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Foreword

The fresh fruit and vegetable industry has been one of the most dynamic in the
U.S. food system for the past quarter century. Approaching the Year 2000,
consumer demand for fresh fruits and vegetables is increasing, more sophisti-
cated retail, foodservice and wholesale management practices are producing
strong and expanding sales, and suppliers are responding with more flavorful
varieties, new technologies and overall increases in efficiency. Yet a consider-
able number of opportunities and challenges are the by-products of such dyna-
mism.

This report, prepared by the Food Industry Management Program at Cornell
University for the Produce Marketing Association, establishes a set of “bench-
mark” measures to assist produce industry executives in understanding these
opportunities and challenges. The measures have been developed through ex-
tensive interviewing and mail surveys with executives and organizations at vir-
tually all levels of the produce industry. Empirical results and perspectives are
presented in separate sections for retailers, foodservice operators, wholesalers,
grower/shippers and together in an integrative systemwide summary.

This report is intended to be the first in an annual series of “benchmark”
studies to be conducted each year by Cornell University’s Food Industry Man-
agement Program in cooperation with the Produce Marketing Association. We
hope you find it both provocative and useful in planning your company’s own
future. We welcome your comments.

Edward W. McLaughlin Bryan Silbermann

Professor of Marketing President

Cornell University Produce Marketing Association
ewm3ecornell.edu BSilbermannemail. pma.com
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SECTION 1

Dynamics of the Produce System

Introduction: Rationale for Systemwide Study

The fresh fruit and vegetable industry has been one of the most dynamic in the
U. S. food system for the past quarter century. As we approach the Year 2000,
consumer demand for fresh fruits and vegetables is increasing, more sophisti-
cated retail and wholesale management practices are producing strong and
expanding sales, and suppliers are responding with more flavorful varieties,
new technologies and overall increases in efficiency. What’s more, numerous
federal and state governmental agencies, academic institutions and national
health organizations have elevated the importance of the industry further with
formal endorsements of the need for increased produce availability and con-
sumption.

A considerable number of opportunities and challenges are the by-products
of such dynamism. The objective of this report is to assist in the identification
of these opportunities and challenges through analyses of the structure and
standard operating practices of produce industry practitioners in the latter part
of the 1990s. The basis of our analyses is a combination of (1) industry and
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governmental data with (2) comprehensive mail surveys and (3) formal inter-
views of produce industry members at virtually every stage of the produce
distribution system (see Figure 1.1).

The intermediate goal of these surveys is to develop a set of “benchmark”
measures that will assist produce industry managers in gauging where their
firms stand in comparison to their customers and their competitors. Moreover,
these benchmarks will examine operational changes, marketing preferences
and performance standards and will be tracked annually to capture directional
changes. Such information is essential in guiding firms in their strategic plan-
ning for the future.

The need for this information is especially keen during such a time of indus-
try growth and change. Although gaps exist in the data, using various federal
and industry sources, we are able to estimate the volumes of fresh fruits and
vegetables flowing through U.S. distribution channels. We know, for example,
that in 1992, U.S. farms produced approximately $15.6 billion of fruits and
vegetables (Table 1.1), slightly over one-third of which is utilized for the fresh
market according to the U.S. Department of Agriculture. Thus, when adding
approximately $4.5 billion worth of fresh fruit and vegetable imports and, ad-

TABLE 1.1

Farm Numbers and Values of U.S. Fruit and Vegetables, 1982-92

1982 1987 1992

Vegetables

Farms 68,725 60,753 61,924

Value ($ billion) 41 4.7 6.4
Fruit and Nuts

Farms 90,291 96,908 89,417

Value ($ billion) 59 71 9.2
Total (Fruit & Vegetable)

Farms 159,016 157,661 151,341

Value ($ billion) 10.0 1.8 15.6

Source: 7992 Census of Agriculture, U.S. Department of Commerce Bureau of the Census, 1994.

justing for packing and shipping costs, the total supply of fresh fruit and
vegetables in 1992 may have ranged from approximately $16-20 billion. After
subtracting $4.6 billion of exports, the total supply entering the U.S. distribu-
tion system was roughly $12-16 billion. Similarly, we can estimate the annual
value of total consumption of fresh fruit and vegetable sales to consumers in
the mid-1990s to range from approximately $85-100 billion including some
non-fresh “produce” and floral items (Figure 1.1).

However, the very substantial difference between the two, total supply and
total consumption, perhaps as much as $75 billion, represents the economic
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value added by the overall produce wholesaling system: produce packers, field
buyers, distributors, brokers, repackers, and various types of wholesalers
located both off and on terminal markets that service retail outlets and
foodservice establishments, and transportation. But where exactly this value is
added and by whom is not currently documented, and indeed the operating
practices and expectations of these sectors are not terribly well understood.
Although this may be considered the “black box” of the produce distribution
system, it is a vital part of the system and essential to its successful operation.

Consumer Demand

The growth in the fresh produce industry can be explained by both demand and
supply factors. On the demand side, consumers have been the primary engine
driving change. Current demographic trends favor fresh produce in at least two
ways. First, as the U.S. population ages, a significantly greater proportion of
consumers dare in older age segments, above 55 years old and above 65 years
old. Research consistently has shown that produce consumption increases con-
tinuously with age, presumably, as consumers become more concerned with
health and nutrition. Second, real income, adjusted for inflation, has generally
risen over the past 15 vears, both for households and for individuals (Table
1.2). Again, this trend generally advantages fresh food which is nearly always
more expensive than its processed counterpart.

TABLE 1.2

U.S. Disposable Personal Income 1980 to 1995

Per Per
Capita Household
1980 14,813 41,761
1985 16,597 Growth 45,612 Growth
+26.6% +19.4%
1930 17,941 48,042
1995 18,757 49,850

Source: U.S. Bureau of Census, Statistical Abstract of the U.S., 1995.

Furthermore, lifestyle trends and consumer shopping preferences appear to
place fresh fruits and vegetables in a prominent position. In its annual survey of
consumer attitudes and shopping practices, the Food Marketing Institute has
shown the growing importance of shopper preferences for produce. For example,
when asked what dietary changes consumers have made over the last year, nearly
twice as many consumers responded that they have attempted to eat more fruits
and vegetables than the second most frequent response (Figure 1.2).
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FIGURE 1.2

Consumer Dietary Changes, 1992-1996
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Source: FMI Trends in the U.S.: Consumer Attitudes and the Supermarket 1996, 1997

This has held true for at least the past five years consecutively. Furthermore,
in 1996, the interest expressed by consumers in fresh produce grew further.
And this attitude appears to shape supermarket store choice. When consumers
were asked to list the criteria most important to them in choosing a supermar-
ket, again, “high quality fruits and vegetables” has been at the top of the list of
reasons for six straight years (Figure 1.3).

FIGURE 1.3

Important Attributes in Choosing a Supermarket, 1992-1996

High quality fruits and vegetables
Clean, neat store

Courteous, friendly employees
Low Prices

Convenient Locations

96 96.5 97 975 98 98.5 99

percent 'very' or ‘somewhat’ important

Source: FMI Trends in the U.S.: Consumer Attitudes and the Supermarket 1996, 1997
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These demographic and lifestyle trends lead to quantifiable consumption in-
creases. Fresh fruit and vegetable consumption, on a per capita basis, has con-
tinued to grow for 25 consecutive years (Figure 1.4). This is all the more im-
pressive when considering the significant production swings that have occurred
during this same period of time.

