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A New Look for Supermarket

Produce Sections

Catherine Greene
(202) 786-1888

Heath food stores, produce markets,
and big-city food shops have tradi-
tionally carried unusual items like fresh-
cut herbs, exotic fruits and vegetables,
and organically grown produce. Now,
however, many of these items can be
found in America’s major supermarkets.
Specialty fruit and vegetable displays
form a fundamental part of the new up-
scale image of many produce sections.
Supermarkets are expanding these sec-
tions in response to the growing demand
for unusual items and to assure their cus-
tomers the store has "everything."

Increased demand for specialty
produce dovetails with the general in-
crease in fruit and vegetable consump-
tion in recent years. Americans
consumed 427 pounds of fruits and
vegetables per capita in 1987, a 12-per-
cent rise since 1972, with much of the in-
crease coming from fresh produce.
Several reasons account for consumer in-
terest in specialty items. Americans have
become more health conscious, eating
lots of fresh fruits and vegetables as part
of a well-balanced diet. Consequently,
we want a huge selection of produce. In
addition, Americans are exposed to a
greater variety of foods. We travel more
frequently, finding new foods, and often
wanting to prepare such items at home.
Unusual fruits and vegetables are appear-
ing on restaurant menus. Also influenc-
ing our diets are recent immigrants from
the Caribbean, Central America, and
Southeast Asia who have brought their
native foods with them.

To address this growing interest, su-
permarkets are rushing to add colorful,
delectable, and unusual items to their
produce sections. A recent Food Market-
ing Institute survey showed that the num-
ber of items carried in produce

The author is an agricultural economist with the Fruits,
Vegetables, Sweeteners, and Tobacco Branch, Commodity
Economics Division.
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departments more than doubled to 150
between the mid-1970’s and the early
1980’s. Today, the total is over 250
items, including new packs and sizes of
traditional fruits and vegetables as well
as exotic and specialty produce.

Chain supermarkets lead in offering
sections devoted to unusual produce and
specialty items, according to Progressive
Grocer's 1987 Home Testing Institute
(HTI) survey. Only 29 percent of the in-
dependent supermarkets offered a gour-
met section, while almost half of the
chain supermarkets did so in 1987.
Twenty-one percent of the independent
supermarkets and 38 percent of the

vegetables from their native lands.

Immigrants from the Caribbean, Central America, and Southeast Asia have introduced fruits and

chains had nutrition and health sections.
Twenty-one percent of the independents
and 67 percent of the chains provided
floral sections, often as part of the
produce area.

Consumer Awareness Varies

Consumers have tried, or at least seen,
many of the new specialty fruits and
vegetables, according to a 1987 nation-
wide survey conducted for The Packer.
The survey revealed that the most fre-
quently tried specialty fresh vegetables
were alfalfa and bean sprouts (71 percent
of the respondents), snow peas (58 per-
cent), pearl onions (61 percent), parsnips
(45 percent), leeks (37 percent), baby
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vegetables (34 percent), Chinese cabbage
(32 percent), and shallots (32 percent).
About one-third of the respondents had
also seen or heard of less widely known
specialty vegetables like Belgian endive,
bok choy, celeriac, daikon (white radish),
kohlrabi, parsley root, and sunchokes
(Jerusalem artichoke).

The most frequently tried specialty
fresh fruits were pomegranates (48 per-
cent), persimmons (38 percent), kum-
quats (33 percent), quince (18 percent),
and guavas (16 percent). However, at
least one-third of the respondents had
seen or heard of breadfruit, passion fruit,
plantains, prickly (cactus) pear, and red
bananas. Asian pears, carambolas (star
fruit), cherimoyas, sapotes, radicchio,
and rappini were nearly unknown.

Fresh herbs were in widespread use
among the survey respondents. At least
two-thirds had tried fresh chives, dill, gar-
lic, mint, and parsley. Over half had
tried fresh basil, oregano, and sage, and
at least one-third had tried fresh ginger
root, horseradish root, rosemary, tar-
ragon, and thyme. Among the 16 fresh
herbs examined, only cilantro (Chinese
parsley) was unfamiliar to a majority of
the respondents.

The survey revealed that consumers in
the western United States were more like-
ly to have tried specialty produce and
fresh herbs. One contributing factor is
the West’s large Asian and Hispanic
populations, with their interests in exotic
produce. Also, California is the largest
vegetable-producing State and likely
raises the most specialties.

The survey also indicated that upper-
income consumers ate more specialties.
They may be better informed about the
variety of produce available and better
able to afford the premium prices that
specialties sometimes command.

Specialty Supplies Soar
Although USDA does not survey
acreage and production of specialty

vegetables, some State agencies do.
Reports from Arizona, California,
Florida, Hawaii, and Maryland indicate
that harvested acreage of specialty
vegetables has been increasing since
1981, sometimes dramatically (table I).
In Arizona, harvested acreage of bok

choy climbed steadily from 34 acres in
1981 to 136 acres in 1986, almost 300
percent. Arizona acreage of Boston and
romaine lettuce rose by 168 and 288 per-
cent, respectively.

