76 1.73 ©.86 1.79 0.69 1.65 ©.73 1.84
0.68 1.23 0.73 1.23 o.70 1.31 0.57 0.97
0.16 o.a3t 0.7 ot o.14t o.2zt 0.16 ©.23
Miscellaneous Expense:
Communijcation................... o.axxf ozt o3t o.16t 010 o.z5t o.az2t oxrf
Unclassified,.........on0000iineess ©.50 .79 .75 0.71 .45 o.841 0.56 0.00
Total Miscellaneous Expense (subtotal). .| (o.61) (x.00) (0.98) {0.82) (c.56) (x.16) (0.62} {c.95)
Total Store Expensel...................... 13.20% | 22.53% | 12.74% | a1.50% | 13.20% | 22.33% | 13-81% | 23.52%
Store Profitt. ..., ........... e 7.88% | 4x3% | so5%t| 380%f 905% | 418% | 8.88%f| 3.93%f%

Figures for this item were not reported by all the firms in the group,
T See explanation of types of average used, page 40. Since all
to the respective totals.

medians were set independently, the figures for the several items cannot be expected to tie

! The store profit item represents profit before the allocation to stores of indirect expense.  Thuy, in arriving at this profit figure, o accounting has been
for adverti administrati I, or h

vertising, transportation to stores, taxes, or any other tive, g

Conclusions Regarding the Effects of Size

With reference to the characteristics of small and
large chains, it should be noted, first of all, that food
chains of similar type differ more sharply as regards
number of stores than they do as regards sales per store;
and that, therefore, classification by number of stores
tends to yield much the same groupings as classification
by sales volume, and vice versa. It should be noted,
also, that by and large, for regular chains in 1934 and
in 1933, the larger chains had somewhat larger average
sales per store than the smaller chains; and that there
was some tendency for the larger chains to have higher
percentages of meat division sales to total sales than
smaller chains. For the differences in size set up for
this study, these differences in the percentage of meat
division sales tended to be not greater than 8% of total
sales; but yet they were sufficiently large to reflect, for
the large chains, percentages of meat division sales to
total sales one-third or one-half larger than the corre-
sponding percentages for smaller chains,

In other respects, large and small chains in general
showed no important differences, although the larger
straight grocery chains tended to be located in sizeable
cities and the larger combination chains in cities of
moderate size.

Thus, any differences in operating results found to
run through all or most of the comparisons which have
been described must have been due chiefly to differences
(a) in size, (b) in average sales per store, and (c) in
percentage of meat division business.

Every comparison showed that gross margin rates
were higher for the larger chains and varied directly
with size of chain, Clearly, therefore, a generalization
to this effect may be made with safety, As to total
expense, no conclusion can be drawn; but, as a rule, the
advaatage of the large chainsin gross margin was greater
than any disadvantage in expense, so that large size
tended to be accompanied by relatively large profits in
percentage of sales.

With respect to the individual items of expense, there

29



was 2 tendency for store salaries and wages to be higher
for the larger chains; and there was some evidence that
total salaries and wages also tended to be higher in
percentage of sales for the larger chains. Tenancy costs,
and expense for light, heat, water, power, and refrigera-
tion, displayed a disposition to vary with the size of
chain; but it is thought that tenancy cost percentages,
at least, may follow size of city more closely than size
of chain.

Rates of stock-turn frequently were higher for the
larger chains; but, in spite of this fact, interest on net
worth usually was higher for those chains. In other
words, the larger chains tended to have heavier aggre-
gate investments per dollar of sales than the smaller
chains,

The reasons for these differences and tendencies
cannot be deduced from the data available, but some
inferences which appear to be reasonable may be
mentioned. The higher margin rates of the larger firms
quite possibly result from a combination of several
factors: higher percentages of meat division sales, more
manufacturing and private-brand activity, more and/or
more successful speculative buying, higher rates of
stock-turn (in some instances) which should tend
toward low shrinkages, buying advantages, and the
importance of high margin luxury and semi-luxury
merchandise, Concrete evidence supporting this last
point is not available, but it is thought among chain
executives that the percentage of sales in the fancier
lines, which carry high percentage margins, tends to
increase with the size of store. Also, the large chains
perform more functions than the small chains and hence
have somewhat higher expenses, which justify higher
margins. As regards buying advantages, it may be
pointed out that the large chains are able to buy for less
than the smaller chains partly as a result of superior
bargaining power, and partly because they perform
certain of the manufacturers’ distribution functions.

The higher expenses found in some sizeable chains
may be traced in some degree to the influence of meat
division operations, which involve higher percentage
costs than grocery operations, and to the tendency
frequently encountered for the larger chains to place
relatively heavy emphasis on serving the larger cities.
These forces, however, may not account for all the
expense disadvantages of the larger chains. Partial
responsibility may attach to tendencies (a) for small,
multi-unit organizations to perform fewer than the full
complement of chain functions and to do less manu-
facturing; (b) for chains, as they grow, to add functions
somewhat faster than they can digest them; (c) for
difficulties of control, especially control of personnel,
to be greater in large-scale chain store operation and for

small chains to require less elaborate organizations;

and (d) for large chains to add services and low-turn

luxury merchandise more extensively than small chains.

Size of City

Although not 2all the reporting chains gave informa-
tion on the distribution of their stores by size of city,
among the straight grocery chains and the regular chains
enough firms gave this information to permit use of
it as a basis for the classifications given in Tables 16
and 17. '

As will be noted from these tables, the small city and
larger city chains differed not only with respect to the
size of city in which their stores were located, but also
as regards number of stores, aggregate sales, and sales
per store. Thus, any differences in results disclosed by
these tables may be due to differences in size of chain
and of store as well as to differences in size of community
served.

Table 16 shows that the straight grocery chains with
stores concentrated in cities of 100,000 or more were in
excess of three times as large as those serving smaller
cities chiefly, and had larger sales per store. They had
substantially higher rates of gross margin' and of total
expense than the chains which operated chiefly in the
small cities, the latter in spite of the fact that any
influence of self service operations should have favored
the larger city chains, The regular chains operating
in the Iarger cities, also, clearly tended to bave higher
rates of total expense. On the average, however, (see
the median figures) they did not have higher margin
percentages, although the Jarger chains among them
did enjoy an advantage in this respect.

This tendency for the rate of total expense to be
higher for the chains operating in cities of 100,000 or
more was matched by tendencies for many of the
individual items of expense to be higher. The pay roll
costs shown in Table 16, for example, were approxi-
mately 13.4% of sales for the chains in larger cities as
compared with 10.2%, for the chains in smaller cities.
Table 17 displayed smaller differences in the same
direction. For tenancy costs the differences were much
greater in proportion to the size of the item. Percentage
tenancy costs for the straight grocery chains operating
in larger cities were more than twice as large as corre-
sponding costs for the chains operating in smaller cities;
and all five large city chains had higher tenancy per-
centages than any of the small city chains. Among the
regular chains those with stores concentrated in the
larger cities operated at a disadvantage of over 40%
in tenancy costs. In addition, depreciation charges,

LAI five ) ity chains had hi ins than five of the mix
ity m_'ge.uty niny higher percentage margins ve
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Table 16. Operating Results of 11§ Straight Grocery Chaing Classified According to
the Population of the Cities in Which Their Stores Were Located: 1934
{Net Sales = roo%)

and the cost of light, heat, and related items, were
higher for the larger city chains. Provisions in the
N.R.A. codes may have played a part in producing the
differences in pay roll costs; perhaps the larger city

Awverage Figures! Median Figurest -
Percen from th Py
Percmteses Crapatedfros he e iy of Bk e
Chains in Each P tion Group T:flurtuindmdunllv
Tvema Pexcen' Distribution of Stores Puun mbut\on of Stores
per in by Size of City by Size o
60% or Moreof | 60% or Moreof | 60% or Moreof | 60% or More of
Stores in Cities Stores in Cities Stores in Cities Stores in Citieg.
of Lesg than of 100,000 o 100,000
25,000 or More 25,000 or More
Numberof Chains.......... ... it 6 5
Aggregate Number of Stores. . ... ..oovvneeeennnninenennnnn.s 186 495
Aggregate Net Sales (in thousands), .. ...........ovieiviinanns $5,705 $17,473 v e
Average Salesper Store. ...... ... eiviniiaennn PR en $30,673 $35,390 $34,702 $35,024
Index of Change (1934/ 1933)
Number of Stores per Chain...........coooviiiiiieiiiens 100.00% gb.az
NetSalesperChain..........cooviiiiiiiieiiiiiiiiainens 108.25 104.38
) Average Salesper Store_ . ............ i 1ro0.47t 100.01
Net Cost of Merchandise Sold. .. .......coviiiiiiniinnainiainn $0.22%, 77.52% 80.80%, 77.82%
GROSE MARGIN. . ... ctutiiiiriinin i iainraianriaiirannn 19.78 22.48 19.20 22.18
Salariesand Wages.............coviiiiiliiiiiiiiiiaaes 10.20% 13.30% 10.12%, 13.32%
Tenancy Costs (including depreciation of major improvements). . . 2.I13 4.54 2.23 454
Depreciation of Fixtures and Equipment....................... 0.47 ©.57 0.46 ©.63
Light, Heat, Water, Power, and Refrigeration.................. . ©.52 0.96 ©.53 o.84
Tra.nsportat.l.on Purchased........cociveieriniivvirnrnranes o490t ozt o.37t *
Supplies. . ... ... e e s o83 1.14 0.87 1.E3
Advertising. . ......cvi ittt i i e e e 1.31 0.62 111 0.68
Insurance (except on real 8tate). ... ... viiivariiiiiniianian .19 0.32 0.23 .46
Taxes (except on real estate and federal tax on income).......... 0.43 0.20 0.40 0.23
Miscellaneous Expense;
COmMMUNICAION. ...\t eit et iiansniaraenn . 0.28 . 0.19
Travelling. ...t e . o.10t . o.sxt
Unclassified. .. ..ot it iirieieiaieninennns . .95 b 1.34
Total Miscellaneous Expense (subtotal)........................ 1.22 (z.33) 1.06 (r.43)
Tota] Expense before Interest...........oovviiiiiiiaiiiininnan 17.60% 23.20% 17.35% 23.48%
Total Interest (including interest on net worth). . ............... .95 o.83 .91 o.85
TorAL Expensx including Interest. .. ...ovvvvinniiivnensnannnss 18.64% 24.03% 18.07% 24.31%
NET PROFIT OR LOSS. ... iveiitinieirin i iniansiaeninenanns 1.14% L. r.55% 1.00% L. 1.81%
Net Other Income (including interest on net worth)............. .0.62 1.27 0.84 0.90
NET Gamn: Percentage of Net Sales, .........ooiiviiiiiineninns x.76% L. 0.28%, 1.01% 0.00%
Percentage of Net Worth.............ooviiiiiniains . . . ¥
Rate of Stock-turn (times a year) Based on Average of Inventories
at the Beginning and End of the Year..................... 7.20 776 . 8.64 7.46
Self Service Grocery Units?, ........ccooviiiiiiiiaiiiiiiiinans o.00%t 21.62%1 o.00%7 0.00%t
‘Dau 'mt available. 1 for thia item were not reported by all the firms in the grou
! ne chain dnd ngt :tpnrt the tion of its stores, and one chain, operating in both_lnge md small citles, could not be classified in either nlse of city group..
1 types of average used, page 49. Smunﬂthnnadlmmutmdepmdmw the figures for the several items cannot be expected toe
tie to t.hc r‘:sipsechg\: wt:];% .

chains encountered higher site rentals because of the
size of the cities which they served, and also found'
it necessary, for competitive reasons, to have more
elaborate fixtures and equipment, Similarly, the chains.
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operating in the cities of x00,000 or more tended to have
higher percentage expenditures for insurance; but their
advertising expense was smaller in percentage of sales,
quite possibly because they had larger numbers of stores
and larger sales volumes over which to spread advertis-
ing expenditures.