FIGURE 1.4

Fresh Fruit and Vegetable Per Capita Consumption, 1970-1995
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Source: USDA, ERS, Vegetable Yearbook, 1970-1996, and Fruit and Nut Yearbook, 1970-1996.

Production and Marketing System Response

Fruits and vegetables are produced commercially on approximately 151,000
farms in the United States. In 1992, the most recent year for which census data
were available, these farms combined to produce $15.6 billion worth of fruits
and vegetables at the farm level (USDA 1994). Once past the farm gate, the
produce is bought, sold, stored, transported and otherwise handled by a large
variety of individuals and firms. Although identifying all the system players is
problematic, there may exist approximately 6,000 produce wholesalers, bro-
kers and distributors, perhaps as many as 300 supermarket chains and nearly
100 general grocery wholesale companies serving small, independent retail
stores. Most of these firms employ at least several produce professionals and
many employ several thousand. Finally, foodservice establishments exist in a
wide number of different formats, some small and quite fragmented and others,
sophisticated and with a global reach and influence. The number of outlets is in
the hundreds of thousands. Taken all together, it is likely that the total labor
force that is responsible for the production and marketing of fresh fruits and
vegetables figures over 1 million individuals.

All of these entities are affected by the changes in the consumer levels illus-
trated above. Consumer interest in fresh fruits and vegetables is perhaps easi-
est to demonstrate by examining some certain key retail trends.
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First, recent trade data now call into question the very name of the traditional
retail outlet for food, namely the “grocery” store, since beginning for the first
time in 1996, slightly over half (51%) of all sales in the contemporary super-
market are perishables (Table 1.3), not dry groceries. And fresh produce is a
growing part of these fresh foods.

TABLE 1.3

Supermarket Sales Distribution, 1996

Major

Department Sales (%)
Perishables 50.21%
Misc. grocery 9.51
Beverages 9.53
Non-edible grocery 9.12
Snacks 5.59
Entrees 5.07
Health and beauty care 4.01
General merchandise 3.94
Other 2.97
Total 100%

Source: Progressive Grocer, July 1997

In 1995, the most recent year for which data are available, the average store’s
produce department rang up approximately $5,000 more in produce sales than
in the prior year. And in independent research conducted among leading retail-
ers by Cornell University, produce sales are projected to continue to make up a
greater market share of retailers’ overall food sales at least through the year
2000 (Table 1.4). Moreover, department size grew from about 2,700 square
feet in 1994 to 2,800 in 1995, while over the same period of time, the number
of items carried was reported to have grown to nearly 300 from only 265.

Retailers have found produce shoppers to be among the most valuable in the
store. According to Progressive Grocer, average transaction size for fresh pro-
duce grew from $2.69 in 1994 to almost $3.00 in 1995 as spending by produce
shoppers outstripped the growth in spending for food overall. Further, among
shoppers who say that the produce department is extremely important in
selecting their supermarket, total weekly store spending is approximately 15
percent higher than for shoppers who say produce is not as important (Progres-
sive Grocer October 1996).

Retailers also like the way a positive produce image leads to greater spending
in other departments. In the “1996 Produce Annual Report” (Progressive Gro-
cer, October 1996), data show that shoppers who think that produce is impor-
tant shop significantly more often—over twice as often in a few cases—in the
other service departments than do shoppers who are less concerned with pro-
duce (Table 1.5). Naturally, when retailers have the opportunity to increase
sales in these high-margin departments, the whole store benefits.
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TABLE 1.4

I
Supermarket Sales Distribution: Past, Present and Future

1967" 1989 19942 2000°
% % % %

Meat 241 15.5 141 12.3
Dairy 111 6.2 6.0 6.1
Produce 7.6 91 10.0 12.7
Deli - 43 6.1 7.8
Bakery - 2.6 34 4.0
Seafood - 141 11 1.6
Frozen 4.3 5.4 5.3 5.5
Dry grocery 345 27.0 270 24.7
GM/HBC/other 18.9 28.8 27.0 25.2
Total 100% 100% 100% 100%

'Chain Store Age, 1968
2Supermarket Business, September 1990, 1994
3Cornell Food Executive Program projections, 1997

Indeed, “increasing sales” in their produce departments is exactly what re-
tailers did in 1996 according to Progressive Grocer’s 1997 Sales Manual. Fresh
produce outdistanced all other major categories in the supermarket in 1996 in

terms of dollar increases compared to the previous year (Progressive Grocer
1997).

Report Organization

After a brief presentation of the study methodology in the next section, the
remainder of this report is organized around the four industry surveys that
were conducted, one each of four distinct industry segments: grower/shippers,
wholesalers, foodservice operators and retailers. In each of these separate sec-
tions, survey results will be presented and analyzed. In the last section of the
report, “Systemwide Implications and Perspectives,” the separate section con-
clusions will be integrated and summarized for the produce system as a whole.
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TABLE 1.5

How Often Service Departments are Shopped

(% saying)

Service bakery
Shoppers saying produce
extremely important

Shoppers saying produce
not as important

Service deli
Shoppers saying produce
extremely important

Shoppers saying produce
not as important

Service fish
Shoppers saying produce
extremely important

Shoppers saying produce
not as important

Prepared foods
Shoppers saying produce
extremely important

Shoppers saying produce
not as important

Cheese shops
Shoppers saying produce
extremely important

Shoppers saying produce
not as important

Most of the time Occasionally Almost never
1994 1995 1994 1995 1994 1995
42% 36% 46% 50% | 12% 14%

1 32 43 59 16 9
36 38 41 44 23 18
32 23 42 47 26 30
21 22 33 37 46 41
13 14 29 30 58 56
15 16 42 39 43 45
8 8 46 53 46 39
18 26 47 34 | 35 40
28 5 44 38 28 57

Source: Progressive Grocer, October 1996
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SECTION 2

Study Goals, Methodology and
Respondent Profile

Goals

This study reports on a systemwide investigation of the U. S. fresh produce
industry. The study, envisioned to be on-going for a period of at least three to
five years, has two primary goals. First, the study proposes to establish a series
of marketing, operational and performance measures to be used for planning
and evaluation purposes for both private firm managers and public policy mak-
ers who interact with the produce industry. These benchmarks will be tracked
over time in order to develop an accurate picture of industry status, detect new
developments in the industry and to signal changes in industry direction and
operating practices. Benchmarks will be established for at least four distinct
components of the fresh produce industry: retailers, wholesaler/brokers,
foodservice operators and grower/shippers.

Second, each year, one specific area or theme will be identified for special in-
depth examination. This theme may be common to all industry members or it
may affect one particular segment more than another. In this, the inaugural
year of the project, the theme selected in conjunction with the PMA profes-
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sional staff and its Board of Directors, is “the changing role of the produce
wholesaling system.” Here, “wholesaling system” is interpreted very broadly to
include virtually all organizations and individuals who play a role in the fresh
produce distribution channels between the grower/shipper and the retailer:
terminal market operators, various types of produce distributors, brokers, field
buyers and importer/exporters. Results of the investigation into this little re-
searched area will be highlighted in the current report but covered in much
greater detail in a separate “in-depth” report.

Methodology

The method guiding this study has three principal components: (1) a review of
the relevant trade and academic literature on the fresh produce industry, (2) an
extensive national mail questionnaire, and (3) personal interviews with a large
number of industry practitioners.

A mail questionnaire was developed for each of four distinct industry seg-
ments: retailer, wholesaler/broker, foodservice operator and grower/shipper.
The questionnaires were developed in concert with a steering committee of
twelve produce executives selected with help of the professional staff of the
Produce Marketing Association to be representative of the many different fac-
ets of the fresh produce industry. Before mailing the surveys, each of the four
questionnaires was pre-tested with a number operators from each of the four
distinct industry segments and discussed with the Retail Board of Directors and
the Main Board of Directors of the PMA. The questionnaires varied in length
from four to approximately eight pages (interested readers are invited to con-
tact the authors regarding questionnaire format and detail).