California harvested acreage of Santa
Claus, Casaba, and Crenshaw melons in-

Table 1. Only a Few States Report Fresh Specialty Vegetable Acreage

State and
commodity 1981 1982 1983 1984 1985 1986
Acres

Arizona
Bok choy 34 49 43 71 93 136
Endive 93 87 67 79 84 72
Escarole 46 48 38 47 61 46
Boston lettuce 105 91 131 172 255 281
Romaine lettuce 279 259 490 755 794 1,083
Leaf lettuce 600 550 681 824 1,028 1,678
Parsley 158 146 144 135 131 114
California’
Santa Claus and

Casaba melons 1,100 1,700 1,400 1,800 1,700 2,300
Crenshaw melon 900 950 1,200 1,400 1,400 1,500
Persian melon 450 500 450 400 550 600
Misc. vegetables? 101,400 105,500 108,700 120,000 127,500 133,000
Florida
Escarole and

endive 6,200 5,300 5,600 5,700 5,700 5,500
Tropical

vegetables? 11,500 11,400 11,000 8,500 11,100 11,900
Hawaii
Chinese cabbage na 330 370 400 370 350
Daikon na 180 190 200 260 260
Lotus root na 35 35 30 35 35
Romaine lettuce na 115 140 135 150 160
Watercress na 25 30 35 35 30
Bitter melon na 16 20 25 20 30
Oriental squash na 35 40 50 35 30
Chinese peas na 10 15 15 15 15
Taro na 350 370 370 400 390

na = not available. 'The California Agricultural Statistics Service compiles a County Commissioner Report,
which reports acreage of specialty vegetables in detail, in addition to the State Summary. 2Includes
artichokes, green lima beans for processing, cabbage, cucumbers, garlic, green onions, oriental vegetables,
bell peppers, watermelons, and others. 3Includes boniato (sweet potato), calabaza (pumpkin), malanga
(dasheen, jautia), and cassava (also called crantz, yucca, tapioca).

Source: State Agricultural Statistics Services, annual State summaries, selected States, various issues.
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creased 90 percent between 1981 and
1986. Hawaiian oriental vegetable
acreage expanded after 1982. Daikon,
Chinese peas, and bitter melon acreage
rose by 44, 50, and 87 percent, respective-
ly. Harvested acreage of chili peppers in
Maryland more than tripled from 1984 to
1986. In Florida, however, tropical
vegetable acreage (primarily boniato,
calabaza, and malanga) remained fairly
constant.

Along with acreage increases, U.S.
supplies of specialty vegetables have
risen dramatically since the early 1980’s,
from both domestic and imported sour-
ces. Romaine, red and green leaf, and
other fancy lettuce varieties make up the
bulk of domestic specialty shipments, fol-
lowed by greens (like swiss chard and ar-
rugula), escarole and endive,
miscellaneous oriental vegetables, chili

Specialties lend a new, upscale image to many
produce sections.

peppers, Chinese cabbage, parsley, and
miscellaneous herbs (figure 1).

While shipments of iceberg lettuce
and tomatoes, major traditional
vegetables, have been growing about 3
percent annually since 1980, specialties
have skyrocketed. Domestic shipments
of chili peppers grew 30 percent annually
between 1980 and 1987. Tropical
vegetable supplies (mostly imported)
grew 28 percent during this period.
Fancy lettuce (Boston and leaf) ship-
ments gained 27 percent.

Although shipment information,
which is collected by USDA’s Market
News Service, reflects only a sampling of
supplies available from foreign or domes-
tic sources, foreign trade statistics from
the Bureau of the Census show that im-
ports of specialty produce also support

Figure 1. U.S. Specialty Vegetable Supplies Are Increasing

Million hundredweight
8

6k Domestic shipments

Imports

1980 81 82 83 84

85 86 87

Other specialty
lettuce’

Greens?

Escarole and endive

Miscellaneous
oriental vegetables

Chili peppers
Chinese cabbage
Parsley

Miscellaneous
herbs
Romaine lettuce

'Boston, bibb, red and green leaf lettuce. 2Includes arrugula, beet tops, borage, broccolirabe, cabbagesprouts, chicoria, collards, dandelion greens, field cress, hanover salad,
kale, kohlrabi, mustard greens, rappini, sorrel, soup greens, swiss chard, and turnip greens.

Source: Catherine R. Greene and Shannon Reid Hamm, “Specialty Vegetables and Flowers: Alternatives for Small Growers,” Vegetables and Specialties Situation

and Outlook Report, TVS-244, ERS, USDA, February 1988.
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the trend toward increasing consumption.

Imports of dasheens, endive, snow peas,
chili peppers, red and yellow Holland
peppers, chayotes, fiddlehead ferns, and
jicama have all increased since 1980
(table 2).