Apparently the size of the community served had a
definite influence on food chain operating results, at
least as between cities of less than 25,000 and cities of
100,000 Or more. Percentage expenses, as a rule, were
higher in the cities of 100,000 or more, especially for
pay roll, and for tenancy and other plant items. The
data available did not indicate conclusively whether
chains operating chiefly in large cities, say those of
500,000 or more, had higher percentage costs than those
concentrating their stores in cities of from 100,000 to
500,000; but there was slight evidence that this may
have been true as regards temancy costs and total
expense, especially among straight grocery chains. Any
such disadvantage, however, was small.

The food chains serving the larger cities were able to
offset these higher costs to some degree by higher rates
of gross margin; but for the groups studied, the larger
city chains bad much less satisfactory rates of net profit
than the smaller city chains. Four of the six small city
straight grocery chains showed net profits in 1934,
while only two of the five large city chains did; and all
small city regular chains earned profits, while only two
of the seven large city chains did.

These indications that costs are somewhat higher in
large cities than in small cities suggest the existence of
factors, tending toward relatively high' costs in large
cities, important enough to offset such factors as the
following: (a) waste in advertising coverage, (b) high
supervision cost per call and per store for both super-
visors' salaries and transportation, and (c) high cost for
merchandise transportation; all of which might tend to
produce relatively high percentage costs in small cities
and towns.

Average Sales per Store

It was found possible toclassify the reports forstraight
grocery chains, combination chains, and regular chains
according to the size of the average store; and typical
figures were established for seven sub-groups of chains
established on this basis. Intensive study of the
aggregate and median figures for these several groups
yielded only a few conclusions as to the influence of
size of average store upon food chain operating results.
In fact, careful analysis indicated that the available
information could not be classified in a manner which
would disclose the influence of sales per store in an
adequate fashion. Although average sales per store
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could be computed for each chain which reported both
aggregate sales and number of stores operated; and
although the straight grocery chains, regular chains,
and combination chains were grouped on this basis; it
was not possible to eliminate other differences between
the several groups of chains; and these other differences
(in size of chain, in proportion of self service stores to
total stores, in size of city covered, etc.) apparently were
so great as to obscure the influence of differences in
average sales per store. For this reason, the several
tables are not reproduced in this bulletin, and only a
few observations are made as to the probable influence
of this factor, notwithstanding its seeming importance.
The difficulties encountered suggest that to isolate and
measure the influence of sales per store may require the
gathering of operating results for the individual units
of single chains, i order that differences in managerial
policies and effectiveness may be eliminated, and then
the classification of these stores by size of city, type of
neighborhood, experience of manager, prices and lines
of goods carried, and other significant characteristics,
5o that the groups of stores for which actual comparisons
are made may differ only in sales per store. Such
studies as this can be made readily by individual chains
for their own benefit, but it is to be hoped that some
way will be found shortly to make the results of such
research publicly available. Of course, a study of this
nature would be most likely to yield conclusive findings
if it could cover the stores of a number of different

Study of the reports received for the present study
suggested several generalizations as to the character-
istics of chains having large, and small, sales per store.
It was noted, first, that among straight grocery chains
the firms operating large stores tended to have relatively
few stores, and that the chains with small stores were
larger as regards both number of stores and total sales
than the chains with large stores. Among the regular
chains this situation was reversed. The regular chains
with large stores, as a rule, had more stores and larger
total sales than the chains with small stores. Among
the combination chains, however, the large store chains
had fewer units, but larger aggregate sales, than the
small store chains.

Second, among the regular chains the firms with large
average sales per store tended to operate a relatively
large percentage of combination stores; and the typical
percentage of meat division sales to total sales, although
larger for the large store chains than for the small store
chains, did not vary in proportion to the percentage of
combination stores to total stores. Possibly the chains
with large sales per store had been expanding their
operations rapidly by adding combination stores, but



Table 17. Operating Results of 13§ Regular Food Chains Classified According to
the Population of the Cities i (1;:1 Wsillxch The;r) Stores Were Located 1934
et €8 = TOOY)p

Average Figures! Median Figures!
ed [ Py ; ed
oo Do Fipures of the the s of Boch Chamn®
Chaing in E-r.h Po tion Group Ti Individually
Items Percen Distribution of Stores lﬁ:ﬁnmtn'buuon of Stores
per by Size of City by Size of
65% or More of | 65% or More of 63% or More of | 65% or More of
Stores in Cities Stores in Cities Sr.nrm in Cities Stores in Cities
of Less than of 100,000 of Less than fo 100,000
45,000 or More 25,000 or More
Number of Chains.........coiitiiiiiiiieriiiveiiareernnnne 6 7
Aggregate Numberof Stores. . ... ... .. ... ... ...l 1,352 2,256
Aggregate Net Sales (in thousands). . ..............covvvinnnnn $50,572 $105,657 . e
Average Sales per Store. ...........oiiiiiii i e $40,303 $46,834 843,236 $39,779
Index of Change (1934/1933):
Number of Stores. ..........cccviviiiiiii e 08.63 96.86
NetSalesper Chain. . .......oitiieiiiiir e 108.:51: 102.08
Average Salesper Store. .......... ... i i 100.04 1I0.79
Net Cost of Merchandise Sold. .. ....................c.couvuus 26.87% 76.09% 77.06% 72.22%,
GROSS MARGIN. ...t iutiuiatiint s et ciaissarnnrarinrrnianes 23.13 23.93 22.04 22.78
Salaries and Wages. .. ....ov it iiiie i ivnnar i 11.26% 12.48% 11.45% 12.26%
Tenn.ncy Costs (including depreciation of major improvements). . . 2.84 403 2.63 3.71
epreciation of Fixtures and Equipment. ...................... o0 1.07 0.79 .92
ight, Heat, Water, Power, and Refngera.tmn ................... .99 1.04 1.00 1.08
Transpormuon Purchased. . .......cooovinniiiiiiiiainrinnns 110t o.z0t o.05t o.33f
S'u plies.. . ... 1.00 I.11 1.03 0.99
Advertising. ... .. ... .. . e 1.13 1.03 1.13 0.95
Insurance (exceptonreal estate). ................... ... ..... 0.19 0.24 0.22 0.25
Taxes {except on real estate and federal tax on income).......... o.58 0.41 ©.33 .30
Miscellaneous Expense:
CommuniCation. . .....ovtiii it ii i i ©.21 0.16 o.19 €.17
e R Sosootoost | I | B |
Total Miscellaneous Expense (subtotal)........................ (x.43) (1.34) (1.41) {1.30)
Total Expense before Interest......................cooiviiiinn 21.31% 22.95% 20.51% 22.77%
Total Interest (including interest on net worth). ................ 0.84 111 0.93 0.07
TotaL ExPENSE including Interest. .. ...........iivivnniinnns 22.15% 24.06% 21.44% 23.04%
NET PROFIT OB LOSS. . ..o o v ii s ie e et ens 0.98% L. ox3% 0.78% L. 0.26%
Net Profit or Loss from Real Estate Operations................. 0.03%1 0.45%t c.05%t 0.29%,
Interest on Net Worth (except real estate, leaseholds, and goodwill) 0.84 1.15 ©.02 ¢ I-OI ot
Other Revenue, Net. . ........o0iiiiiiiiiiiiiiiiiiiariannny 0.04 o.Ix 0.07 0.20
Total Net Other Income. . . ..o.vivveiieiiiiiaiieeirannns 0.91% 1.71% 1.17% x.67%
NET GADN: Percentageof Net Sales. .. ......................... 1.80% 1.58%, 1.85% 0.70%
Percentage of Net Worth. ..........cooiiiiiiininns 12.59 5.0§ 11.95 a.72
Rate of Stock-turn (times & year) Based on Average of Inventories
at the Beginning and End of the Year..................... 741t 972 6.93t 9.29
Distribution of Stores by Type':
Grocery........ocoininn. Vevens et Ve 76.60% 66.31% 74.06% 66.78%
Combination. ... 29.31 33.69 25.04 33.32
Self Service Grocery Units.. . ........ocoi i, 8.46% 10.50%% ©.00% o.00%}
Percentage of Sales in Meat Sides or Stores. ................... . - 10.54%1t 14.21%%

{or this itesn were not reported by all the firms in the

1 Figures
"I‘en chains did not repart the location of &mlm umopu-aungmbomhmmdsmdl u.wu!

apation of types of average used, page 49
mthemp:cxgve:oluh.o
# Total Stores = roo%.
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had not yet brought these combination stores to
maturity.

Third, there was some tendency for the proportion of
self service stores to total stores te be larger for the
chains with large sales per store than for the chains with
small sales per store. Apparently the self service method
is better adapted to stores of moderate or large size than
to small stores, as might be inferred from the fact thata
certain minimum staff is required for a small store
whether service is given or not; while it may be possible
to get along with a relatively small staff in a large store
if customers can be induced to do some of the work of
serving themselves. The figures did not make it clear,
however, that the large store chains secured any great
advantage in total expense from this self service feature,
although there was some evidence suggesting that they
had secured appreciable economies in pay roll. Finally,
there was some indication that among regular chains
large sales per store, self service, and a high percentage
of combination stores tended to be associated.

Fourth, there was a clear tendency for the units of
regular chains with large sales per store to be located in
larger cities than the units of regular chains with small
sales per store,

As to the relation between sales per store and operat-
ing results, four observations may be made.

First, gross margin percentages did not vary con-
sistently with sales per store. Perhaps total sales per
chain, plus such related factors as the proportion of
sales in meats, are of more importance than average
sales per store in determining the rate of gross margin.

Second, the relation of large sales per store to per-
centage expenses was not at all clear from the tables,
There was, however, some tendency for pay roll expense
to be lower for the large store chains (this, of course,
may have been due in some measure to the influence of
self service); and for their advertising expenses to be
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higher. The higher outlays for advertising suggest
that the large sales per store were secured in part, at
least, by more expensive, and perhaps more vigorous,
promotion.

Third, among regular chains and combination chains
the rates of stock-turn typically were higher for the
firms with large sales per store.

Fourth, the comparison of typical results (medians)
for combination chains with large and small average
sales per store exhibited the most pronounced differ-
ences, and showed, for the large store chains:

a. an advantage of ahout 2.0%, of sales in salaries
and wages;

b. an advantage of about 0.6% of sales in tenancy
costs and another similar advantage in depreciation;

c. some disadvantage in advertising;
d. anadvantage of about 2% of sales in total expense
after interest; and

e. an advantage of about two turns per year in the
rate of stock-turn.

Since these differences were accompanied by a disad-
vantage in gross margin for the large store chains of
around 2% of sales, the rates of net profit for the two
groups typically were approximately the same. The
large store chains in this comparison were somewhat
smaller than the small store chains, and they had sub-
stantially more self service stores, but the stores of the
two groups were located in cities of about the same size.
The average sales per store were $48,000 for the small
store chains and $105,000 for the large store chains.
In view of the large difference in sales per store for the
two groups, and the relatively small differences in size
of chain and size of city covered, it appears that the
differences in operating results reflect pretty largely the
combined influences of sales per store and self service,
which factor predominantly cannot be said.