The questionnaires were mailed to a total of 1600 produce executives. The
individuals and their mailing addresses were obtained from a variety of sources:
the Supermarket News: Retailers and Wholesalers (1996); various member-
ship lists of the PMA; and additional terminal market wholesalers from the
Green Book, a produce market information directory produced by the National
Association of Produce Market Managers; and Cornell’s own proprietary mail-
ing list of food industry companies. The design of the questionnaire as well as
the mailing procedures conformed to the Total Design Method (TDM) as estab-
lished by Dillman (1978).

The personal interviews had two objectives. First, through discussions with
the industry steering committee and visits to numerous produce operations,
efforts were made to ensure that the mail questionnaires solicited the types of
information that would be of optimal use and benefit for the industry. Second,
once the preliminary analyses of the survey results were conducted, interviews
were held with produce industry firms, particularly in the broad “wholesaling”
system, to assist with the interpretation of the findings as well as to allow for
industry reaction and perspective regarding the initial survey findings. Personal
visits were made to six major terminal markets from coast to coast and execu-
tives were interviewed from over forty produce companies. Although no at-
tempt was made to be random nor comprehensive in this primary data collec-
tion effort, the executives interviewed were selected for their representative-
ness, geographical dispersion and operational diversity (see profile below).
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Respondent Profile

The procedure described above produced a mailing to over 1600 produce ex-
ecutives. The first mailing of questionnaires was sent to these executives the
first week of May, 1997. Responses to the survey came in over approximately a
ten week period, with the distribution found in Appendix A.

In general, survey researchers are quite pleased with a response rate from
large executive-level mail surveys of between 15 to 20 percent. In this particu-
lar survey, 33 percent of all questionnaires had been returned by July 25, for a
total of 541 usable surveys. This is more primary data collected on the opera-
tions and performance of the fresh produce industry than at any time since the
major U. S. produce wholesaling study, commissioned by the U. S. Department
of Agriculture nearly forty years ago (USDA 1964).

If we examine the response rate by industry sector, a considerable variance is
observed according to sector (Table 2.1). Over half (255) of all responses came
from grower/shipper organizations and their collective response rate was an
impressive 44 percent. Further, although only 23 responses were received from
foodservice operations, over S0 percent of all foodservice operators responded,
indicating a considerable interest from this sector in this type of industry re-
search.

TABLE 2.1

I
FreshTrack Survey Response by Sector

Sent Received Response Rate
Grower/shippers 577 255 44%
Wholesalers 821 205 25%
Retailers 201 58 29%
Foodservice operators © 45 23 51%
Total 1,644 541 33%

Most importantly, this sample of respondents can be counted to be “represen-
tative” of the major segments of the produce industry as a whole: grower/
shippers, wholesalers, retailers and foodservice operators. Along all the most
critical dimensions—firm size, firm classification, and geographical dispersion—
this sample is typical of what one would expect of the average produce industry
firm in each of these industry segments. The geographical representation of
our sample, for example, includes firms from each industry segment from East
coast to West coast, from North to South and in the approximate density that
they are found in the industry itself (Table 2.2). In general, the only area where
our sample diverts from an industry “average” is in sales size: respondents to
our survey tended to be biased toward a slightly larger size for nearly all indus-
try segments than would be expected from an industry average. This is not
surprising, given the greater interest on the parts of larger, perhaps more so-
phisticated firms, in this type of market research compared to their smaller
counterparts.
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The approximate dispersion of produce firms across the United States for
produce brokers, wholesalers and shippers respectively can be found in Appen-
dix B. These figures have been compiled from the most recent data as calcu-
lated from the Blue Book. The same data are not displayed for retailers or
foodservice operators since the headquarters locations for these businesses are
often less relevant than the actual location of their stores/restaurants.

More detail on the respondent profile for each of the individual industry
segments is provided in the appropriate section below.

TABLE 2.2

__________________________mm
Survey Response by Location, by Industry Segment

Segment East Midwest West Other Total
Grower/shippers 63 32 152 8 255
Wholesalers 84 50 61 10 205
Retailers 18 24 10 6 58
Foodservice operators 9 7 7 0 23

Total 174 113 230 24 541
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Retail Benchmarks: Empirical Results
and Perspectives

This section reports on the retail segment of the empirical component of this
comprehensive produce industry research study. The overarching goal of this
retailer focused survey is to build a foundation of benchmark indicators for the
procurement, distribution and marketing functions for retail supermarket pro-
duce departments.

Profile of Respondents

Fifty-eight retail companies responded to the survey representing $179.58 bil-
lion in annual company sales. Combined, these companies report annual pro-
duce sales of $7.6 billion. The companies participating in the survey represent
a vast array of formats, sizes and, perhaps most importantly, produce depart-
ment strategies and profiles. The majority of respondents could be character-
ized as “mainstream” supermarket companies with “traditional” produce de-
partments. Indeed, many of the largest and best known supermarket compa-
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nies are included in our analysis. However, particularly within the small firm
size category (annual company sales of less than $300 million), more special-
ized “fresh” formats are evident. These specialized firms will be discussed in
greater detail below,

Throughout this section survey results will be portrayed in several ways. In all
cases, the mean results will be displayed. In selected cases, the results will be
represented by firm size. That is, the firms participating in the study will be
divided by annual company sales into one of three categories: less than $300
million (<$300M), between $300 million and $1.5 billion ($300M - $1.5B) and
over $1.5 billion (>$1.5B) in annual company sales.

Produce Department Profile

Financial Profile

On average, a supermarket company’s produce departments generate $149.1 mil-
lion in annual sales, however, produce departments in large firms more than double
that figure reaching, on average, $342.1 million in annual sales (Figure 3.1).

FIGURE 3.1

3
Annual Supermarket Produce Sales, by Firm Size
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For the average firm participating in the study, the produce department rep-
resents 7.2 percent of company sales, however, this number almost doubles for
small firms which boast 13.3 percent of company sales generated from pro-
duce (Figure 3.2). Mid-size companies produce departments average 8.1 per-
cent of company sales while those firms with annual sales greater than
$1.5 billion indicate 7 percent of company sales are derived from the produce
department.

An earlier study conducted by McLaughlin and Perosio (1994), which fo-
cused on supermarket fresh fruit and vegetable procurement dynamics, re-
ported, on average, in 1990, produce sales represented 9.2 percent of com-
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FIGURE 3.2

Produce Sales as a Percent of Company Sales, by Firm Size
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pany sales. Further, these same executives in 1994 estimated that produce
sales would reach 9.8 percent of sales by 1996 and by 2000 hit almost 12
percent of company sales.

It appears that these earlier projections may have been optimistic, as current
figures fall somewhat short. However, the sample in the current study is broader
in at least two ways. First, it appears that the small firms sell relatively greater
proportions of fresh produce due to the presence of a number of “fresh-ori-
ented” stores who act like green grocers. Second, the very largest group (> $1.5
billion) includes certain supercenter formats with very large sales of general
merchandise compared to supermarkets.