Supplies of specialty fruits have in-
creased in a similar fashion in recent
years, and kiwi fruit is perhaps the path-
breaking item. They were first planted in
the United States in 1967, and only 100
acres had been planted by 1970.
However, by 1987, kiwi fruit was raised
on nearly 8,700 acres in California by
more than 1,200 growers and distributed
by 45 fresh-market handlers. Kiwi fruit
consumption has increased from 0.15
pounds per capita in 1983 to 0.28 pounds
in 1987.

Marketing Specialties

Consumers and retailers agree on the
importance of an interesting and attrac-
tive fresh produce department. In the

1987 HTI survey, customers rated a good
produce department fourth in importance
out of 44 supermarket characteristics, fol-
lowing cleanliness, complete price label-
ing, and low prices. Itrated ahead of
good meat and dairy departments, con-
venient store location, and frequent spe-
cials.

Retailers have focused on enhancing
their produce departments as a way of en-
ticing new customers and offsetting the
recent decline in the percentage of
consumers’ income spent on food for
home consumption. In the 1987 HTI sur-
vey, 97 percent of the supermarket chain
executives polled said that the emphasis
on perishables was growing. This em-
phasis was seen as the most important
way to draw customers, and was ahead of
other tactics, such as specials, cut-throat
pricing, and television advertising.

Specialty produce displays glamorize
not only the produce department, but the
entire supermarket, and assure consumers

Table 2. Imports of Specialty Vegetables Rose Substantially Since 1980

Commodity 1980 1982 1984 1986 1987
Metric tons

Dasheens 12,574 17,424 19,366 21,898 18,101
Endive 1,126 1,498 2,554 3,268 3,378
Snow peas na na na 5,746 7,687
Chili peppers na na na 27,190 28,598
Other peppers na na na 81,861 90,233
Chayote 2,373 3,953 5,047 5,657 5,701
Fiddlehead fern 34 28 33 48 52
Bamboo shoots 10,714 12,188 15,902 23,406 29,322
Jicama 2,335 6,207 7,782 8,495 8,886

na = not available.

Source: Catherine R. Greene and Shannon Reid Hamm, “Specialty Vegetables and Flowers: Alternatives for

Small Growers.”

that exotic treats are available whenever
they want them. However, ideas vary on
how best to display these items. One
technique is to cluster them into a
separate section in the produce depart-
ment. This emphasizes the great variety
of specialties available. The other techni-
que is to cross-merchandise them with
high-value staples. Placing jicama next
to lettuce for example, may suggest that
both are salad ingredients.

Successful marketing depends on
educating produce department employees
and cashiers on the characteristics of
these items. This allows them to answer
questions and provide consumers with
more information. Stores are experiment-
ing with signs, videotapes, books on
specialties, brochures, and recipes to in-
crease customer awareness. Retailers
also have to absorb the costs associated
with the higher "shrink" or unsold
produce that often occurs with specialties.

Challenges of Organic Retailing

Organically grown produce, also an
expanding part of produce departments,
involves a different set of retailing chal-
lenges. Like other specialty vegetables,
organic produce is grown primarily in
California. It also commands a price
premium because of higher production
and marketing costs. Organic produce is
usually defined as produce grown
without chemical fertilizers and pes-
ticides on land which has been chemical-
ly free for a number of years. Consumer
demand for such items has risen in recent
years because of increasing concern
about pesticide residues in conventional
production.

In California, total organic sales at the
wholesale level increased from $1 mil-
lion in 1977 to $50 million in 1987, and

National Food Review
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there are now approximately 900
growers with 30,000 acres. Most of the
organic produce is still sold through
small retail outlets in this country, but or-
ganic wholesalers and shippers have
begun to target supermarkets. For ex-
ample, a Texas Department of Agricul-
ture program to market and promote
organic produce, begun in 1987, works
with major retail chains as well as tradi-
tional organic foodstores. In California,
an estimated 28 percent of all organic
growers sell directly to the consumer.

The biggest challenge that super-
markets face is finding sufficient quan-
tities and ensuring their organic status.
Several States with organic producers, in-
cluding Texas and Washington, have
begun certification programs. These
programs guarantee organic status by
using some combination of routine in-
spections, approved soil amendment and
pest control regulations, and record-keep-
ing by growers.

Supermarket retailers display organic
produce much like other specialty
produce, using signs, other educational
materials, and clustering items together.

Oct-Dec 1988

Cashiers are usually cducated on how to
differentiate between organically and
conventionally grown produce. In addi-
tion, separate water baths are used for
each type. Another challenge for super-
markets is promoting organic items
without implying that conventionally
grown produce is less desirable.

Food as Fashion

America’s growing interest in fresh
produce has prompted a renaissance of
farmers’ markets during this decade.
Some estimates of the number of current-
ly operating farmers’ markets and
produce stands are as high as 20,000.
However, the vast majority of produce is
still sold through conventional super-
markets.