RECENT TRENDS AMONG FOOD CHAINS

The data to which the Bureau of Business Research
bad access for this study were insufficient to disclose
year-to-year trends individually for all four basic groups
of food chains; that is, regular chains, straight grocery
chaing, combination chains, and meat chains; but there
were such data covering regular chains and all food
chains combined. These included:

a. Information on sales and number of stores for
r2 identical chains for the years, 1928 to 1934, inclusive;

b. Complete profit and loss statements for eight
identical regular chains for the year, 1929, and for the
years, 1931 to 1934, inclusive; and

¢, Median percentages reflecting typical operating
results for food chains for 1929, and for 193t to 1934,
inclusive.

Trends in Sales and Number of Stores: 1928 to 1934

Chart 2 presents graphically relatives showing the
fluctuations in aggregate dollar sales, and aggregate
number of stores operated, for 12 important chains! for
the seven years, 1928 to 1934, inclusive. Chart 3
presents similar relatives reflecting the fluctuations in
the numbers of total stores, straight grocery stores, and
combination stores for 11 of the 12 chains,

The total dollar sales for the 12 chains in 1929 were
more than $1,700,000,000, and the total number of

1Some of the figures for these chains were taken from published materials;
some were taken from the Burenu's own files; And some were in contidence
upecililerdior this cbhart. It seems inadvisable, therefore, to name the chains
represen

Chart 2. Seles, Number of Stores, and Sales per
Store for 12 Food Chains: 1928-1934
(Aggregates: 1929 = 100)
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stores operated on the average in that year exceeded
28,800. Clearly, therefore, the chart represents a very
substantial portion of the chain food trade in the United
States.

In preparing the data for Chart 2, the Bureau simply
found the aggregate sales and aggregate number of
stores for the 12 chains in each year, and took the
respective aggregates for 1929 as 100, It was noted
that one chain increased its number of stores very sub-
stantially in 1929 as contrasted with 1928. This increase
was g0 large as to bave a very pronounced influence on
the relatives; and, since the increase appeared to have
resulted largely from mergers and to have been quite
non-typical, the Bureau excluded that chain's data from
the figures for both 1928 and 1929 in arriving at the
relationship between the figures for those two years as
shown in the chart. Thus, the chart shows the 1928
to 1929 trends for 1x chains, and the 1929 to 1934 trends
for 12 chains.

After rg2g there was some expansion by merger
among the rz chains; hut the effects of this type of
expansion on the aggregate figures were seen to be
negligible when the x2-chain aggregates were compared
with similar figures for 8 chains which were not known
to have expanded at all through mergers. The reason
for the failure of the merger influence among the four
chains to affect the aggregates seemed to be that among

Chart 3. Number of Stores, Straight Grocery
Stores, and Combination Stores for 11 Food
Chains: 1929-1934 (Aggregates: 1929 = 100)
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Table 18. Operating Results of 8 Identical Regular Food Chains: 1929, 1931-1934

Aggregate Figures! Median Figures!
Items Amounts Average! Percentages Computed from the Percen Computed from the Fi of
{Dollar figures given in thousands) Combined Dollar Figures Chain Taken Individua)
929 1931 1032 1933 034 1929 1931 1032 1033 | 1934 1939 193X 1032 | 1933 | 1034
Aggregate Number of Stores....| 35,548 6,327 6,256 6,146 6,011
Aggregate Net Sales. .. ... e $252,306 | $276,003 | $252,458 | $249,461| $250,583] 100.00%| 100.00%| 100.00%| 100.00%| 100.00%{ 100.00%| 100.00%%| 100.00%| 100.00%5| 100.00%
Average Net Sales per Chain... | 31,538 34,512 31,557 | 31,185 | 32,448
Average Sales per Store. ....... $a135 $14 $40 $41 $43 $45 £43 $40 $10 $41
Index of Change (current year/
preceding year): .
Number of Stores per Chain| . * . 98.88 | 08.24 | gy.80 * * 07.07 | 05.53 | 98.67
Net Sales per Chain. ...... . . 96.03 0I.44 98.81 | 104.06 » 96.66 86.40 | ¢8.81 |102.0%
Average Sales per Store. . .. . he 90.01 |102.50 |104.88 * . 91.35 |103.69 |107.35
Net Cost of Merchandise Sold. .. !$108,480 {$211,202 | $180,817 | $187,750| $197,001| 78.67%| 76.50%| 75.319%| 75.27%| 76.02%) 78.48%| 76.97%] 75.28%] 75.20%| 76.05%
Gross MARGIN. ... ....... ... 53,826 64,801 62,641 61,702 O6a,402| 31.33 23.50 24.81 24.73 23.08 21.52 23.03 24.73 24.80 23.05
Salaries and Wages............ $25,582 | $30,140 | $28,272 | $38,262] $a9,920| 10.14%| 10.02%| 11.26%| r1.33%| 11.40%| 10.10%| 1r.10%) 11.48%| r1.61%| 11.76%
Tenancy Costs; and Light, Heat,
Water, Power, and Refrigera-
tion; and Depreciation. ...... 10,000 13,466 13,806 13,765 13,720 4.00 4.38 5.46 5.52 5.27 3.80 5.14 5.85 5.24 4.95
Supplies....................0s 2,525 2,400 2,244 1,078 2,420| 1.00 0.87 0.8p .79 0.93 1.03 o.81 0.88 .07 1.0§
Advertising. . ..........o o ns 1,516 2,128 2,245 2,510 2,537 o.b6o - 77 0.89 1.01 .07 0.64 0.83 0.97 0.96 .03
Insurance (except on real eslzte)l 3371 sozt 5081 536 g62| o013t | oa8t| o.24f | o 0.22 016t | o022t | e30f| o.23 0.23
Taxes (except on real estate and
federal tax on income)....... 336 613 661 756 863) o.13 0.22 0.26 o.30 0.33 C.12 0.23 0.26 0.38 ©.34
Miscellaneous Expense. ... ..... 3,004 6,195 6,033 6,402 6,290] 1.58 2.24 2.30 2.01 2.41 1.48 1.72 1.80 .41 2.00
Total Expense before Interest.. .| $44,340 | $55,454 | $53,850 | $54,300| $56,330| 17.58%| 20.08%| a2r.33%{ a1.77%| a1.62%) 18.18%| 20.61%| 21.70%| 22.86%| 22.64%
Total Interest. ... ............. 1,605 3,503 2,570 2,654 2,704] ©.07 094 | 1r.02 1.06 1.04 0,68 0.81 o.9x o.96" .03
ToraL Expensg including In-
terest. .. ............ e $46,044 | $58,047 | $56,420 | $56,953 $50,034| 18.25%| 2r.02%| 22.35%| 22.83%%| 22.66%| 18.57%| 2r-27%| 22.37%| 33.4a%| 23.58%
NeTr PromiTOR LOSS........... . $7,782 $6844 | 36,212 | 84,740 $3.458] 3.08%| 2.48% 2.46%| 1.90%| r.32%| 2.29%| 1.16%| 1.00%| 0.68%] 0.27%
Net Other Income (including in- _
terest on net worth). ........ 2,804 2,835 2,812 3,407 3,343 1I§ 1,03 1.1 1.37 1.29 0.79 0.98 0.95 1.14 0.96
NET GAIN: $10,676 $9,679 $0,024 $8,156 $6,800 ....
Percentage of Net Sales...... 4.23%| 3.51%| 3.57%| 327l 2.61%| 3.06%| 2.0v%| 2.35%| 1.72%| 1.31%
Percentage of Net Worth. . . .. 24.8a% | 18.27) | 16.41% | 13.871 [ 11.34 2104} | 17.08} | 10073 | 1028} | 7.44
Rate of Stock-turn {times a year) )
Based on Average of Inven-
tories at the Beginning and|
End of the Year............. 8.3at | 8.0t 8.04t | 9.20f 8.88% g.05t 8.88f | 9.0t 9.37f | 9.361
Percentage of Combination and
Meat Stores?................ . cean vees 9.95%)| 14.76%| 17.05%| 10.56%| 22.54%! 0.50%| 18.54%)| 21.08%| 25.65%| 29.50%

* Data not available.

+ Figures for this item were not reported by &1l the chaine in the group-
% Because of inadequate balance sheet data in the case of one

in, the figures for net gain as a percenta

See the explanation of types of average used, page 49. Since gl) the medians were set independently,

1 Total Stores = 3100%.

of net worth are based on the reports of seven chains.
e figures for the several items cannot be expected to tie to the reapective totals.



these same chains there were unusual decreases in num-
ber of stores which almost exactly offset the unusual
increases.

It is believed, therefore, that Chart 2 pictures, witha
reasonable degree of accuracy, the fluctuations in total
number of stores, total sales, and sales per store for food
chains in the United States for the years covered.

Number of Stores

As Chart 2 clearly indicates, by 1930 the number of
stores operated by the 12 chains had risen about 5%,
above the level of 1928. After 1930, the total number
of stores declined steadily, though very slowly, so that
in 1934 the total number of stores in operation was less
than 2%, below the number for 1929 and about the
same as that for 1928,

Interpretation of these two trends is complicated
somewhat by the fact that most chains, including the
12 covered by these figures, were gradually increasing
the percentage of combination stores to total stores
during most of these years. This process, for 11 of the
12 chaing!, is pictured in Chart 3. From 1929 to 1934,
the total number of stores operated by the 11 chains
showed a net decline of about 3%, (8co units). During
these same years, however, the number of straight
grocery stores declined 13.65%, or by almost 2,700 units;
&nd the number of combination stores increased 289,
or by about r,87c units, Of the total decrease in straight
grocery stores, about 70%, was offset, in so far as
number of units is concerned, by the increase in com-
bination stores, and about 30%, represented a net
decrease in units operated. Owing to the larger size of
the combination stores, however, what may be called
the total installed retail capacity of the 11 chains may
actually have been higher at the close of the period than
it was in 1930, when the number of stores was at its peak.

Sales

While the number of stores was rising from 1928 to
1930, and falling from 1930 to rg34, dollar sales were
passing through a different set of changes, as is indicated
by Cbart 2.

In 1929, dollar sales rose above the 1928 level to a
greater degree than did number of stores, since average
sales per store increased more than 6%; and, in 1930,
total dollar sales continued to rise, even though average
sales per store began to fall, probably under the influence
of declining prices. The higher dollar sales in 1930,
therefore, clearly resulted from the fact that chains
were increasing their number of stores in that year,
After 1930, dollar sales fell until they reached their low

1 The necesgary data were not available for the twelfth chain,

point in 1933, when they were about 20% below the
1929 level. In 1934, there was some recovery to a point
between 17% and 18%, below the 1929 level, Since
changes in number of stores were very small between
1930 and 1935, average sales per store fluctuated in
much the same manner as total sales. Following 1930,
however, the trend in average sales per store was some-
what more favorable than that in total sales. This,
of course, would be expected in view of the gradual
decline in total number of stores, and the shift from
straight grocery stores to combination stores.

In view of the violent price changes which marked
the seven years in question, it would be interesting to
interpret the fluctuations in sales, and in sales per store,
for these years in the light of prices. Unfortunately,
however, there is no published index of retail prices for
food chains. The index of retail food prices published
by the United States Bureau of Labor Statistics does
not represent a composite of the prices of foods sold by
chains. Meats and dairy products, for instance, are
more heavily weighted than they should be for a chain
store index. Since the time and resources available for
this study did not perm’t the preparation of an alterna-
tive index, questions relating to the price level and the
physical volume of goods sold are largely omitted in this
bulletin.