The produce department is very profitable for the supermarket. On average,
produce’s share of company profits is 17.2 percent (Figure 3.3). This is more
than twice the level of produce’s retail sale share. It would thus appear that

FIGURE 3.3

Produce Department Share of Company Profits, by Firm Size
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additional produce sales would make a substantially positive contribution to
company profits. For small firms, the revenue generated in the produce depart-
ment represents almost one-quarter of overall company profits. In fact, for sev-
eral small companies produce sales represent well over 50 percent of company
profits. This phenomenon may be explained in two ways. First, because smaller
firms may not have as many ancillary departments such as specialty cheese and
general merchandise, only the “traditional” departments (e.g. grocery, produce,
dairy, deli, meat) represent the total store when determining profitability. Sec-
ond, several of these smaller firms appear to be strategically positioning them-
selves as “fresh” stores, boasting abundant produce and other perishable items
while limiting dry grocery items to only staples and specialty items.

Once again, smaller firms lead the way when evaluating produce’s share of
total store transactions, as 25.9 percent of all store transactions contain pro-
duce (Figure 3.4). However, some “fresh” firms report triple the average num-
ber of transactions containing produce. Mid-size firms have the smallest per-
centage of produce transactions (14.3%), while large firms fall in the middle,
with 23 percent of all transactions containing produce items.

FIGURE 3.4

Produce Department Share of Transactions, by Firm Size
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The average gross margin for all firms participating in the study is 32.4 per-
cent (Figure 3.5). As would be expected the range varies considerably for retail
supermarkets from a low of 18 percent to a high of 43 percent. Large firms
reported, on average, the highest gross margin at 33.5 percent while mid-size
firms indicated the lowest at 30.6 percent.

Department Size and Composition

Produce executives report the average size of their produce departments is
3,005 square feet (Figure 3.6). Firms with annual sales in excess of $1.5 billion
report the largest departments of 3,166 square feet while small firms, on aver-
age, have the smallest departments (2,602 sq. ft.). In 1994, McLaughlin and
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FIGURE 3.5

Produce Department Gross Margin, by Firm Size
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Perosio reported the average size produce department was 3,087, remarkably
close to current estimates. Thus it appears, at least with this large sample, that

the produce department size has not substantially changed in the past three
years.

FIGURE 3.6

Produce Department Size, by Firm Size
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Of course, the vast majority (91%) of the produce department consists of
fresh produce items (Figure 3.7). Small firms’ produce departments report
fewer fresh items as a percent of the total department (86.9%), while mid-size
firms report the highest percentage of fresh items (93%). These estimates are
in keeping with earlier estimates. McLaughlin and Perosio (1994) reported that
83.7 percent of the produce department consisted of fresh items in 1990 and
projected that, by the vear 2000, 94.9 percent of items in the produce depart-
ment would be fresh items.
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FIGURE 3.7

Fresh and Non-Fresh Items in the Produce Department, by Firm Size
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Recent trends have brought increasing variety and selection to the produce
department. Much of this produce department excitement and growth can be
attributed to the explosion in popularity of prepacked salads and other fresh
convenience items. Participating firms report that on average, 14.3 percent of
department sales are generated from certain non-traditional categories: 8.8
percent of produce department sales are from prepacked salads, 3.6 percent
from fresh cut fruit, 1.7 percent from organics and less than 1 percent from
fresh squeezed juices (Figure 3.8).

FIGURE 3.8
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Produce executives from small firms, on average, report having the greatest
percentage of sales from these non-traditional items with almost 11 percent of
sales from prepacked salads, 5.9 percent from fresh cut fruits, 3.1 percent from
organics and again, less than 1 percent from fresh squeezed juices. Perhaps this
is a reflection of the small firms’ ability to innovate, their willingness to estab-
lish partnerships with local suppliers and finally their success in responding to
local shopper preferences.
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Equipment in Produce Departments

Produce departments are typically furnished with a variety of equipment. Firm
size does not appear to be an indicator of the type of equipment a supermarket
produce department may possess. On average, produce executives reported
virtually 100 percent of their stores have refrigerated cases, while 92 percent
have dry tables, 73 percent have shrink wrappers and misters. Sixty-nine per-
cent of stores have random weight scales tied to scanners while two-thirds (66.1%)
have wet tables. Slightly over half (51.4%) of all stores have pineapple corers
and only 21.0 percent have juicers.

Private Labels, Brands and Commodities

Retailer controlled private label products, although gaining in popularity in the
grocery department of many supermarkets, appear to be lagging behind in the
produce department. In the dry grocery department, slightly over 14 percent of
all sales are in private label brands. On average, just 6.4 percent of produce
department sales originate from a retailer private label (Figure 3.9). Large
firms, who by the very nature of their size and buying power, are able to de-

FIGURE 3.9

Wholesale and Retail Controlled Produce Labeling, by Firm Size
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velop private label programs for produce, generate the greatest proportion of
private label produce sales. Executives from these firms report posting over 8
percent of produce sales from their own proprietary label. The range in sales
for retailer private label, however, varies greatly within these large firms. Some
firms report fully 100 percent of their produce is sold under private label while
others sell no produce at all under their own private label.

In contrast, small firm buyers report only 1.6 percent of sales originate from
a private label. Typically, these small firms do not have the buying power nor
the personnel to develop proprietary private label programs and therefore,
depend more heavily on their wholesaler to fulfill these needs.

Small and mid-size firms, which are often supplied by either a produce and/
or full-line grocery wholesaler, report the highest usage of wholesaler labeled
produce products (23.4% and 25.6% respectively).
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Produce Packaging

Almost three quarters (72.3%) of retail produce is sold in bulk, that is, the
shopper can personally select the quantity and quality desired (Figure 3.10).
Small and mid-size produce executives alike report that 80 percent of their
produce is sold in bulk. This number drops considerably for large firms, as just
over 70 percent of produce is sold bulk.

The mix of “packaged” produce items, however, may differ between firms.
For example, conventional packaging, that is, bundling six peaches under cello-
phane may constitute more of the mix than say prepackaged salads for some
conventional firms or, for those firms, where refrigerated cases are at a mini-
mum.

FIGURE 3.10

Supermarket Packaging: Bulk vs. Packaged, by Firm Size
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Price Coding Produce

In the past, there has been little industry-wide agreement in price coding proce-
dures for produce. McLaughlin and Perosio observed little consistency in 1994,
reporting that 50 percent of produce retailers used chain specific PLU (price
look up) codes while the remainder relied first on UPC codes (29%) and sec-
ond on industry specific PLU codes (10%). McLaughlin and Perosio went on to
comment, “Perhaps, surprisingly, the future does not promise any industry-
wide move towards uniformity. In fact, the situation in a way becomes more
fragmented as respondents project an approximately equal usage of each check-
out procedure for the near future.”

While the retailer projections in the 1994 report for the future were looking
toward 1996, today, it appears that the industry is, in fact, moving towards a
more uniform price coding system. Although the large firms are leading the
way, small and mid-size firms are close behind moving toward industry-wide
agreement on a uniform price coding system. Produce executives from all firms
report a clear preference for Produce Electronic Identification Board Price Look
Up (PEIB PLU) coding (47.8%) (Figure 3.11). UPC coding is still popular with
39.1 percent of firms reporting using this type of produce coding. Comparisons
between the two studies are illustrated in Figure 3.12.
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FIGURE 3.11

Supermarket Methods of Produce Coding, by Firm Size
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FIGURE 3.12

Supermarket Produce Price Coding: Past and Present
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Produce Department Management

New Product Additions and Deletions

There continues to be a surge of new produce product introductions into the
produce department. On average, for all firms in 1996, 34.2 new fresh products
(58%) were added while 24.4 non-fresh (42%) products were added for a total
of 58.6 new product additions (Figure 3.13). This new product addition rate far
exceeds that reported by McLaughlin and Perosio in 1994. At that time produce
executives added only 26.5 new items, 19.3 (73%) fresh and 7.2 (27%) non-
fresh.
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FIGURE 3.13

Supermarket Produce Product Additions, by Firm Size
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This figure varies considerably between large and small firms. Produce execu-
tives from large firms report adding 40.3 fresh (57%) and 30.6 non-fresh (43%)
produce items for a total of 70.9 new items in the produce department for
1996. These results represent an almost three-fold increase in new produce
additions over estimates made in the McLaughlin and Perosio study which re-
ported an addition of 26.1 items in 1994 of which 22 (84%) were fresh and 4.1
(16%) were non-fresh.