While pre-cut vegetables, microwave-
ready produce, and other innovations are
gaining popularity, it is exotic fruits and
vegetables which have caused the most
excitement. Produce managers are begin-
ning to emphasize interesting,
fashionable, and high-quality produce,
rather than just aiming for volume sales
of traditional items. The number of

specialty produce items available will
continue to grow, but the array may
change as some items become widely
used and new ones are introduced. W
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Freight Rates: Their Importance to

Fresh Produce Prices

Richard Beilock, Nicholas Powers, and James MacDonald

(202) 786-1868

mericans eat more fresh produce

today than ever before. Per capita
consumption of fresh fruit alone rose to
about 88 pounds in 1985 from 78 pounds
in 1970, a 13-percent increase. Consump-
tion of fresh, commercially grown
vegetables increased 24 percent to 81
pounds per person during the same
period.

The reasons behind these increases are
many. Inrecent years, consumers have
become more health conscious, turning
to fresh produce as a way to cut calories,
add variety, and improve nutrition. But
another nonconsumer-oriented factor has
also contributed to the increase of fresh
produce consumption during the past
several years—transportation.

The U.S. interstate highway system
and refrigerated trucking provide the
means of getting a wide variety of fresh,
quality produce to consumers across the
Nation in a timely and consistent fashion.
Today, transportation plays a big role not
only in what kinds of produce we eat, but
also in how much we pay for them. In
fact, transportation represents nearly one-
third of the cost that retailers pay for
delivered produce.

Trucking dominates the interstate
produce transportation industry. Truck
brokers help the industry set rates by
monitoring rate changes and transmitting
this information to shippers, carriers, and
receivers (see sidebar).

Rates vary with a number of factors.
Seasonally, they are highest during the
late spring and early summer, when ship-
ment volumes are greatest. They also
vary with the type of produce and its

Beilock is an associate professor at the University of
Florida. Powers is an agricultural economist in the Food
Marketing and Consumption Economics Branch, Com-
modity Economics Division. MacDonald, a former mem-
ber of the Food Marketing and Consumption Economics
Branch, is an associate professor at Rensselaer Polytechnic
Institute.

origin. For example, freight rates for
sweet corn are often higher than those for
green peppers. Because of the greater
distance, rates from California to New
York City are usually higher than those
from Florida to New York City.

But why do transportation rates for
fresh produce change? Why do they dif-

fer among commodities? What deter-
mines the rates? A recent USDA report
based on a 1985-86 survey of over 3,000
motor carriers hauling produce out of
Florida to national markets may provide
some answers. Because Florida is the
Nation’s number two supplier of fresh
produce, these findings probably apply to
other major transport systems involved in
shipping U.S. produce.

A Little Background

Most U.S. produce is grown in
southern and western States, then
shipped to the large markets of the North-
east and North Central United States and
eastern Canada. Nearly 80 percent of the
1.32 million truckloads of produce
shipped across State boundaries in
1984/85 came from Florida, Texas, and
the far western States. (A truckload con-

Development of U.S. interstates and refrigerated truckin

consumers.

National Food Review
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tains approximately 43,000 pounds of
fresh produce.)

Nationally, Florida accounted for 14
percent of interstate produce movements
in 1985. While Florida provides the en-
tire United States and Canada with
produce, most of its deliveries are in the
East. Only an estimated 9 percent of
Florida’s interstate produce shipments
went to the West, including western
Canada, while 20, 33, and 38 percent
went to the Great Lake States, South-
west, and Northeast and eastern Canada,
respectively. Overseas exports ac-
counted for only 4 percent of Florida’s
produce shipments.

The variety of Florida’s produce chal-
lenges the transportation industry.
Demand for services, for example, varies
by commodity. Service requirements are
also more stringent for higher value and
perishable commodities (see sidebar).
Because of gas emissions as produce
respires and different temperature require-

» ensures the availability of fresh produce for
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Shipping Fresh Produce
Because produce is highly

perishable, shipping speed is ex-

tremely important. Therefore, the

interstate transportation system for

produce must respond rapidly to
the changing needs of thousands of
shippers and receivers. Shippers
assemble and prepare the produce
for shipping. Receivers are usually
wholesalers, individual retail out-

priority for shipping produce be-
cause of its high value, fragility,
and perishability. For highly
perishable commodities, such as
fresh strawberries and cherries,
swift service is imperative. To
avoid costly damage, most perish-
ables require controlled tempera-

ments, some commoditics cannot be
transported with others, especially if the
journey takes several days. For example,
lettuce is not transported with fresh
grapefruit.

The problems presented by the variety
of commodities are further complicated
by pronounced seasonal swings in the
total amount of produce shipped from
Florida. Produce shipments from Florida
start near zero during late September or
early October and build to around 5,000
truckloads per week by the first of the
calendar year. Throughout January and
early February, shipment levels drift
downward, stabilizing at around 3,000

tures and humidity, and careful
handling and transporting (no
crushing and low vibration levels).