Trends in Operating Results

Detailed comparative data on margins, expenses, and
profits for the eight identical regular chains are given in
Table 18, which presents aggregate and median figures
such as are found in many other tables in this bulletin.
Table 19 gives statistics on a per-store basis for the
eight chains of Table 18 combined (aggregates) for the
several years covered by the latter table; while median
percentages for all chains reporting for each of the years
covered by the Bureau's surveys are given in Table zo.

In interpreting Table 18, it should be borne in mind
that the sample is small and that the eight chains
differed substantially in size. None of these chains,
however, had fewer than g5 stores in any of the years
covered, six of the chains had between 300 and 1,500
stores in all five years, and one chain had more than
I,500 stores in all five years. All eight chains operated
both straight grocery stores and combination stores in
1934, although some did not do so in all years. Because .
of the differences in size among the eight chains, both
the aggregate and the median percentages should be
thought of as averages of the operating results of chains
somewhat unlike. None of the data in Table 18 indicate
the typical results for any size-class of regular chain for
any one year; and none, therefore, should be used as
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standards for the appraisal of performance in a single
year.

It shoyld be noted, also, that the eight chains were
not strictly typical of the chain food business as a whole,
if the data in Chart 2 are so representative. For
instance, dollar sales for the eight chains covered in
Table 18, at their low point in 1933, were only about
1% below sales in 1929; while, according to Chart 2,
the low point for the trade as a whole was about 20%
below the 1929 level. Similarly, the number of stores
for the eight chains in 1931 was 14% above the 1929
level, instead of 3%, above, as in the case of the 12 chains
of Chart 2. By 1934, the number of stores for the eight
chains of Table 18 was more than 8%, above the 1929
figure; while the chains covered by Charts 2 and 3
exhibited decreases. Again, the shift from straight
grocery stores to combination stores did not begin so
early, or proceed so far, with the 8 chains of Table 18
as with the 11 of Chart 3, but the 8 chains increased
their percentage of combination stores more rapidly.

Gross Margin

According to Table 18, gross margin in dollars reached
the peak for the five years in 1931, when dollar sales for
the eight chains also were at their highest point. Of
greater significance, however, is the fact that gross
margin in dollars increased at a faster rate than sales
from 1929 to 1931. This increase in the percentage of
gross margin to sales was due in part, of course, to the
increase in the percentage of meat division business
which probably accompanied the increase in the per-
centage of combination stores. Itisestimated, however,
that the actual increase in the gross margin rate shown
by Table 18 was several times as large as any increase
which might have been accounted for by the larger meat
division sales. The eight chains undoubtedly stepped
up their margin rates in the face of declining prices,
as any merchant would be expected to try to do. A
similar increase in the margin percentage is displayed
in Table 20; and, of course, in Table 19.

From 1931 on, aggregate margin in dollars was main-
tained by the eight chains at figures within 5% of the
level reached in 1931, even though sales fell almost 10%,
below those of 1931. In other words, after 1931, the
percentage of gross margin continued to rise. The
median figures in both Table 18 and Table 2¢ indicate
that, for the average chain, the peak percentage of
margin was not reached until 1933. Here again, the
increase was substantially greater than could be ac-
counted for by the increase in meat division business.
It should be noted, however, that the high point in
dollar margin per store came in 1934, but showed little
change from 1931 to 1934, inclusive.

This ability of the food chains to increase the per-

centage of gross margin during a period of sharply de-

clining prices is worthy of special comment. When
prices fall, sales at retail usually fall with them, and
store operating expense in dollars tends to lag behind.
In addition, the physical volume of goods sold may rise.
Hence, the expense rates of retail enterprises tend to
rise. An understandable step on the part of retail execu-
tives, of course, is to increase the percentages of mark-up
and gross margin. Among department stores, how-
ever, competition and/or mark-downs appear largely
to have prevented this during the current depression;
while food chain executives were more skillful or more
fortunate.

Neverthless, the rise in gross margin did not keep
pace with the rise in expenses from 1929 to 1933; and
both dollar earnings and percentage earnings declined
steadily during that period.

In 1934 (x933 and 1934 according to the aggregates),
the percentage of gross margin fell, even though the
percentage of meat division business presumably was
rising as the shift from straight grocery stores to com-
bination stores continued. From 1929 to 1934, bowever,
the net increase in the percentage of gross margin
amounted to about 2.5% of sales.

Expense

Mention already has been made of the fact that per-
centages of total expense to sales typically increased
during the years from 1929 to 1933, inclusive, when
prices, dollar sales, and dollar sales per store were
declining. These increases in the expense rates show
up clearly in both Table 18 and Table 20. They re-
sulted not only from the fact that in some years chain
executives apparently were unable to cut dollar ex-
penses in proportion to declines in dollar sales, but also
from the fact that in some years there were increases
in dollar expense. Such an increase occurred in 1933,
when expenditures rose in the face of a drop in dollar
sales.

Reasoning with respect to the significance of the
changes in dollar expense and percentage expense which
occurred during the period in question is confused by

_four circumstances:

1. The shift from straight grocery stores to combina-
tion stores, which have larger total sales per unit, larger
grocery sales per unit, lower expense rates for grocery
operations, bigher expense rates for grocery and meat
operations combined, and higher investments. This
shift naturally tended to increase dollar expense per
store as well as percentage expenses.

2. The economies in chain operation. which un-
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doubtedly were made during the depression under the
pressure of declining profits.

3. An increase in the physical volume of goods
handled. Dollar sales in 1934 for the eight chains were
about 3% higher than those for 1929, while prices were
substantially lower than in 1929.

4. A gradual elaboration of plant, merchandise lines,
and services among food chaips,

In view of these several conflicting developments, and
the dearth of available information, it is rather difficult
to arrive at reliable generalizations for the trade as a
whole, Some estimates indicate that the shift from
straight grocery stores to combination stores between
1929 and 1934 was sufficiently pronounced to account
for all the increase in dollar expense per store. In fact,
it may be that the shift to combination stores would
account for a larger change in dollar expense per store
than is shown by Table 19. All this syggests that the
rise in percentage expense was due largely to the lower

prices, and that the eight chains may well have made
substantial increases in general operating efficiency
during the period. This, however, should not be taken
for granted. Chain executives should make careful
studies of their own operations during this period, using
estimates where actual data cannot be obtained, in
order to determine whether their individual businesses,
taken as a whole and by departments and functions,
showed increases in efficiency which were commensurate
with those to be expected. Attention should be paid,
especially, to costs per unit of work done and to output
per unit of time, labor, equipment, or expenditure.

Both Table 8 agd Table zo indicate that by the end
of 1933 for many chains the worst of the depression had
been passed in so far as percentage expenses were con-
cerned. According to the median figures in Table 18
for total expense including interest, however, the ex-
pense rate continued to rise in 1g34.

The data for the individual items of expense show

Table 19. Operating Results Per Store of 8 Identical Regular 'Food Chains: 1929, 1931-1934

(Averages! per store based on aggregate figures)

1010 193K 037 1033 034
Items
Amount | Percentage| Amount |Percentage] Amount |Percentage] Amount [Percentage] Amount | Percentage
Aggregate Nymber of Stores. ... .. 5,548 6,327 6,256 6,146 6,011
Aggregate Net Sales (in thousands) | $252,306) $a76,003 $252,458 $249,461 $250,583
Average Sales per Store........... $45,477 | 100.00% 843,637 { 100.00%{ $40,355 | 100.00%! $40,58p | 100.00%( $43,185 | ro0.00%
Nest Coat of Merchandise Sold per
L 13) N $35,777 | 78.67%]%23,383 | 76.50%! $30,343 | 75.19%| 830,552 | 75.27%|$32,829 | 76.02%
GRoss MARGIN.......cocvvnnnns.. 9,700 | a1.33 | ro,ass | a3.50 7 10012 | 2481 | 10,037 | 24.73 : 10,356 | 23.98 ?
Salaries and Wages............... 11 R X . .
e Coma’ge:nd Fight. " Heat $4 ro.14%| 84,765 | 10.92%| $4,520 [ rx.20%| $4,500 | 1r.33%| $4.962 | 1r.40%
Water, Power, and Refrigeration; '
and Depreciation. .............. 1,319 | 4.00 2,129 | 4.88 2,203 | 546 2,241 5.52 2,276 8.2y
Supphep.. ........................ 455 1.00 380 | 0387 350 o8¢ 320 ©.79 402 0.93
Tnsursnce foscept ool asmie) 1| Bt oney| ML om,| ) o el rer | 4w oo
- ox 3 X .
Tafxe;l (flcept on ml) estate and % s ol oatt ort| o2t % oAt 9 o4
federal tax on income), ......... 50 013 o6 0.322 168§ 0.26 132 ©.30 142 0.33
Miscellaneous Expense. .. ......... 719 1.58 977 2.24 963 2.39 1,059 2.61 1,041 2.4%
Total Expense before Interest......| $7.005 | 17 53%| $8,762 | 20.08% $8,608 | a1
s X . X . X .33%| $8,836 | ar.7y 21.62
Total Interest............co0nuens 305 | ob7 410 | o©.04 ? 411 1.02 ‘ 430 x.oG% 39»3::; 1.04%
TotaL ExpENSE including Interest..| $8,300 | 18.25% $9.172 | ar.02%] $g,0m9 :z.35%L $0,266 | 22.83%] $0,786 | 22.66%
Ner Prorrrox Loss.............. $1,400 o8
Net Other Income (inchuding interest| * o0 | 3007 31983 248%| Soo3| 246%) $r7x| 1oo%| Sspof 134%
onnet worth).................. 523 11§ 449 1.03 448 LI 556 .37 557 1.29
NerGamv. . .oocciiiii i $1023 | 4.23%)| $1,531 | 3519 Sr.aar | 3.57%| $u397 | 3.27%| Spav| 2619
Percentage of Combination and
Meat Stores'................... 9.95% 14.76% :1.05%I 19.56% 22.54%

‘ﬂwmforthh[mmmtmmdbydlthehﬂminﬂnm
H

See oxplanation of of wwerage used, page
Total Stores = mo&. -
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that salaries and wages as a percentage of sales rose
steadily from 1929 through 1933, and according to
Table 18, continued to rise in 1934. The net increases
for the period disclosed by the two tables amounted to
from 1.35% to 1.80% of net sales. The bulk of the
increase in aggregate dollar salaties and wages occurred
between 1929 and 1931, and was shared by seven of
the eight chains; but the largest increase in dollar pay
roll per store occurred in 1934, when the N.R.A. pre-
sumably became an important influence. From 1929
through 1933, salaries and wages in dollars per store
were essentially stable. Unfortunately, data are not
available to indicate whether the net increase for the
period represents chiefly higher wage rates, an increase
in the wage cost per physical unit of goods sold, or some
-other development.

Tenancy costs and related occupancy expense reached
a peak in percentage of sales in 1932 or 1933, and de-
clined in percentage of sales in 1934. The important
rise between 1929 and 1931 resulted from increases for
all eight chains. The movements of these percentages
reflect conflicting influences which include the somewhat
inflexible nature of tenancy costs, the fluctuation in dol-
lar sales, and the increasing proportion of combination
stores (shown by Table 10 fo have higher percentage
rentals). Such estimates as have been made from the
data in this bulletin, however, suggest that the last
factor may have been important enough to account for
the entire net increase in dollar tenancy cost per store
which took place between 1929 and 1934. It seems sur-
prising that so important an increase in dollar costs for
occupancy should have taken place at a time when many
chains were securing important reductions in rentals, if
it were not warranted by a change in the type of business
done; but it is possible that some of the eight chains
involved had undertaken leases running over somewhat
longer terms than the one-year leases commonly em-
ployed by some food chains.