In contrast, small firms are adding far fewer items than their large firm coun-
terparts. Executives from small firms report adding only 39.3 items; 22.6 (57%)
fresh and 16.7 (43%) non-fresh. These current figures once again exceed ear-
lier estimates reported by McLaughlin and Perosio (1994). They reported that
small firms added 31.2 new items; 20 fresh (64%) and 11.2 (36%) non-fresh.

It is interesting to note, for both large and small firms, that in addition to the
number of new product additions in 1996 far exceeding those from the earlier
McLaughlin and Perosio study (58.6 vs. 26.5), the proportion of fresh to non-
fresh produce items added has shifted considerably. The earlier study reported
that for all firms, 73 percent of new produce department additions were fresh
products. Today, however, only 58 percent of new produce additions are fresh
items.

Typically, as new products are added, others are deleted. On average, for all
firms, 9.2 fresh (41%) and 13.4 non-fresh (59%) produce products were de-
leted for a total of 22.6 produce deletions (Figure 3.14). This deletion rate is
significantly higher than the McLaughlin and Perosio estimates of three vears
ago where, on average, all firms reported deleting a total of only 14 items; 3.3
fresh (24%) and 10.7 non-fresh (76%).

Small firm executives report deleting the fewest number of produce items;
5.2 fresh (31%) and 11.6 non-fresh (69%) for a total of 16.8 deletions
(Figure 3.14). Mid-size and large firms were quite similar in total deletion num-
bers, however the mix of fresh and non-fresh varied. Large firm executives
deleted 9.3 fresh (37%) and 15 non-fresh items (63%) for a total of 24.3 item
deletions while mid-size firms deleted 12.1 fresh (48%) and 13.1 non-fresh (52%)
for a total of 25.2 deletions.
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FIGURE 3.14

Supermarket Produce Product Deletions, by Firm Size
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Again, when comparing product deletions between the two studies, marked
differences emerge. It appears that today, produce executives are becoming
more aggressive in “weeding” out non-performing products, deleting an average
22.6 products in 1996. However, McLaughlin and Perosio reported over three-
quarters of product deletions in 1994 were traced to non-fresh products. In
contrast, today, only 59 percent of deletions are non-fresh items.

The net effect for all firms, of produce additions and deletions is a net gain of
36 products; 25 fresh (69%) and 11 non-fresh (31%) (Figure 3.15). Although
the proportion of fresh to non-fresh is not as heavily skewed toward fresh as it
was in the 1994 study, still, fresh products are being accepted at twice the rate
of non-fresh items in the produce department.

FIGURE 3.15
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Frequency of Supplier-Retailer Partnerships

Produce retailers were asked, “How many partnerships with fresh produce sup-
pliers do you currently have, and intend to have in the future (2002)?” On
average, these retailers report having 8.6 supplier-retailer partnerships  (Fig-
ure 3.16). Large firms lead the way with over 16 partnerships while small firms
report only 3.4 partnerships.

Although partnerships are at a relatively low threshold now, the number of
supplier-retailer partnerships are expected to swell dramatically over the next
five years. For every firm size the number of partnerships is expected to grow
by at least 100 percent. Again, large firms are leading the charge, as they ex-
pect to have 35.7 partnerships in five years compared to the all firm average of
18.7.

FIGURE 3.16

Supplier-Retailer Partnerships, by Firm Size

40
35 -
30 annual company sales
L 25 H <$300M
}é 20 B s300Mm-$1.58
2 15

@ >5158

10 All

1997 2002

Current and Future Status of Electronic Data Interchange

The use of Electronic Data Interchange (EDI) is becoming increasingly preva-
lent within the supermarket industry. EDI can be defined as “the use of elec-
tronic technology to exchange data with suppliers for purchasing, invoicing,
inventory control, forecasts, and/or deliveries.” Produce executives were asked
two related questions regarding their current and expected use of EDI in the
produce department. First, they were asked “With what percent of your fresh
produce suppliers do you currently use and expect to use EDI?” On average,
for all firms, produce executives are currently using EDI with 14.7 percent of
their suppliers (Figure 3.17). Large and mid-size firms are remarkably similar;
reporting 16.9 and 16.7 percent respectively. Small firms lag behind their larger
firm counterparts as executives from these firms report using EDI with only
10.8 percent of suppliers.

In all cases, the use of EDI is expected to increase dramatically in just five
years. By the year 2002, on average, the firms in this study expect to use EDI
with 46.0 percent of their suppliers, more than doubling 1997 figures. (Figure
3.17). Once again, large firms report the greatest use and percentage increase
in the use of EDI by 2002, jumping from just 16.7 percent of their suppliers to
57.2 percent.



FRESHTRACK 1997 o> 27

FIGURE 3.17

Supermarket Produce Department Use of EDI, by Firm Size
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The use of EDI may, however, mean different things to different retailers. For
many small retailers who are serviced by a full service wholesaler, EDI simply
refers to the electronic interchange of data between the retail store and their
wholesaler. Yet, for most large chains with internal produce buying capabilities,
EDI refers to the exchange of data between themselves and grower/shippers or
other produce suppliers.

The commitment to EDI varies considerably from firm to firm. Some compa-
nies have committed to becoming 100 percent EDI capable within a very short
time. Their suppliers must either comply or face the prospect of losing impor-
tant customers. Other firms, with strong “local” or “homegrown” programs,
cater to small and/or niche growers. Although these growers may never have
EDI capability, certain produce buyers report having made a quality commit-
ment rather than a technology commitment. Essentially, the question of EDI
use is one of “high tech” vs. “high taste,” a balancing act to be sure. However,
there does appear to be a middle road. One firm interviewed which is firmly
committed to EDI has established an EDI training program for its suppliers.
They boast that within a short six to eight week period, any supplier can enter
the high tech world of EDI.

Produce executives were also asked “what percent of your volume is repre-
sented by EDI?” On average, for all firms, 21.2 percent of their volume is trans-
acted using EDI (Figure 3.18). Remarkably, for all firm sizes, this figure varies
very little. Once again, retailers expect this figure to increase significantly by
2002. Sixty-two percent of all produce transactions are expected to be made
using EDI in just five years, a threefold increase over current volume levels.
Mid-size firms expect to experience the most dramatic increase, jumping from
22.9 percent to 75.4 percent of produce volume by 2002.

It is interesting to note however, that, despite these very optimistic projec-
tions for EDI, that 39 percent of small firms currently do not use EDI at all, and
do not expect to use it in the future.

These EDI projections appear to be consistent with a recent Cornell study
conducted by McLaughlin, Perosio and Park (1997) which also reported that
dramatic growth is expected in the use of EDI in the drug, mass and food
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FIGURE 3.18

Percentage of Retail Produce Sales Transacted via EDI, by Firm Size
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channels of trade. However, currently and in the future, EDI use is considerably
greater on the grocery side of the food business. The authors reported that
currently in the grocery industry, 54 percent of all volume was EDI transacted
and by 2000 this is expected to increase to 88 percent.