Reliability of pickup and
delivery times are also important.
Receivers at terminal markets, such
as Hunts’ Point in the Bronx, New
York City, and the Jessup Market
near Baltimore, Maryland,
schedule deliveries to coincide
with expected high prices and
demand. As little as 1-hour’s dif-
ference between scheduled and ac-
tual delivery times can result in
lower returns to the shipper. For
example, a shipper wants his let-
tuce to arrive slightly before 9:00
a.m., when a major grocery chain
buys large quantities. Delays can
also result in freight claims against
the carrier.

truckloads per week by the end of the
second month. This volume remains es-
sentially unchanged for almost 3 months,
after which shipments rise abruptly in
late April or early May—peaking at
7,000-9,000 truckloads per week by the
end of May to mid-June. Thereafter,
shipments fall to their summer level of
fewer than 1,000 truckloads per week.
Differences among the commodities
in their seasonal production and shipping
cycles also play arole. During Septem-
ber and October, most shipments are of
citrus. This dominance is progressively
eroded, first by tomatoes, then by late
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winter and spring crops, such as potatoes
and watermelons.

The Trucking Industry

Produce is normally sold free on
board (f.0.b.). This means that the
receiver buys the produce at the point of
origin and assumes responsibility for
transportation at, or near, the point of
production or packing. The receiver may
be a buyer at a northern wholesale
market, an individual retail outlet, or a
major grocery chain. In 1985, trucks ac-
counted for 94 percent of all produce
transported from Florida. The remaining
share was by rail.

Truck (motor) carriers can be divided
into three groups:

» Owner/operaiors—small carriers with
one to three vehicles, which are normally
driven by the owners and are available
for hire.

« For-hire fleets—carriers with {leets of
vehicles and drivers that are available for
hire. Hastings Trucking Company is an
example of a for-hire fleet carrier operat-
ing out of Florida.

» Private carriers—carriers that primarily
haul their own cargoes. National grocery
chains, such as Safeway, transport some
of their own produce.

Owner/operators, for-hire fleet car-
riers, and private carriers, respectively,
accounted for 50, 37, and 13 percent of
the produce carried by trucks out of
Florida in 1985/86. Most of the
refrigerated carriers surveyed specialized
in produce shipping. On average,
refrigerated carriers spent 69 percent of
their operating time hauling produce.
Only 7 percent of those surveyed hauled
fresh produce less than 10 percent of the
time.

Private carriers are the most likely to
haul a load only one way. This means
private carriers probably have higher per
mile operating costs. Owner/operators or
for-hire fleets can charge less because
they can spread their fixed costs over
more revenue-miles since they haul loads
both inbound and outbound.

But trucking costs are affected by a
multitude of factors. Most produce is
hauled in refrigerated trailers. However,
since refrigeration takes more energy,
costs are slightly higher than for non-
refrigerated hauls. Each stop to load or
unload produce adds time and increases
mileage, and therefore raises costs. How
heavily the trailer is loaded also comes in
to play, but as a rule, most truck capacity
is used. Ninety-two percent of
refrigerated tractor-trailers leaving
Florida carried a load, suggesting an effi-
cient produce transportation system.

How Transportation Rates Vary

Truck transportation rates have an ob-
vious effect on retail prices. When truck
rates change, so will the prices con-
sumers pay for produce. The biggest fac-
tors affecting freight rates are: volume,
commodity value and perishability, des-
tination, distance, and trailer size.

In the 1985-86 study, drivers were sur-
veyed at three agricultural inspection sta-
tions operated by the Florida Department
of Agriculture and Consumer Services.
This is what the statistical analysis of the
data suggests:

« Per truckload freight charges increase
with distance. However, the rate of in-
crease slows as distances get longer. The
per-mile increase in rates was $1.08 to
Atlanta, $1.05 to St. Louis, $1.01 to Den-
ver, and 92 cents to Seattle. Such easing
of per-mile freight charges reflect the

spreading out of fixed costs, such as sear-
ching for loads, over long distances.

» Rates vary for different regions. Loads
from Florida bound for the Northeast and
eastern Canada commanded higher rates
than those bound for the Great Lakes
States. Loads with destinations west of
Florida received the lowest rates. Even
when the distances traveled were equal,
carriers hauling produce up the East
Coast received $94 more compensation
per load than those hauling produce
toward the Great Lakes States, and $175
more than those hauling produce directly
to the West.

These regional differences may reflect
keener competition for certain routes
and, hence, the lower rates for westward
movements. For instance, 94 percent of
the vehicles headed West or toward the
Great Lakes States had loads when they
entered Florida, while only 83 percent of
the vehicles headed up the East Coast
had loads inbound. Compctition for out-
bound loads headed for the West and
Lake States, consequently, would be ex-
pected to be more intense.