The percentage data in Table 18 on expense for
supplies indicate that the larger chains among the eight
were more successful than the smaller chains in holding
down supplies expense. The latter in 1934 had higher
percentage expenses for supplies than they did in 1929.
In this connection it should be remembered, of course,
that the physical volume of goods handled in 1934 pre-
sumably was substantially larger than in 1929 and that
growing meat business added to supply costs. Table 20
indicates a steady upward movement of percentage
expense for supplies.

As regards advertising expense, Table 18 discloses a
steady rise from year to year in dollar expenditures, In
1934 the aggregate advertising expense for the eight
chains was 6695 above the 1929 figure, while number of
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stores had increased only 89 and dollar sales about 3%,.
The percentage of advertising expense to sales based on

 these aggregates, therefore, was more than 60%, higher

in 1934 than in 1929. Since the dollar figures for adver-
tising expense represent the net outlays by the chains
after credits for any receipts from vendors for actual
advertising services rendered, it is quite possible that
the amount of advertising space carrying the names of
the eight chains was expanded more during the period
than the dollar expenditures indicate. The increased
emphasis on advertising is attested, also, by the per-
centage figures in both Table 18 and Table 20. This
suggests that the chains have made important changes
in their methods of merchandising and promotion during
the depression; that they now are relying less on a general
reputation for low prices and more on advertising, which
of course may feature specific low prices.

Finally, it should be observed that the dollar expendi-
tures for taxes {other than Federal income taxes and
taxes on real estate) in 1931 were 829, above the expen-
diture in xg29; and that expenditures for this item con-
tinued to increase -throughout the period until in 1934
they amounted to more than two and one-half times the
1929 figure. The percentages in both tables reflect this
same tendency for tax expense to be higher, although
the median fizures show a slight easing of the burden
in 1934. The figures on taxes in dollars per store for the
eight chains also give evidence of this steady upward
movement.

The Bureau thus far has not been able to get com-
parable and complete information on the taxes paid by
chain store companies. The problem is complicated not
only by the many varieties of taxes imposed and fees
required by the several governmental agencies but also
by the fact that many chains operate stores in a number
of localities and in a number of states. The Bureau's
expense figures just cited are believed to reflect accu-
rately the average situation over the countryin theyears
in question; but apparently a special study devoted
solely to the tax burden of chain stores will be necessary
if reliable, detailed generalizations for individual states
are to be forthcoming.

, Earnings

The upward drift in expenses during the period covered
by Table 18, combined with the adverse movement of
the gross margin rate in 1934, resulted in a steady drop
in the percentage of net profit (after charging interest
as a cost) and in the percentage.of net gain (net business
profit). In other words, such increases as the chains
were able to make in the rate of gross margin were by
no means sufficient to offset the rising expenses. That



the same. condition prevailed as regards dollar margin
and dollar expense per store is shown clearly in Table 9.
When aggregate and median figures for both measures
of earnings are considered along with the per-store data
of Table 19, it seems safe to say that profits in 1934 for
the eight chains typically were at about half the rate
earned in 1929. Table 20 reflects conditions essentially
similar, although it shows that some improvement in
earnings took place in 1934.

Part of the drop in profit rates may have been due
to the general increase in the percentage of combination
stores and the percentage of meat division sales to total
sales. As bas been noted, meat business on the whole
yielded smaller profits than grocery business in 1933 and
1934- The lower price level, also, has been, and still is,
8 substantial handicap. In spite of the fact that the

cight chains developed their combination stores from
10% of the total stores in 1929 to 30% of the total in
1034 {medians), dollar sales per store actually were
lower in 1934 than in 1g29.

In addition, the rising tax burden clearly was to some
degree responsible for the lower profits. The burden of
taxes as defined in Table 18 and Table 20 (taxes exclud-
ing taxes on real estate and Federal income taxes),how-
ever, was too small to be shouldered with responsibility
for more than a part (about 11%, according to Table 18;
about 20%, according to Table 20) of the drop in profits,
More important were the higher percentage expenses
for salaries and wages, occupancy costs, and advertising,
and the higher expenditures for these items in dollars
per store.

Whether these higher expenses per store resulted in

Table 20. Operating Results of All Reporting Foed Chains: 1929, 1931-1934
(Medians!; Net Sales = 1009}

Items 1920 031 1933 1033 1934
Number of Chaing.,............cvirivrrreicniricraniias not 3r 39 g0 66
Aggregate Numberof Stores. .............c.cccovvvviinnnns 33,147 23,7188 23,741 17,754 21,021
Apggregate Net Sales (in thousands). . ..............cc0vvees $1,076,374 | $1,346,223 | %$1,181,068 $763,681 $050,626
Average Sales per Store {median}...............coooanni.e $47,815 $41,6171 $39,735 $30,3421 $a1,614
Index of Change {current year/preceding year):
Number of Storesper Chain..............coviiviint, 108.85% xoo.3o¥ :oo.oo1 o8.15t 100.00t
Net Salesper Chain. ........ooiiiiiiiinninnan s 110.79F 95.63 86.33 09.20 106.58¢
Average Sales per Store......cooiiiiiiiiii i ian 105.68% 94.121 85.64T 100,53 110.471
Net Cost of Merchandise Sold...............covviiinnennn 80.47% 78.26%, 77.99% 76.30% 77.61%
GROSS MARGIN. .....oivtiinnninnrrnirnarnarsrsnaaronacs 19.53 21.74 22.01 23.70 22.39
Salaries and Wages. . .........coivivnennennccnsiiiiianns 10.03%1 11.12% 11.35%t 11.83% 11.78%
Tenancy Costs; Light, Heat, Water, Power, and Refrigeration;
and Depreciation. . .....oveevnvnvesrresrinsannnanasns 3.52 4.22% 4.04% 5.24 4.69
S?pliu ................................................ ©.74 0.86t o.93t 1.04 1.07
Advertising. ... ..o i i i e i ©.70 0.8z 1.02 o.97t 103t
Inauranc:%except onrealestate). ., ... .......iiiiiiaiins o.arf o.a3t o.26% .29 0.28
Taxes (except on real estate and federal tax on income). .. ... o.x5t 0.24% o.30t ©.37 o.361
Miscellaneous Expensed. . .. .....ovveerranennennnannessoes 1.78% 1.70 5.77 1.97 1.661
Tota! Expense before Intereat..........o00occiericncnnnens 17.490% 20.06% 21.55% 22.96% 21.08%
Total Interest (including interest on net worth)............. o.69t o.84 ©.g8 0.90 o8y
Torar ExeensE including Interest. . . ....cicenieiearinenns 18.14% 20.77% 22.46% 23.77% 22.00%
NET PROFIT OB LOSS. ..o it iiiiinearenaannin 1.2:1% 0.63% L.00o5s%. | L. o.07% 0.14%
Net Other Income (including interest on net worth). ........ 0.68% 0.99 I.14 1.05 0.96
NEeT Garn: Percentage of Net Sales.........covvvunneann. 1.01% 1.77% 1.07% 0.80% 0.80%
Percentage of Net Worth. . ...............ce00 * 1097} 574t .90} 7731
Rate of Stock-turn (times a year) Based on Average of Inven~ .
tories at the Beginning and End of the Year............ 9.35t 9.98% 9.88¢ 9.0t 8.641

* Data not available,

Figures for this item were not rted by all the firms in the group. .

Bmu?egin:iéqeu?u m";duzgﬁm lheme“noﬁmimn_.schn:‘min&ofa,fhchlti‘:l;vinxm.uﬂqchuumxmtheﬁ;umfumgﬁnu.
percen t reports ubmitting atatements for the study.
mg&ﬁﬂ'ﬁot W‘Zﬁg numI:; otenom op:rltndin 3L, 'Thil h:.i-eindudu an estimate of the number of stores based on the number reportad by

m in 1930, . . .
hm;rp:;lm::;:n&dtnanhwund.mnm. ‘Since sll the medinny wers set independently, the figures for the several items cannot be expected to Lie

ive

? In 1929, data for transportati lies, taxes, licenses, etc., were reported in & composite item and included in miscellaneous expense.  In all other years
l.hevuiomo:r'imki e::nuﬂ mn:c.lnu'dﬁpu:at.ﬁuuu?enl oatural expense accounts. For 1p2g the percentage for miscellanecus expense excluding these trucking
expenats was 146%t. . .
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the main from a larger physical volume of goods handled
cannot be stated with assurance, but apparently circum-
stances made it impossible for the food chains to
increase margin rates sufficiently to compensate for
either the lower prices or the high dollar expenses. The
competition of super-markets and cheapies may have
added to the trials of the depression period by taking a
substantial share of the business in many trading areas,

There is some possibility, also, that the eight chains,
knowingly or otherwise, have been drifting in the
direction of higher costs. They apparently have in-
creased their advertising costs by placing greater
reliance upon this method of promotion; and perhaps
there is some reason to believe that they have added
services which have increased personnel costs. The
shift from straight grocery stores to combination stores,
accompanied by a tendency toward more expensive
fixtures and equipment, has been Jargely responsible for
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the higher occupancy costs; and some competent
observers feel that food chains generally have traded up
during the past five years, partly by adding fresh fruits
and vegetables, and partly by increasing assortments
and adding luxury or semi-luxury items, all of which
involve higher costs than the staple, dry groceries which
formerly constituted the chains’ chief reliance. Finally,
the chains, during the period covered by these tables,
may not have held costs to the lowest point possible in;
view of functions performed. The chains, in otherwords,;
may well have been gradually, losing their traditional
character as extremely low-cost distributors. The gapa;
which heretofore has separated them from the service’
independent grocers may have been narrowed; and if
this is true, the chains presumably have placed them-
selves in a position of increased vulnerability and may
expect to encounter increasing pressure from lOW-COStf
competitors. ‘



RESULTS FOR MOST PROFITABLE CHAINS

In the hope of throwing light on the characteristics
or policies making for superior earnings among food
chains, the reports for the firms with the highest rates
of net profit among the straight grocery chains, among
the combination chains, and among the regular chains,
were segregated in what may be called “goal” groups
for special study. For each of these special groups
figures indicative of the average or typical performance
were prepared. These data are referred to as *goal”
figures, because some chain executives will want to use
them as objectives or goals at which to aim in planning
or controlling their own operations.

Tables 21 and 22 present these goal figures in the form
of both aggregates and medians for each of the three
groups of chains, respectively. With the goal figures
are given, for comparison, the corresponding average
data for all chains reporting, including the goal chains
as well as the less profitable chains, these all-chains data
being taken from Tables s, 6, and 8.

Among the straight grocery and the combination
chains, the goal chains typically operated fewer stores
than the less profitable chains, but among only the
straight grocery chains did the goa) firms typically have
smaller aggregate sales. Among the regular chains the
goa! firms were larger as regards both number of stores
and dollar sales. Apparently the relation between size
of chain or size of store and profit rates is not clear-cut.
Nevertheless there was some tendency for high profit
percentages to be associated with an advantage in total
sales per chain and, to & much smaller degree, in sales
per store, but not in stores per chain, Again, among the
straight grocery chains (data not shown in table), the
goal firms tended to have more of their stores in smaller
cities than did the less profitable firms; and among the
regular chains this was true speaking broadly, although
one goal chain had practically all its stores in large
cities, Adequate data on this subject were not available
for combination chains. Among combination chains,
all three goal firms operated self service stores only,
while but 5 of the 1o less profitable chains followed this
practice, This evidence suggests that there may have

been some connection between the self service policy

and high profits. There is no such evidence, however,
in the data for straight grocery chains or regular chains.
Here the ratio of self service chains to total chains was
no higher among goal firms than among less profitable
concerns. Finpally, it is significant that the goal

firms typically did not enjoy an advantage in the rates
of increase in szles, number of stores, or sales per
store.