Cross Merchandising Produce

Many firms use extensive cross merchandising strategies to boost sales. Pro-
duce executives were asked how often other departments cross merchandise in
the produce department as well as how often produce was cross-merchandised
in other departments. The most frequent type of cross merchandising occurs
when grocery items are placed in the produce department. This typically oc-
curs between once and twice per month (Figure 3.19). In general, small firms
do the most extensive cross merchandising; placing grocery in produce, other
perishables in the produce department as well as placing produce items in
other departments. Small firm retailers report conducting each of these cross-
merchandising activities at least once a month.

FIGURE 3.19
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One indication of the profitability and extent of cross-merchandising of pro-
duce is the percent of produce sales from produce items sold in other depart-
ments. For the firms participating in this study, only 1.2 percent of produce
sales are from produce items cross-merchandised and sold through other de-
partments (Figure 3.20). Large firms have the highest sales level at 1.9 percent
while mid-size firms report the least at 0.5 percent of produce sales. However,
despite this rather weak showing, several respondent firms report sales per-
centages of 10-15 percent; an impressive testimony to the potential of cross-
merchandising produce in other departments.

FIGURE 3.20
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Pricing Strategies

There are a number of strategies produce executives execute when establishing
price setting techniques for the produce department. For all firms, on average,
the most commonly used technique is “price based on local competition” (Fig-
ure 3.21). “Fixed % mark-up” and “loss leader” are also commonly used tech-
niques.

FIGURE 3.21

Retail Produce Pricing Strategies, by Firm Size
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For all firm sizes, “price based on local competition” ranks either first or
second as a favored price setting technique. Both large and mid-size firms rank
“loss leaders” as second while small firms primarily use a “fixed % mark-up”
followed by “price based on local competition.”

These findings are consistent with earlier figures reported by McLaughlin and
Perosio (1994) who also found “price based on local competition” to be the
predominant price setting technique while “loss leader” was ranked second.

Response to Sales Promotions

Retail produce executives were asked to indicate their normal expectations
regarding the power of various combinations of pricing and merchandising tech-
niques on department sales. The greatest sales increase (93% increase) occurs
in response to a 25 percent price reduction combined with a demonstration
and/or sampling (Table 3.1). Under an identical price reduction (25%), a nearly
similar sales response (89% increase) is achieved with a major ad.

TABLE 3.1

|
Supermarket Buyer Perceptions of Sale Impacts of Selected Price/
Promotion Combinations

Promotion Activity Regular Price 25% Price Reduction

All Sales Sales All Sales Sales

Firms <$300M >%$1.58 Firms <$300M >$1.5B

No promotion 100 100 100 131 133 137
Minor ad 105 103 106 150 138 166
50%> shelf space 113 123 1M1 167 141 199
Retail coupon 106 108 105 134 124 142
In-Store demo 116 115 120 193 152 247
Major ad 112 107 111 189 182 210
AVERAGE 109 109 109 161 145 184

Produce executives from large retail firms report experiencing the greatest
sales response to every promotional strategy when combined with a 25 percent
price reduction (Table 3.1). On average, for these large firms, an 84 percent
increase in sales is achieved when accompanied by a 25 percent price reduc-
tion. However, sales volume can more than double when the price reduction is
used in conjunction with either an in-store demonstration or a major ad.

Perhaps, most interesting, is the sales response to various promotional tech-
niques when there is no price reduction. By simply increasing shelf space by
50 percent, produce executives reported a 13 percent increase in sales (Table
3.1). A slightly higher sales response (16%) occurs in response to an in-store
demonstration. Surprisingly, there is very little effect of firm size on the effect
of a promotion on a non-price reduced item in the produce department. On
average, for all firms, a promoted item selling at full price will achieve a
9 percent increase in sales.
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Terms of Trade

Produce purchases may be transacted in a variety of ways: f.o.b. (free on board),
delivered sale, price-after-sale, and via broker are common terms of sale. In an
f.o.b. sale, the legal responsibility of the shipper generally ends upon placing
the product in the truck or rail car in suitable shipping condition. The buyer
then becomes responsible for all subsequent marketing charges.

A delivered sale is an agreement which normally involves extending the
shipper’s responsibility for both merchandise and transportation charges to the
wholesale-retail delivery dock. “Price-after-sale” refers to deferring actual price
establishment until after the negotiation of the sale generally at the wholesale
level.

In general, brokers act as an agent for either a buyer or seller and occasion-
ally for both. Brokers do not fundamentally alter the two basic types of sales,
f.o.b. and delivered, they merely act as facilitators and add another element to
the pricing process. This element, the brokerage, is typically calculated either
as a percentage of selling price, or more commonly, on the basis of fixed rates
per unit.

Produce retailers report, on average, similar usage between f.0.b and deliv-
ered sale (42.5% and 41.4% of purchases, Figure 3.22.) Sales transacted via
brokers average just 13.4 percent of produce purchases for all firms. Price-
after-sale, represents less than 1 percent of produce purchases for retailers.

FIGURE 3.22

Retailer Terms of Trade, by Firm Size
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Terms of trade differ considerably according to firm size. Large firms pur-
chase the majority (63%) of their produce via f.o.b transactions, 23.8 percent
via delivered sale and 12.3 percent via broker (Figure 3.22). This pattern of
trade reflects the purchasing preferences of large firm produce buyers for buy-
ing directly from grower/shippers who often prefer to sell via a f.o.b. transac-
tion.

Mid-size firms use f.o.b. and delivered sale almost equally (35.6% f.0.b. and
43.4% delivered sale, Figure 3.22). These mid-size firms report usage of a bro-
ker more often than other firm sizes, transacting 19.4 percent of transactions
via a broker.
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Almost two-thirds (63%) of produce purchases at small firms are priced via
delivered sale. This is not surprising, since, typically, these small firms pur-
chase the majority of their store’s inventory through a wholesaler (either full
line and/or produce) who typically sells via terms of delivered sale. Twenty
percent of purchases are f.0.b. while 8.5 percent are transacted via a broker.

Contract Pricing

In the past, formal buyer-seller contracts seldom existed in the fresh fruit
and vegetable system. In order to determine the extent of contract pricing
today, produce retailers were asked to estimate the approximate percentage of
their produce purchases which are contracted with suppliers. Although con-
tract pricing is still not prevalent, 45 percent of firms indicated that more than
11 percent of their produce is contracted, while an equal percent of firms
(45%) indicated that between 1 and 10 percent of their purchases are under
contract (Figure 3.23).

FIGURE 3.23

Retailer Use of Contract Pricing, by Firm Size
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Produce retailers from large tirms tend to use forms of contract pricing more
frequently than retailers from smaller firms. Fifty-eight percent of these execu-
tives report using contract pricing for at least 11 percent of their produce pur-
chases. This increased usage may be attributed to several factors. Because these
large firms tend to have their own headquarters and possibly field buyers, they
may simply have better buying knowledge and greater trust levels with their
supplier partners. It should also be noted that, since large retailers report the
greatest number of supplier partnerships (Figure 3.15), in all likelihood, they
would be expected to have the relationships in place which would facilitate
increased usage of contracts.
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Supply and the Buying Process

Source of Produce

Produce is typically purchased via five major sources: grower/shipper, full-line
or produce wholesaler, via broker or imported. Survey respondents indicated
that 65.7 percent of all produce was shipped directly from the production area
to supermarket buyers, whether the transaction was actually consummated by
a shipper’s sales agent or a broker (Figure 3.24). Slightly over thirty percent of
produce is purchased through a wholesaler: 15.8 percent from a full-line whole-
saler and 14.4 percent from a produce wholesaler.