« Rates rise with trailer size. Truckload
rates increased an estimated 18 cents per
additional cubic foot of trailer capacity.
Carriers with 48-foot (ft) by 8.5-ft
trailers, the largest single trailers operat-
ing out of Florida, received an average of
$135 more per produce load than those
with 40-ft by 8-ft trailers, the smallest
single trailers commonly encountered.

« Cargo value and perishability also have
an effect. Truckload charges were higher
for more valuable and more perishable
commodities. Shippers and receivers
prefer high-quality transportation service,
but some may be more willing to pay for
it than others. For example, a load of

National Food Review



The Food Industry Heading into 1990

strawberries is generally more perishable,
more susceptible to damiage, and more ex-
pensive to transport than a load of
grapefruit. Shippers and receivers, conse-
quently, are more willing to pay a
premium for quality transport of a straw-
berry load than for a grapefruit load. If
transportation services are better for
strawberries than for grapefruit, freight
rates will likely be higher for the berries.
The average daily loss in value due to
perishability is higher the greater the
cargo’s value and the shorter its shelf
life. Consequently, higher average daily
loss is associated with higher freight
rates. The Florida survey indicates that
for every additional $1 in average daily
loss in value due to perishability, freight
rates rose an estimated 9 cents. For ex-
ample, carriers received an average of
$17 more for a load of sweet corn than
for a load of green peppers because of
corn’s greater perishability and value
(figure 1). Likewise, carriers received
about $50 more, on average, for a load of
beans or tomatoes than for a load of
green peppers.
» Multiple pickups and drops add time
and mileage. In the study, truckload
rates rose an estimated $50.30 per pickup
and $10.48 per drop. That rates were
higher for pickups than drops was unex-
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pected, since a drop often requires more
time and distance.

« Rates follow seasonal cycles. The prin-
cipal determinant of scasonal fluctuations
in freight charges is the total volume of

Figure 1. Beans, Sweet Corn, Tomatoes,
and Limes Cost More to Ship by Truck
Than Green Peppers in 1985/86

Dollars per truckload,
compared with green peppers?

Watermelons

Grapefruit
Limes

Oranges

[ T T T 1
-40 0 40 80 120
1Freight rate differences of various produce items
compared with the rate for green peppers (zero level).

produce shipped. In Florida during the
May-June peak, freight rates were $251
higher than in November, $259 higher
than in January, and $224 higher than in
March. The higher rates reflect the
stronger demand for transportation
during peak shipping periods.

« Freight rates for produce are essentially
unaffected by carrier type
(owner/operator, for-hire fleet, or private
carrier) or method of contracting for
loads (broker, direct contact between
shipper and carrier, or direct contact be-
tween receiver and carrier). This sug-
gests that there was considerable
competition among carriers and brokers.

This study helps explain why freight
rates fluctuate. Such changes are impor-
tant to consumers because transportation
constitutes nearly one-third of the cost
that retailers pay for delivered produce.
Because retail prices tend to move with
retailers’ costs, consumers face higher
prices for produce when costs for
delivered produce rise. B

Reference
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Aquaculture: Meeting Fish and

Seafood Demand

Dave Harvey
(202) 786-1885

he production of aquatic animals and

plants in controlled environments is
a centuries-old practice in parts of Asia.
Now, aquaculture is spreading rapidly in
the United States and other countries to
supplement commercial fishing, which
has been taxed by an ever-increasing
demand for fish and seafood and a grow-
ing world population. Nations are being
pressured to harvest lesser known species
and to develop alternative sources of
marine products.

The Food and Agriculture Organiza-
tion of the United Nations projects that
global demand for aquatic species could
reach 114 million metric tons by the year
2000, compared with 92 million today.
Ocean harvests are expected to meet only
94 million metric tons of the projected
demand. Aquaculture could help bridge
the gap.

Aquaculture already supplements the
traditional ocean catch of shrimp. The
worldwide catch has been stable at
around 1.6 million metric tons for the last
10 years. Aquacultural production of
shrimp, however, grew from 78,300 tons
in 1982 t0 216,000 tons in 1985. It could
reach 490,000 tons by 1990, when it may
account for between 20 and 25 percent of
worldwide supply.

Fish and shellfish, the mainstay of
many foreign diets, are becoming more
important in American diets. In 1987,
U.S. fish consumption was a record 15.4
pounds per capita and, if aquacultural
products and recreational catch are in-
cluded, an estimated 20.2 pounds, up 20
percent from 1980 and 30 percent above
the 1970 level. Greater fish consumption
in the United States probably reflects
both diet and health concerns, as well as
an increase in consumer incomes.