Turning now to the operating results of the goal firms,
it is seen that among combination chains and regular
chains the goal firms, on the average, had higher rates
of margin than the other chains in their respective
groups; while among straight grocery chains the goal
firms had relatively low margins. Clearly, a higher
gross margin is not always one of the influences con-
tributing to large percentage profits; but frequently
chains which earn good profits do so, in part at least,
because of better-than-average margins.

Both tables, however, agree in indicating that the
more profitable firms are likely to have lower-than.
average expensé rates. The median figures for com-
bination chains do not show an advantage of this sort
for the goal firms; but for straight grocery chains and
for regular chains both aggregate and median figures for
total expense were lower for goal firms, and the same
was true of the aggregate figures for the combination
chains.

‘When one inspects the individual items of expense, he
sees similarly a fairly general tendency for the goal
firms to have lower percentage expenses. ‘This was true
not merely for the larger items of expense, salaries and
wages and tenancy costs, but extended to the smaller
items as well. Among regular chains, there was some
tendency for the goal firms to have higher expenditures
for transportation purchased; but this fact may indicate
nothing except that they chose to purchase their trans-
portation service rather than to operate their own trucks.
One of the groups of goal firms represented in Table 23
shows a tendency to higher tax expense, but this also
may not be of significance, In the case of the other
group, the combination chains, the aggregate figures
disclose a few points in which the goal firms were at &

‘disadvantage; but the advantages which they enjoyed

in salaries and wages and in several of the smaller items
were more than sufficient to offset these disadvantages
and, according to the aggregate figures, the advantage
of the goal firms in total expense before interest
amounted to more than 1.3%, of sales.

Thus, the two tables disclose a general tendency for
the goal firms to have lower rates of expense for all
items; and no tendency for the goal firms generally to
operate at 2 disadvantage in any item of expense.
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Table 21. Operating Results for the Most Profitable Straight Grocery Chains and
Combination Food Chains with Comparable Figures for All Chains Reporting: 1934
(Net Sales = 100%)

Straight Grocery Chains Combination Chains
. Average Figures! Median Figurest Average Figureg! Median Figures!
tems
R A Prggo.tble oot Prbgot.:%:le R i P hzor.:{ﬂe l R A!'lt Przgct:i)l
10! e
ne® | T | R | T | R | P ins® |  Cheins
Number of Chains...... . .. ............ 13 3 13 3
Numberof Stores. . ....................... 739 117 e e 252 49
Aggregate Net Sales {(in thousands).......... $25,468 | $3,874 een. e $17,436 | 84,646 et e
Average Sales per Store.................... $34,463 | $33,113 | $37,550 | $40,051 | $60,100 | $94,816 | $70,215 | $00,448
Index of Change (1934/1933):
Number of Stores per Chain.. . ......... ceen .o-. | z00.00f | 100.00 e ... |100.00 |x00.00
Net SalesperChain.............. .... e v... |106.64T [1r0.01 cors voe. j1rsorf | 114.88
Average Sales per Store....... ........ e coo. |xro47f | 110.01 e cooe 11300t | 102,25
Net Cost of Merchandise Sold. . .. .......... 78.51% | 80.65% | 79.56% | Bo.75% | 17-77% | 76.18% | 70.69% | 76.46%
GROSS MARGIN. ... ........................ 21.49 10.35 20.44 19.35 22.23 23.82 20.33 23.54
Salaries and Wages............coovvneen... 12.33% | 990% | 10.50% | 0.49% | 11.43% | 0.80% | 1r.19% | ¢.56%
‘Tenancy Costs (mcludmg depreciation of major|
mpmvements) ........................ 3.78 1.92 2.5 1.79 2.49 2.40 2.03 1.80
Depreciation of Fixtures and Equipment. .. .. 0.55 .48 .47 0.47 I.01 0.8z .96 o.79
Light, Heat, Water, Power, and Refrigeration| 0.84 0.62 0.68 o.70 0.84 0.90 o.80 o.Bo
Transportation Purchased. . ................ o.art oarf o.55t . ox4f | ot o7t .
Supplies......oooi i e 1.04 0.91 ©.97 0.88 1.05 1.14 LIS I.I3
Advertising. . .............c.oiiiiiinnn. . 0.82 .84 .05 0.7% .30 1.16 1.90 LIX
Insurance (except on real estate)............ ©.30 .26 0.28 o.18 0.3r 0.35 0.31 o.31
“Taxes (except on real estate and federal tax on|
income).............coiiiiii i, 0.33 0.58 ©.39 ©.42 0.38 ©.42 0.29 0.22
Miscellaneous Expense:
Communication....................... -o.zﬁ} 0.10 .18t 0.15 O-:gf 0.18 0-181 o.I7
Travelling................ccviuinn... o.I0 o.a3t o. 0.09
Undlassified. 1. .L.0 086 |f ®77 | og6 |f 83 | 1u ™91 130 |f %3O
“Total Miscellaneous Expense (subtotal). .. ... (x.22) {0.82) (0.99) {o.g0) (1.37) (x.67) (1.50) {r.50)
‘Total Expense before Interest............... 21.42% | 16.44% | 10.57% | 16.x4% | 20-32% | 18.95% | 19.60% | 10.87%
‘Total Interest (including interest on pet worth)| 0.86 1.03 0.87 1.01 0.37 1.00 0.68 o.80
Torat ExreNSE including Interest. . . . . s 22.98% | 17.47% | 20.43% | 17.15% | 31.10% | 20.04%% | 20.55% | 20.55%
NerProrrrorLoss................c...... Loo79% | 188% | ox6% | 1.83% | 10a% | 378% | oc4s%| 3.82%
Net Profit or Loss from Real Estate Operations| 0.23%f| ©14% | o.x2%fl ox2% | 008%t ©.16% | o00%tl o013%
Interest on Net Worth (except real estate,
leaseholds, and goodwill)............... 0.82 o.8¢ 0.83 .01 0.84 1.02 o.72 0.81
Other Revenue, Net. .. .................... o.14t 1.09 e.30t 1.10 006t |L.0.33 o.08f *
Total Net Other Income. . ................. 139% | 213% | 084% | 201% | ©098% | 085% | 08:% | 081%
NEeT Gam: Percentage of Net Sales.......... 040% | 400% | o0g0% | 300% | 203% | 463% | r1a% | 4.63%
Percentage of Net Worth. ....... 6.10} 18.46 5-14 3172 12.84 23.57 g.40 29.45
Rate of Stock-turn (times a year) Based on
Average of Inventories at the Begmnmg
and End of the Year................... 7.46 7.16 7.20 6.24 879 8.72 8.90 10.54
Self Service Grocery Unitst. ................ 20.57%1 38.46% | o0.00%ft| o0.00% | 46.42%1| 100.00% | 100.00% 1| 100.00%

et e eeeeeeemre rem————ieiee
R e ——————

. Dau not available, + Figurea foy this item were not reported by all the firms in the group.

{ ecause of lnldﬁullﬂ balonce sheet data in the case of three chains, the figure for net gein as a percen ugeofnetwwthilhsedonthenﬂuofmchin‘l-

tion of a usexd, Since all the for the i
tolherupectwet:uh. verage ) DARC 49 o medians were sct independently, the figures several itema cannot

Total Stores = zo0.9%,



Table 22. Operating Results for the Most Profitable Regular Food Chains
with Comparable Figures for All Chains Reporting: 1934
(Net Sales = 100%)

*

Regular Food Chains
Average! Figures Medina! Figures
- Rommine | mbobe | Repmios | maken
Fre | Tgh s | Pl
Numberof Chains............. v i it ineennes 34 6
Aggregate Numberof Stores_.................... ... . ... 19,903 6,400
Aggregate Net Sales (in thousands)......................... ... $o11,461 $268,658 Cea .
Average Salesper Store. . ..... .. ... .. i $45,795 $41,019 $41,030 $41,900
Index of Change (1934/1033):
Number of Storesper Chain...................... ..., ceen vees o8.10 08.18
NetSalesperChain. .. ...........coviirrverr e AU . r04.351 103.73%
Average Salesper Store....... ... . ...l ceen cees 110.79t 105.771
Net Cost of Merchandise Sold. .. ..................ccoivitnt 75.06% 75.53% »2.06% %6.33%
GROSS MARGIN, ...\ . vrrirr ot it a i viaranie s araren 24.04 24.47 22.04 23.67
Salariesand Wages. .. ... ... ... it 12.58% 12.26%, 12.13% 11.68%,
Tenancy Costs (including depreciation of major improvements). .. 3-18 3.15 3.00 2.72
Depreciation of Fixtures and Equipment....................... 79 .62 o.81 .73
Li;%t, Heat, Water, Power, and Refrigeration... ................ 1.04 1.00 1.0§ 0.04
Transportation Purchased.. ...............coiiiiiiiiiinans o.37t o.7at 0.331 0.76%
LN 7o) L 7 A A AR 1.16 ©.92 1.04 004
Acﬁertiain ................................................. 1.08 o.8¢ 0.97 0.96
Insurance %except onreal estate). ... ... i i s - .24 o.2B 0.23
Taxes (except on real estate and federal tax on income)} . .,....... ©.55 ©.35 0.36 0.28
Miscellaneous Expense:
%omniﬁnicauon ......................................... o.18f 0.14 o9t o.16
mavelling. .. ... ... .. 0.20 } 0.21
Unclassified. .. ... ..., ittt e aeaena } 1.20 0.77 1.31 0.98
Total Miscellancous Expense (subtotal) . ....................... " (1.38) (1.11) (1.48) (1.29)
Total Expense before Tnterest... . .......ooovviienrineennns.nn 22.41% a1.26% 22.26%, 20.50%
Total Interest (including interest on net worth). ................ 1.01 1.14 097 LIS
Toras Expensk including Interest .. ..............coovvenn.. 23.43% | 2249% 22.96% 21.53%
NET PROFIT OR LOSS. ... o ottt iins i eannan 0.62% 2.01% 0.14% 1.84%
Net Profit or Loss from Real Estate Operations................. 0.26%f 0.36%t 0.17%% 0.28%%t
Interest on Net Warth (except real estate, leaseholds, and goodwill) 1.08 1.19 0.93 1.18
Other Revenue, Net. .. ..ottt iiniiiiinesinesaninnens o.321 .05 o.14f ©.00
Total Net Other InCOme . .. vovveteireeireniniananenernrnaens 1.66% 1.60% 1.20% 1.30%
NET GAIN; Percentageof Net Sales............................ 2.28%, 3.67% 1.53% 3.55%
Percentage of Net Worth. . . ......0oivvvrninrannnns 9.651 14.33 7.441 35.82
Rate of Stock-turn (times & year) Based on Average of Inventories
at the Beginning and End of the Year..................... 8.38% 7.80 8.241 7.80
Distribution of Stores by Type?:
Straight Grocery. . ... ...t iiii i 57.81% 73.25% 67.14% 73.39%
L .10 .00 .00 0.00
Combination. .. ... s e i i e 41.94 26.75 31.64 26.6x
Self Service Grocery Units.. ............coviiiiiinnnnnns 15.62%1t 0.18%t 0.00%t c.00%t
Percentage of Sales in Meat Sides or Stores................. P cees cees 16.64%F 14.21%t
Distribution of Stores® among Cities with Populations of:
L . X Y 20.00% 40.62%, 25.25% 60.00%
TO,O00—25,000. .. .t tnranr e e i e 8.00 13.77 8.40 13.22
B8, O00=T OO0t « o v vete i h e e e aea e m e 13.87 5.53 7.01 301
TO0,000-500,000, . . .. oottt i i 21.19 1.48 5.32 1.54
500,000-2,000,000 . . . . ...ttt . 6.07 0.00 ©.00 ©0.00
1,000,000 OF IO . . o ioyuy e ocinnnereanacenarnonssrneanss 20.79 38.60 0.00 0.00

Figures for this item were ed by all the firms in the grou
Bmme:;inu.i e‘:te bnl:::::m dabtzinLh:uaegﬂmcﬂ:in?‘thgEwnlwmgfnuugtmmnawnhmqummem of 33 chaina,
hu;l:s:;pc:&lm:ﬁot_:]: types of average used, page 49. Since all the medians were aet independently, the for the several items cannot be expected to tie
ive to
1Total Stores = yoo%.
'mﬁohdum&dnddwmwwungu.lufwddninlopqttin‘u,ussm Of theae 24 chaing, 3 were included in the group of the &
moat profitable chains.
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APPENDIX
DEFINITIONS AND EXPLANATORY NOTES

In order to obtain comparability among the reports
from individual firms used in this study, and to make
the published figures as representative as possible, the
Bureau adopted a number of definitions and followed
certain accounting and statistical procedures. The
more important of these definitions and procedures are
described in this Appendix.