FIGURE 3.24

Source of Supermarket Produce, by Firm Size
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Interestingly, despite the relatively greater number of terminal markets on
the East Coast and the prevalence of grower/shippers on the West Coast, the
origin of produce purchases does not differ markedly for East Coast versus
West Coast supermarket firms (Table 3.2).

TABLE 3.2

|
Source of Supermarket Produce: East Coast vs. West Coast

Firm Type Grower Produce Full-Line

/Shipper Wholesaler Wholesaler Broker Other
East Coast 40.8 14.9 17.7 234 3.2
West Coast 42.9 12.9 10.5 28.7 5.0

All Firms 413 14.6 15.8 24.6 3.6
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The preferences of large retailers for direct purchases from grower/shippers
is evident as 71 percent of their produce is purchased direct (Figure 3.24). In
fact, the value of all produce purchased by large retailers “directly from the
shipping point,” without physically moving through a wholesale facility (even
though the sale may be facilitated by a broker), is about 92 percent of a large
firm’s produce purchases. This is in stark contrast to other firm sizes, which,
rely heavily on wholesalers to fulfill their produce needs. Small firm buyers
purchase a mere 10.3 percent directly from the grower shipper and 64 percent
from either a full line or produce wholesaler. Small firms are also likely to
retain a broker for securing their produce needs as 24.6 percent of their pro-
duce purchases are negotiated via a brokered sale.

In 1994, McLaughlin and Perosio documented a declining trend in the use of
terminal markets (20% of total purchases), while, at the same time, a steady
increase in buying direct (80% of total produce purchases), particularly on the
part of large firms. At that time, they concluded sales via brokers were “remark-
ably” stable — 27 percent of produce sales on average for all firms.

It appears that just three vears latter, the function of direct buying either via
a broker or direct from a grower/shipper, has declined slightly for many firm
types. Today produce buyers report 65.7 percent of produce is purchased di-
rect, a decline of just under 15 percent.

Supplier Relationships

Traditionally produce buyers have placed produce orders over the phone. With
the explosion of technology in the past decade, electronic ordering is possible
via EDI, fax and e-mail. Produce retailers were asked to estimate what percent
of their purchases were made by each of the following methods: phone, fax, e-
mail and EDI. Despite the availability of these various forms of technology, still,
60 percent of orders are initiated using the telephone (Figure 3.25). EDI is
used for 19.8 percent of orders, fax is used for 14.4 percent while e-mail is used
to order just under 6 percent of produce.

FIGURE 3.25

Retailer Method of Ordering Produce, by Firm Size
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The use of EDI for ordering produce appears to take on different forms for
different firm sizes. During personal interviews with executives from large firms,
they acknowledged that the bulk of their initial order creation is still done on
the phone, perhaps 90 percent-95 percent of the time, whereas, EDI and fax
are more commonly used for order confirmation.

Small firm executives use the telephone 80 percent of the time for placing
orders. These executive rarely use either fax or e-mail and report using EDI
18.8 percent of the time (Figure 3.25).

Large firm executives report using EDI for 16 percent of their produce pur-
chases, and mid-size executives report using EDI for over one-quarter of pur-
chases (Figure 3.25).

In contrast, several produce executives from small firms indicate they order
virtually 100 percent of their produce via EDI. When questioned about this
practice, it appears that these wholesaler-supplied retailers are electronically
tied to their full-line wholesaler and use this EDI transmission capability to
order produce directly.

Number of Suppliers and SKUs

Supermarkets obtain their produce from a number of sources: direct from a
grower/shipper, through a full-line or produce wholesaler, or via a broker. In
addition to these typically “national” produce sources, increasingly, supermar-
ket produce buyers are searching for “local” sources of produce. For the pur-
pose of this study, local produce is defined as produce from regions other than
the major growing areas and which are in close proximity to the supermarket or
wholesaler headquarters.

The number of produce suppliers varies considerably according to firm size.
While the average for all firms is 178.5 suppliers (82.8 local, 95.7 national),
large firm produce buyers report using 355 produce suppliers; 181 local and
173 national (Figure 3.26). Small and mid-size firms report using considerably
fewer suppliers, 46.4 for firms with sales less than $300 million and 73.1 sup-
pliers for mid-size firms.

FIGURE 3.26

Supermarket Produce Suppliers: National and Local, by Firm Size
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Since large firms typically have their own produce buying departments, with
headquarter and perhaps field buyers, they have greater access to a multitude
of suppliers, typically grower/shippers, who individually may only supply a very
small percentage of a large firms needs. Therefore, the expanded number of
suppliers seems appropriate and necessary in order for large firm produce buy-
ers to satisfy their year-round produce needs.

In contrast, small and mid-size firms practice more “one-stop shopping” for
their produce needs. These firms often purchase the vast majority of their
produce from either a grocery wholesaler, or, in some cases, broad line pro-
duce wholesalers who stock virtually all the produce a retail store would nor-
mally stock. Therefore, the total number of suppliers necessary to supply their
needs is minimized.

The use of local suppliers varies considerably between large firms and all
other size firms. Over half of the suppliers used by large firm produce buyers
are local, again, perhaps an indication of the extent of the buyers interest and
commitment to locally produced produce.

SKUs in the Produce Department

Produce buyers were asked to estimate the number of produce SKUs carried in
their warehouse. On average, buyers report carrying 84.3 local SKUs and 422.9
other SKUs for a total of 507.2 (Figure 3.27). This number varies considerably
by firm size. As would be expected, large firms report the highest count, 545
SKUs, small firms indicate having access to 438 SKUs with the range of 70 to a
high of 1,100 produce SKUs. Typically, this very large representation of pro-
duce items would be indicative of the full line of produce (including seasonal
items) carried by a major wholesaler.

FIGURE 3.27

Number of Supermarket Produce SKUs, by Firm Size
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McLaughlin and Perosio (1994) reported in 1990 the average produce de-
partment carried 370 SKUs. At that time, produce buyers predicted that their
average produce department would carry 495 SKUs by 2000. It appears from
the current estimates that the number of new SKUs is even outpacing earlier
growth projections.
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Supplier Importance and Attributes

Although average firms in this study carry over 500 SKUs in their produce
departments and report purchasing from over 178 suppliers, over two-
thirds (67.9%) of their purchases are acquired from their top ten suppliers
(Figure 3.28).

FIGURE 3.28
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Small firms concentrate their purchasing power the most, as 85.2 percent of
their purchases are made from their top ten suppliers which in many cases
would be their full-line wholesaler or broker. As would be expected, large firm
buvers report the lowest level of concentration as only 53.1 percent of their
produce originates from their top ten suppliers. It appears that, in addition to
buying from national companies, large firm buyers also concentrate much of
their buying with a diverse array of local growers, perhaps identifying niche
products to satisfy consumer preferences.

In a measure of overall supplier satisfaction, produce executives were asked
to rate how their most highly regarded suppliers perform compared to their
average suppliers on the overall performance of several supplier attributes which
focused on five conceptual areas: overall produce quality, supplier reputation,
supply, packaging & logistics and price.

When considering their top suppliers’ attributes, produce executives rated
those attributes associated with quality as the most important. Based on a scale
from 1 to 7 where 1 = “below average performance,” 3 = “average,” 5 = “above
average,” and 7 = “excels,” produce executives assigned the highest “quality”
rating of 5.6 to “delivers consistent quality” and the lowest score of 4.9 to
“provides proper post harvest care” (Figure 3.29).
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FIGURE 3.29
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“Supplier reputation” was ranked as the next set of attributes commonly cred-
ited to top suppliers. Among these seven very closely ranked attributes, “hon-
esty & integrity” was ranked the highest at 5.7, while “kind and courteous
salespeople” was ranked the lowest at 5.1 (Figure 3.30).