The author is an agricultural economist with the Fruits,
Vegetables, Sweeteners, and Tobacco Branch, Commodity
Economics Division.
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Because the demand for aquatic foods
has expanded while the traditional ocean
catch has been steady, the United States
has turned to other sources for its supply.
In 1970, we imported about $1 billion of
fish products and exported just over $300
million, for a trade deficit of $700 mil-
lion. By 1987, the trade deficit for edible
fish products exceeded $4 billion, with a
record import level of $5.7 billion and
only $1.6 billion in exports (figure 1).

Shrimp is one example of rising fish
product imports. Domestic demand has
exceeded the harvest of wild shrimp in
U.S. waters for the last 10 years. Imports
in 1987 accounted for 67 percent of the
total U.S. shrimp supply and 30 percent
of the value of all edible fish imports.
Our two largest sources are Mexico,
where most shrimp are harvested from

the ocean, and Ecuador, where much of
the shrimp are grown in ponds.

Domestic Aquaculture Production
Rises Sharply

U.S. aquaculture is supplying more
and more of the fish we eat. While still
relatively small compared with other seg-
ments of U.S. agriculture, the industry is
growing rapidly. Production of some
species increased 300 percent between
1980 and 1987. Catfish rose from less
than 80 million pounds in 1980 to over
345 million in 1987, and crawfish produc-
tion, from less than 25 million pounds to
approximately 100 million (figure 2).
(U.S. aquaculture is concentrated in cat-
fish, crawfish, salmon, and trout, which
together accounted for about 90 percent
of the estimated 750 million pounds

Figure 1. U.S. Fishery Imports Have Risen in Recent Years
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produced in the United States in 1987
and about 90 percent of the $600 million
value.)

The potential for continued growth is
just as strong. For example, catfish
production has increased at an annual
rate of slightly under 30 percent for the
last 10 years. However, additional cat-
fish operations are continually coming
into production as farmers look for alter-
natives to traditional crops. Farm-raised
salmon is also likely to increase as the
U.S. market grows and the domestic
ocean catch remains unchanged. Accord-
ing to Extension agents at Louisiana
State University, crawfish production
could also increase rapidly as demand ex-
pands beyond the traditional Louisiana
market.

One factor involved in increased U.S.
fish consumption is its image as a healthy
food. Fish is thought of as being lower
in calories than red meat. Furthermore,
some evidence—not conclusive but
promising—suggests that certain fish oils
may help to reduce cholesterol levels.

The impact of greater fish consump-
tion on other protein sources will largely
depend on what species are in the
greatest demand. Imports range from in-
expensive frozen fish products to high-
priced jumbo shrimp and smoked
salmon. Domestic items also command a
wide range of prices. There are some
relatively inexpensive products, like carp
and tilapia, and there are high-value
products, such as fresh salmon,
softshelled crawfish, and shrimp. Some
of the cheaper products will compete
with both imported fish and lower priced
meat and poultry in grocery stores. More
expensive items will also compete with
their imported counterparts and with
value-added poultry and other meats.

Developing Value-Added Products
The catfish industry is following the
chicken industry’s lead in developing
brand names and product loyalties, rather
than offering a generic item like beef and
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Figure 2. Four Species Accounted for 90 Percent of Edible U.S. Aquaculture

Production in 1987

Million pounds
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1980 83

Salmon

Catfish

85 87

"Includes tilapia, carp, buffalo, sturgeon, mullet, abalone, and other species.

Source: USDA Office of Aquaculture.

pork. To develop brand loyalty, poultry
processors have advertised on a firm-by-
firm basis and have developed a large
number of value-added products that are
partially or fully prepared. The trout and
salmon industries are also actively work-
ing on value-added products that
promote their brand names.

There is a wide range of products
needed by the foodservice industry, from
the highest quality fresh products for ex-
pensive restaurants to prepared, portion-
controlled items for less expensive
outlets. For instance, gourmet res-
taurants may require fresh salmon or
trout, while fast-food establishments
could use a variety of species, depending
on the price, in their fish sandwiches.
Aquacultural products, such as catfish
and trout, will compete with meats and
especially poultry for menu space.

Increasing Prices Relative to Meats

Between 1980 and 1987, the average
retail price for beef rose 8 percent, pork
went up 42 percent, and chicken, 20 per-
cent. Fishery product prices, on the other
hand, rose much faster, 49 percent, with
fresh fish and shellfish, up 71 percent, ac-
counting for most of the increase. These
increases were also much higher than the
27-percent overall rise in prices for food
consumed at home.

These price changes occurred while
the diets of many Americans were chang-
ing. Chicken overtook pork in 1987 and
has been rapidly approaching beef as the
most popular meat. Total fish consump-
tion rose 20 percent between 1980 and
1987.

Some of fish’s growing appeal is re-
lated to health issues and concerns about
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the fat content of beef and pork. A
second factor may be increasing dis-
posable incomes, which would account
for rising purchases of high-priced items
like shrimp and salmon. Third may be
the growing popularity of eating out.
Fishery products are more likely to be
eaten at restaurants than at home.