Base of Percenlages. All percentages in this bulletin,
unless otherwise indicated, are based on net sales as
100%,.

Net Sales. Net sales are gross sales at retail, less any
returns by or allowances to customers, not including
sales taxes collected from customers as an item dis-
tinct from price and segregated in special accounts until
turned over to the government.

Gross Margin. The term “gross margin” is increas-
ingly used in preference to “gross profit”. It represents
the amount remaining after the deduction of net cost
of goods sold from net sales. Net cost of goods sold is
billed or invoice cost of goods sold, plus any processing
taxes, less cash discounts taken and allowances received,
plus inward transportation charges, plus proper charges
for merchandise depreciation and stock shortages, and
plus or minus any change in the value of the inventory.
The treatment of inward transportation charges, that
is, charges incurred in moving the goods to the point
where the firm first takes physical possession, as part
of the merchandise cost makes the gross margin figure
lower by the amount of such charges than it otherwise
would be and is & common practice among trading
businesses.

The several important figures used in computing net
cost of goods sold are defined as follows:

Nei Inventory of Merchandise. This item consists of
the value of merchandise on hand in stores and ware-
houses at cost or market, whichever is lower, including
merchandise held on consignment, merchandise in
transit if bought .0.b. shipping point, and finished
goods of own manufacture, but not manufacturing
or wholesaling inventory or inventories of fixtures,
equipment, or supplies.

Purchases. The net invoice cost of merchandise pur-
chased is the extended figure on the invoice after trade
and quantity discounts and brokerage have been
deducted or added, but before cash discounts, adver-
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tising allowances, and deferred quantity discounts have
been considered. This figure includes merchandise re-
ceived on consignment, if sold; merchandise in transit,
if bought f.0.b. shipping point; the cost of goods trans-
ferred from own manufacturing departments; duties
and insurance on imported purchases; and any process-
ing taxes paid. It excludes returns to manufacturers
and allowances from manufacturers for damaged or
spoiled merchandise, as well as purchases for any whole-
sale business or purchases of office or store supplies or
equipment.

Discounis and Allowances Received. This item, which
is deducted from the net invoice cost of purchases, in-
cludes cash discounts received on merchandise pur-
chased, discounts or rebates secured by purchasing a
given minimum quantity in a given period of time, and
advertising allowances of indefinite character, Allow-
ances received from manufacturers for advertising space
actually used are treated as a credit to advertising
expense.

Inward Transporiation. Inward transportation charges
include all expenses (freight, express, and truckage) for
transporting merchandise from source of supply to
warehouses, whether done by outside firms or in the
chains’ own trucks, Many chains in some lines of busi-
ness treat this item as operating expense rather than as
cost of merchandise, but the better and more general
practice seems to be to include it with purchases. Note
that expeuse ‘for transportation from warehouse to
stores, or from stores to customers, is not included here,
but is treated as expense. To secure comparability
among the figures for the six meat chains, however, all
transportation expense was included with inward trans-
portation,

Salaries and Wages. The salary and wage classifica-
tion embraces all items of pay roll expense both in stores
and in the central organizations, including the compen-
sation of chief executives. Thus, it includes salaries,
commissions, bonuses, profit sharings, supper money,
pensions, and other miscellaneous forms of compensation.

Store salaries and wages include these expenses which
relate specifically to store operation, whether for selling
or non-selling work. Carpenters and mechanics regu-
larly employed for labor on major improvements are
deemed to be store employees. Other salaries and wages



include the compensation of all central office and dis-
trict office executives and employces, superintendents
and supervisors, and all men engaged directly or in-
directly m transporting goods from warehouses to stores,
but no manufacturing employees. All pensions are
included in other salaries and wages.

Tenancy Costs. Tenancy costs comprise all expenses
on property used in the business. They therefore cover,
in the case of leased property, not only rentals actually
paid to landlords or realty holding companies but also
any other payments made in lieu of rent, such as taxes,
insurance, repairs, amortization or depreciation of major
improvements, and amortization of leaseholds. The
charges on owned real estate included in this account
are the sum of the amounts that would be paid if outside
firms owned the property, or, in other words, rentals
based on the going value of real estate in the respective
localities, Ordinarily, but not necessarily, rent on owned
property will cover taxes, insurance, repairs, and de-
preciation on owned real estate, plus a fair charge for
interest on equity in land, buildings, and improvements,
as well as interest actually paid on mortgages,

In cases where a chain owns or leases more space than
it needs and subleases portions to others, the going value
of the space occupied by the chain is entered as expense,
This amount should represent a fair rent on the real
cstate used, including a fair proportion of any additional
expenses on the property, such as taxes, insurance, and
repairs; and any profit or loss resulting from the sub-
leasing operations, or from failure to sublease, is carried
to other income.

Transporiation Purchased. Thisitem includes charges
for freight, express, trucking, and handling done by
outside firms in moving goods from warehouses to stores;
but, in view of the definition of inward transportation,
it does not include charges for the moving of merchan-
dise {rom sources of supply to warehouses or to the
points where the chain first takes physical possession
of the goods. When trucking is done in a chain's own
vehicles, the total cost is distributed equitably between
inward transportation and expense, debits being made
to the appropriate natural items, but no debit is made
to transportation purchased.

Advertising. Advertising covers no salaries or supplies

hut does include the total space cost of advertising in
newspapers, the cost of preparing mats at the central
office, the total cost of printing handbills, circulars,
catalogs, and other printed materiais, the cost of special
rider tickets bearing the firm's trade-mark or name and
attached to merchandise, and the space cost for maga-
zine advertising,

Allowances received from manufacturers for space
actually used are credited to this account in order to
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arrive at the total net advertising cost for the chain;
but note that allowances not in compensation for space
actually used are included with discounts and allow-
ances. :

Insurance. Insurance expense includes all insurance
costs except insurance on real estate, which is treated
as part of tenancy cost. It includes amounts set aside
for self-insurance,

Taxes. Taxes includes all taxes borne directly by the
chains except taxes on real estate, which are included
in tenancy costs, and Federal taxes on income. Where
sales taxes are collected directly from customers in the
form of additional charges and later passed on to the
government, they are not included in sales or in expense.
In most states, however, no such provision for special
coliection was made in the law, the tax being levied
either at a flat rate or at a graduated rate upon the total
sales volume. Therefore, in most cases, reporting chains
operating stores in sales tax states were able to shift the
burden of the tax to consumers only by increasing their
mark-ups. The amounis collected in such cases are, of
course, included in the net sales figure, and the sales tax
expense in such cases is included in taxes. It is recog-
nized that this method of handling sales taxes, dictuted
by expediency, is subject to some criticism. The error
resulting from the inclusion of the additional amounts
in the net sales figure used as a base for percentage
computation is small, however,

Interest, In order to obtain comparability between
businesses using different methods of financing, intercst
at the rate of 6% on the average net worth is considered
s an expense, along with interest actually paid, less
interest and dividends received. Interest at 69% on
real estate equity, and mortgage interest, are included
with tenancy expense; while the item interest includes
interest at 6%, on net worth exclusive of real estate,
leaseholds, and goodwill; plus interest paid, other than
mortgage interest; less the amount of interest and
dividends received.

Total Expense Including Imierest. ‘Total expense
including interest is the complete cost of doing business,
comprising, in addition to the usual outlays and charges,
salaries of executives, proprietors, and partners; rental
charges for owned real estate; and interest on owned
capital.

Net Profit. The above procedure with respeet to
interest leads to a narrow definition of net profit as
& theoretically residual sum over and above all the
econommic costs (as distinguished from the accounting
or business costs) of carrying on the chain's merchan-
dising operations, including interest on invested
capital at either cost or 6.

Net Other Imcome. Net other income has three

i



component parts: net profit or loss from real estate -

operations; interest on net worth other than real estate;
and other revenue, net. In the first of these are included
net profit or loss on owned real estate not used in the

business, interest previously charged as expense on the -

investment in owned real estate used in the business,
profit or loss on real estate which has been sublet, and
the profit or loss of any subsidiary real estate holding
companies. Under interest on net worth is credited
back the interest at 69, on the average net worth
{excluding real estate) previously included as an operat-
ing expense in arriving at the net profit on merchan-
dising operations. Miscellaneous revenue, including
receipts from the sale of salvaged materials, profits on
any wholesaling or manufacturing business done with
outsiders, and income from weighing or vending
machines and pay telephones, is added under other
revenue, net,

Net Gatn. To arrive at the final net gain or net
business profit, net cther income is added to the net
profit. Therefore the net gain figure, while not afford-
ing, from a statistical standpoint, so valid an interchain
comparison as the net profit figure, may be taken as
roughly approximate to net business profit in the com-
monly understood sense. Net gain is expressed both as
a percentage of net sales and as a percentage of the
average net worth. The use of the average net worth
as a base for this figure introduces the complication of
differing policies in regard to investment, particularly
in assets requiring considerable capital, such as real
estate. Where a chain owns many of the store sites
and/or buildings used, either directly or through a
subsidiary real estate corporation, the total average
net worth is large in proportion to the net sales volume,
and as g result the rate of return on invested capital is
low as compared with that for & chain owning little or
no real estate,

Rate of Stock-turn. The rate of stock-turn, or rapidity
of merchandise turnover, is calculated by dividing the
cost of merchandise sold by the average inventory at
cost. For chain enterprises the average total inventory
includes merchandise both in stores and in warehouses,

- plus other minor items noted earlier in defining net
inventory of merchandise, Stock-turn figures of two
types were computed for this study: the first, available
for practically all chains, was based on the average of
the beginning and ending total chain inventories (store
and warchouse inventories combined); and the second,
available for part of the chains only, was based on store
inventories alone. Only total chain stock-turn figures
are published in this report.

Types of Average Used. Some of the operating results
included in this report are averages based on aggregate

or combined dollar figures for groups of chains, while
other typical or summary figures are median or range
data based on percentages computed for each firm
individually.

The averages based on dollar aggregates manifestly

-are weighted according to sales volume. They do not
afford good year-to-year comparisons unless only identi-
cal firms are used, since the averages are substantially
affected by the omission or addition of one or two large
firms.