FIGURE 3.30
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The next set of supplier attributes, “Packaging & Logistics,” and “Supply,”
were, on average, ranked almost identically. When considering packaging &
logistics, “consistent on-time delivery” was ranked the highest with “notifica-
tion of problems/changes” ranked close behind (Figure 3.31). When compar-
ing top suppliers to average ones, produce executives ranked “offers EDI” the
lowest, 3.6, an indication that the lack of EDI does not necessarily preclude a
supplier from being considered among a retailer’s preferred suppliers.
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FIGURE 3.31

Highly Regarded Supplier Attributes: Packaging and Logistics
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“Supply large enough to fill demand,” was ranked the highest among supply
attributes at 5.4 (Figure 3.32). Less important attributes for top suppliers to
possess include “one-stop shopping,” and “year-around standing order quanti-
ties.” This relatively low ranking of the latter two supply attributes may be good
news for small and medium size suppliers who may not have a broad selection
or year-round quantities available. Yet, in the opinion of produce buyers, if the
optimum quality standard is met, these small suppliers still represent an attrac-
tive supply source for produce buyers.

FIGURE 3.32
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When comparing top suppliers to “average” suppliers, price is ranked as the
lowest attribute—a clear signal to all suppliers that, quality and reputation, not
price, are the supplier attributes produce buyers value the most. “Price protec-
tion on rising markets,” was ranked the highest while “lowest price produce”
was assigned a comparatively low ranking of 3.6 (Figure 3.33).
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FIGURE 3.33
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Thus, when comparing top suppliers to “average” suppliers across all five
attribute categories, the top ranked supplier attributes which characterize “pre-
ferred” suppliers are (Table 3.3):

¢ honesty and integrity

* delivers consistent quality

« highest quality available

* positive reputation

+ supply large enough to fill demand

* freshest produce available

TABLE 3.3

Supplier Attributes: Ranking of Attribute Categories

Attribute Category importance: Average Ranking
Quality 5.4
Reputation 51
Supply 4.6
Packaging and logistics 4.6
Price 4.4

Produce Losses: Rejections and Shrink

Produce retailers report, on average, that 3.5 percent of produce arrivals are
rejected (Figure 3.34). This figure is lowest for large firms at 2.8 percent and
the highest for mid-size firms at 3.9 percent. This figure may have decreased
slightly over the past several years. McLaughlin and Perosio (1994) reported
that overall, 3.7 percent of arrivals were rejected in 1991-2 and 4.0 percent
were rejected a decade earlier in 1981-2. It appears that, with the steady de-
cline in produce rejections, that produce suppliers, whether grower/shipper or
wholesaler, have embraced the quality imperative so clearly articulated by pro-
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FIGURE 3.34

Retail Produce Rejections, by Firm Size
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duce buyers. This appears particularly true with large retailers whose greater
number of supplier partnerships may be leading to improvements in quality
arrivals.

When asked to indicate the total produce shrinkage or loss (explained and
unexplained) as a percentage of produce sales, survey respondents indicated a
total shrinkage of 7.3 percent of sales (Figure 3.35). When disaggregated, this
reveals a shrink factor of .9 percent at the warehouse and 6.4 percent at the
store level. These latest estimates indicate a slight improvement over the past
three years. McLaughlin and Perosio (1994) reported a total shrink factor of
7.6 percent; 1.3 percent at the warehouse and 6.3 percent in the retail store.

FIGURE 3.35

Retail and Warehouse Produce Shrink
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Produce Warehouses

Produce executives were asked what percent of their warehouses have ripening
rooms. On average, for all firms, 77.8 percent of warehouses contain ripening
rooms.

Survey respondents were asked to estimate the percentage of their produce
shipments/arrivals which are cross docked at their warehouse. Cross docking is
a practice commonly used by mass merchants and increasingly employed by
supermarket companies as part of their ECR initiatives. Within a cross docking
scenario, pallets are unloaded from an inbound delivery truck onto a ware-
house dock. They are then checked in, manually or electronically, and immedi-
ately reloaded onto an outbound truck destined for a retail supermarket.

Respondents indicated that, on average, 11.6 percent of their produce is cross
docked (Figure 3.36). Large firms cross dock the most, 20.9 percent of their
loads, while small firm produce buyers indicate cross docking only 3.1 percent
of their produce purchases.

FIGURE 3.36
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Packaging and Coding Devices

A variety of packaging and coding devices are available for use today. Produce
executives were asked whether their company currently uses: coding, return-
able packaging and returnable pallets. Returnable pallets are the most com-
monly used, as 80 percent of companies report using while returnable packag-
ing is only used by slightly over one-quarter (28%) of companies (Figure 3.37).
Fifty-six percent of companies report using case coding on secondary shipping
cartons.
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FIGURE 3.37

Use of Selected Packaging and Coding Devices, by Firm Size
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Summary

This survey was conducted as one segment of the empirical component of this
comprehensive research study. The overarching goal of this retailer focused
survey is to build a foundation of benchmark indicators for the procurement,
distribution and marketing functions for retail supermarket produce depart-
ments. Results of this retail focused survey can be captured in five broad cat-
egories; Department Profile, Technology, Pricing, Supply and Supplier Attributes
and, finally, Firm Size.

Department Profile

* Since 1994, produce department size has not measurably changed. Today
the average produce department in our sample is 3,005 square feet, nearly
identical to its size in 1994.

Despite static size, produce executives report having more SKUs than
ever before. In fact, today, the average produce department has over 500
SKUs, more still than earlier projections which predicted by 2000, the
produce department would include as many as 495 SKUs.

The trend towards increasing proportions of fresh products vs. non-fresh
products continues. Today, 90.6 percent of the department consists of
fresh products while in 1990 only 83.7 percent of products were fresh.

Produce executives appear bullish regarding the growth potential of the
produce department. This is evidenced by the rate at which new products
are currently being added. There are 2.6 new produce products added for
every one product deleted. This product addition rate exceeds the histori-
cal rate where typically for every product deleted only 1.9 new products
were added.

Retailer controlled private label has yet to penetrate the produce depart-
ment in any significant way. Today, only 6.4 percent of produce sales are
sold under a retailer’s private label. The dry grocery, health and beauty
care and general merchandise private label sales percentages are approxi-
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mately three times this level, Wholesaler private labels are more prevalent
as 21.5 percent of produce sales come under this category.

Typically, a very small percent of produce department sales can be traced
to cross merchandising produce items in other departments, a mere 1.2
percent. Typically, some type of produce cross merchandising activity is
performed between once and twice a month.

Although perishable by nature, none-the-less, produce sales increase sig-
nificantly in response to various price reductions and promotions. The
most dramatic increase occurs when a 25 percent price reduction is coupled
with either an in-store demonstration or a major ad. However, produce
executives report surprisingly large sales increases to promotions in the
absence of a price reduction.

Technology

* Despite the availability of electronic technology such as electronic data
interchange (EDI), fax and e-mail, the majority of produce is still ordered
via the telephone. Apparently, for produce buyers, the personal relation-
ships developed with suppliers coupled with the apparent difficulty in com-
municating produce quality electronically, are far more important than
the efficiencies gained by technology.

The consensus among firms clearly points to a marked increase in both
the number of firms and the volume of produce sales which, in the future,
will be transacted via EDI.

Despite