The median figures give equal weight to each chain,
irrespective of sales volume and number of stores. The
median is the middle figure in an array of percentages
listed in order from the smallest to the largest. Thus,
in the third column of Table 5, where the gross margin
of straight grocery chains isstated as 20.44%, this means
that when the gross margin percentages for all 13 chains
were arranged in order from the smallest to the largest,
20.44%, was the percentage whichstood at the mid-point.

vThe range figures given in the last two columns of
Table 5 indicate how closely the middle 50% of the
percentages in the array for any item grouped them-
selves around the median. A parrow middle range
indicates close concentration around the median figure;
and the closer this concentration, the more reliable and
more nearly representative is the median figure. In
the interpretation of the median figures it should be
noted that because of their statistical nature the medians
for the individual items of expense ordinarily will not
add to the median total expense, and the median net
profit as a rule will not correspond precisely to the
difference between the median gross margin and the
median total expense. The same conditions hold true
of the middle range figures.

Information Omitted or Noi Comparable. A careful
effort was made to get complete and fully comparable
reports from all chains, but in a number of instances
this was not possible,

Where information was not reported, or was not
comparable and could not be made comparable, median
figures were based on the comparable data available.
This involved no important complications. In prepar-
ing medians each chain’s experience received the same
weight as each other chain's experience, and it wasa -
simple matter to omit one or two figures. Unless only
8 few reports were available, or unless there was sub-
stantial dispersion among the figures reported, this
normally would not have any important effect on the
median.,

More difficulty was encountered in the preparation
of the averages based on aggregates of dollar figures.
Here, if complete reports were not available for all
firms, it was not possible to arrive at correct dollar
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aggregates or to compute correct percentages from the
dollar aggregates; and hence, speaking strictly, one
could not simply omit a firm's data for one item of
expense unless that fum's data for all items were
omitted. Toavoid ihis latter alternative in cases where
reports contained only minor, or a few, shortcomings,
one or the other of two practical expedicnts was adopted.

Where the omission, or lack of comparability, con-
cerned an item of small importance, or a relativdly small
chain {which, of course, would have small weight}, the
omission was overlocked, the dollar aggregate figure
was huilt up on the basis of all firms which did report,
and in computing the percentage the total dollar aggre-
gate thus arrived at was divided by the dollar sales for
all irms. In such cases, the dollar expensc and the
percentage expense for the item in question were under-
stated, but the understatement was deemed to be not
sctious. Such figures are indicated in the tables by
daggcers ({).

Where the figure omitted, or not comparable, was of
more importance, so that the procedure just described
would Jead to serious error not only in the figure for the
individual item but also in those for other items, such
as total expense or net profif, or where the dollar
amount involved was large, the Burcau prepared an
cstimated dollar figure for the chain which did not
report. Such estimates were hased on the figures
which were reported by the chain concerned, and also
upon the experiences of other similar chaing which
supplied complete information. They were employed
occasionally in the casc of interest, both the expense and
the offsetting credit, for chains which did not report
balance sheet data adequate for the computation of net
worth.

Classification of Expense. Ixpenses are classified on
the usual so-called ‘natural” basis as follows: salarics
and wages; tenancy cosis, including ameortization or
depreciation of major improvements; depreciation of
fixtures and cquipment; light, heat, water, power, and
refrigeration; transportation purchased; supplies; ad-
vertising; insurance; taxes; miscellancous expense; and
interest. Miscellancous expense includes communica-
tion, travelling, professional services, and unclassified
expense.

Suchaclassification indicates the type of expenditure
but does not indicate for what activity or functionof
the business the expenditure was incurred, Therefore,
for the firms reporting sufficiently detailed figures,
average percentages are presented, also, for expensecs
subdivided according to a roughly functional classifica-
tion into ‘store’ expense and ‘‘administrative, general,
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warehouse, and transportation’’ expensc. Several de-
tailed aspects of this classificationhave been described
in connection with the definition of salarics and wages,
and other aspects are evident from Table g, page zo.
It should be noted especially that all advertising ex-
pense, all taxes cxcept those on real estate and Federal
taxes on income, and transportation expense incurred
in moving goods from warehouses to stores are included
with central office or overhead expense; and that interest
is not included with either store expense or other ex-
pense, hut is placed in a category entirely separate.

For other groups of chains which reported in sufficient
detail, gross margin, store cxpense, and store profit
{before allocation of central office overhead) are given
for straight grocery stores, for the grocery sides of
combination stores, for straight procery stores and the
grocery sides of combination stores combined, and for
the meat sides of combination stores.

Disiribution of Expense. No definite rules werc laid
down for the distribution, or allocation, of expense
between the grocery and meat sides of combination
stores. It was felt that the divergence of practice
among chains was so great that such rules would have
involved substantial hardship and perhaps would have
discouraged firms from reporiing figures. The Bureau
indicated, however, that wherever possible expense
should be charged directly to the respective sides; that
tenancy, light, heat, water, power, and refrigeration
might be charged on a square foot basis; and that other
expenses might be allocated on the basis of sales.

Goal Figures. As is described in the body of this
report on pages ¢ and 43, the so-called “goal’ figures
presented for several groups of {ood chains are based on
the operations of the most profitable firms in each
group and are offered as standards of operating
efficiency. The name *‘goal’ has heen taken over from
the department storc field where it is well established.

Manufacturing and Wholesaling. Where therc were
any substantial sales at wholcsale to outsiders, whether
of goods manufactured by the chain or goods hought for
resale, all figures relating to these operations were ex-
cluded from the operating 'statement {except that any
net profit or loss from thers was carried to other income)
and listed separately on the balance sheet. Goods
transferred from a manufacturing department to the
chain were transierred at cost, the appropriate amm?
being included as purchases, This cost reflected expendf=
tures and charges for materials, labor, supples, deprecia-
tion, interest pald, interest at 69 on the equity in
inventory, plant, and equipment, and other items, hut
no profit.
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DRUG — WHOLESALE :

No. 50. Operating Expenses in the Wholesale Drug Business in 1924, ,...........0000000nnn. Crebianas . S0 cents
No. 46, Operating Expenses in the Whelesale Drug Business in 1923, . ... .civuvinriansiinvsanassssaras S0 centa

DRY GOODS — WHOLESALE (Southern)
No. 45. Operating Expenses in the Wholesale Dry Goods Business int_he Southin1923........0000c.40. S0 conts

GROCERY — RETAIL (See alzo CHAIN STORES) :

Opernting Expenscs in Retail Grocery Stores: 1924, No. 52; 1923, No, 41; 1919, No. 18........... ... 50 cents each
No. 13. Management Problems in Retail Grocery Stores (1918)........ et rrre et raren 50 cents
No. 5. Expenses in Operating Retail Grocery Stores (1914) ., ... .cvvenainerianscniruiernrnrnanreons.s 50 cents
No, 3. Operating Accounts for Retail Grocery Storea (revised edition — 1922)...........cvvirivcienean 50 cents

GROCERY — WHOLESALE (Ses afso CHAIN STORES)
No. 55. Cases on Merchandise Control in the Wholesale Grocery Business (1925).............. (In cloth) 50 cents
Operating Expenses in the Wholesale Grocery Businesa: 1923, No. 40; 1921, No, 30; 1919, No, 19..... 50 cents each
No. 14. Methods of Paying Salesmen, and Operating Expenses in the Wholesale Grocery Business in 1918. 50 cents

No. 9. Operating Expensea in the Wholesale Grocery Business {(1916), .. ............. trseirerinsaes. s 50 conta

No. 8. Operating Accounts for Wholesale Grocers (revised edition —1920). .. ... oo vieninennnns verees 50 cents
GROCERY - MANUFACTURERS .

No. 79. Marketing Expenses of Grocery Manufacturers for 1927 and 1928........... ..o iiinenians . $100

No. 77. Marketing Expenses of Grocery Manufacturers for 1927, .. .ov v iiinrinicansinririaneanssanss $1.00

No. 69. Marketing Expense Classification for Grocery Manufacturers (3928).............000 000 Merraierans $1.00
HARDWARE ~— RETAIL

No. 21, Operating Expenses in Retail Hardware Stores in 1919....... abererea Ceerriiaatiiesans Cranan 50 centa

© No, 11. Syatem of Operating Accounts for Hardware Retailers (1918) 50 cents
JEWELRY — RETAIL

No. 76, Operating Results of Retail Jewelry Stores for 1927........ r et ie e rareate e e, $1.00

No. 65. Operating Expenses of Retail Jewelry Storesin 1926, . ... . .00 0o iiiiiiiineiiiianreiaasnnans, « $1.00

Correaponding Bulletins for earlier years: No. 58, 1925; No, 54, 1924; No. 47, 1923; No. 38, 1922; No. 32, 19213

No. 27, 19205 0. 23, 1910, i uvenrroarsnrasacanserssanscionensisnsosassnnssassns 50 cents each

No. 15. Operating Accounts for Retail Jewelry Storea (1919). ........ccvivvunnt errieriaieseaaes . 50 cents |
LABOR .

No. 25. Labor Terminology (1921),....... weetesednsdentransrrranasensrrarerrnrnssasenss (0 loth) 50 cents
PAINT AND VARNISH — WHOLESALE

No. 66. Operating Expenses in the Wholesale Paint and Varnish Businessa in 1926........................ $1.00
No. 60. Preliminary Report on Operating Expenses in the Wholesale Paint and Varnish Business in 1925. 50 cen

PLUMBING AND HEATING SUPPLY — WHOLESALE

No. 72, Methods of Departmentizing Merchandise and Expense Figures for Plumbing and Heating Supply
Wholesalers (1928) . oo vviveneesneresnnnassaesssarssannas B Y RPN 3 O i1 ]
No. 71. Operating Expenses of Plumbing and Heating Supply Wholesalers in the Central States in 1927...... $1.00

PRIVATE SCHOOLS

No, 62. Operating Expenses of Private Schools for the Wear 1925-26..........00000iian svrearvessa 50 conta
PUBLIC UTILITIES

No. 68. Interstate Transmission of Power by Electric Light and Power Companies in 1926................ . $1.00
SHOE — RETAIL (See also CHAIN STORES)

No. 59, Cases on Merchandise Control in Women’s Shoe Departmsnts of Department Stores {1926)......... $1.00

Operating Expenses in Retail Shoe Stores: 1923, No. 43; 1922, No. 36; 1921, No. 31; 1919, No. 20..... 50 cents each

No, 10. Management Problems in Retail Shoe Stores (1913-1917) ... 0. ivniiiiniiiniiiiiiaiiinan, .. 50 cents

No. 7. System of Stock-keeping for Retail Shoe Stores {1922). ..., Cerennen 50 cents

No. 3. Operating Accounts for Retail Shoc Stores {revised edition —1917)......oovvinviiiiiniiiiina, 50 cents
SHOE - WHOLESALR .

No. 6, System of Accounts for Shoe Wholesalers (1916}, ... voovvvninannen, et tditenacarann 50 centa
STATIONERY AND OFFICE OUTFITTING — RETAIL

Ne. 80. Operating Results of Retail Stationers and Office Outfitterain 1928..........ccvviinny teeran $1.00

No. 67. Operating Expenses of Retail Stationers and Office Outfitters in 1926............... Ceraaeeearanes $1.00
TEXTILES (See also COT'TON) - -

No. 56, Distribution of Textiles (1926) ...+ cvcriiiranntiiininiaiainnin cersrassesssasarasee (Incloth) $1.00

WALL PAPER — WHOLESALE
No. 73. Operating Expensea of Wall Paper Whalesalers in 1927. .. .ovvvininiiiniiiniiiinaiiaes vavirenaas $L00