Aquaculture in the future could help
to moderate increases in fish prices by
supplementing the supplies from wild
catch. However, in some cases, aquacul-
ture will not compete with the harvest of
the same species in the wild. For ex-
ample, almost all of the catfish and trout
we eat already comes from domestic
aquaculture. Furthermore, salmon, the
second largest import of edible seafood,
is also our largest fish export. While
much of what we ship overseas is ocean-
caught Pacific salmon from the West
Coast, most of what we import, especial-
ly to the East Coast, is farm-raised Atlan-
tic salmon from Norway and the United
Kingdom.

In some areas, aquaculture will allow
the economic expansion of some in-
dustries that would be impossible other-
wise. In terms of value, crawfish is the
second largest aquaculture species in the
United States. In the past, the market has
been regional. However, with the in-
creased popularity of cajun cooking,
crawf(ish has expanded into markets
beyond the Gulf Coast. The larger
production will have to come from farm-
grown craw(ish as wild population levels
are unlikely to change. An especially
promising item is high-value softshell
crawfish. Only the tail portion of regular
crawfish, about 25 percent of the body, is
edible. These crawfish may sell for be-
tween 40 and 90 cents a pound in season.
Softshells, of which over 90 percent is
edible, may sell for up to $10 a pound.

Shrimp is the single most valuable
fishery import, accounting for over $1 bil-
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lion in 1986. The harvest of wild shrimp
in U.S. waters has remained basically
stable for nearly 10 years, while the
demand for shrimp has continued to
grow. The result has been more imports
and higher prices. The domestic farm-
grown shrimp industry is still very small
and is counting on increasing cfficicncy
in production and breeding to be competi-
tive against countrics with much lower
land and labor costs.

The Future for Aquaculture
Diversity may be onc of the keys to
growth in domestic aquaculture. For ex-
ample, alligators are produced commer-

cially in Florida and Louisiana, chiefly
for their skins. Tilapia—a food fish na-
tive to Africa—is grown in such widely
scattered locales as Florida, Louisiana,
Idaho, and Arizona. Salmon is grown on
both coasts, crawfish in Louisiana and
Texas, shrimp in Texas and South
Carolina, sturgeon in California, and
shellfish along the Atlantic and Pacific
Oceans. This diversity means that
aquaculture will not be dependent on
growing conditions in any ong¢ area or on
demand for any one type of product (see
sidebar).

Although people associated with
aquaculture are enthusiastic about its fu-
ture, there is still much work to be done.
Aquaculture faces many of the same
problems as other agricultural industries.
First, because of their lack of a long-term
record of operation, many in the industry
may have difficulty getting loans. In
most areas, bankers are unfamiliar with
fish farming. Because the products of
aquaculture, the fish, often cannot easily
be seen, a banker has no way of confirm-
ing the operator’s record of the number
of fish in the pond. Also, aquaculture is
more capital intensive than many types
of traditional farming. For example, con-
struction costs for ponds are high, and
the time it takes for fish to grow to
maturity can be quite long, compared
with traditional crops.

Second, large quantities of high-
quality, uncontaminated water are
needed. The amount varies with the type
of operation. Raceways for trout or sal-
mon need more water than ponds for cat-
fish or tilapia. Also, the optimal water
temperature depends on the type of fish.
Trout and salmon need cool water, while
catfish grow much better in warm water.
In fact, catfish thrive in water as hot as
80 degrees Fahrenheit. The one constant
is that the water must be f{ree of con-
taminants. This may limit a farmer’s
ability to raise rice and craw(ish or
soybeans and craw(ish as part of a crop
rotation on the same land, or to convert
land previously used for traditional
crops. Aquaculturists also have to be
aware of what chemicals may come from
nearby land. The problem of water
availability will probably grow as sup-
plies come under increasing pressure
from competing uses, such as other
crops, housing, and industry.

Third, many operations face the
problem of predators. For the most part,
birds are the chief culprits, but turtles,
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snakes, and other animals are also pests.
In many cases, the birds—Ilike herons,
ospreys, and cormorants—are protected
by law, so little can be done about them.
Producers have used a number of
methods to scare birds away, but most ef-
forts have only temporary success.

Fourth, as farmers try to increase the
economic viability of their operations by
raising yields per acre, the threat of dis-
ease expands. There are very few
therapeutic compounds available for use
in fish farming because aquaculture is
not yet large enough to make it feasible
for companies to develop and test new
compounds for commercial use.

New catfish operations have increased as farmers look for alternative crops.
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Last of all, some products have only a
regional following. Take the catfish and
crawfish industries. Catfish have long
been popular in the South, but not in
other areas of the country. However, cat-
fish are gaining a wider market since the
industry has stressed farm-raised, grain-
fed fish and new value-added products,
like glazed or stuffed fillets. Most craw-
fish are grown and eaten in Louisiana.
To expand the market, producers have to
teach the foodservice industry and con-
sumers how to prepare and serve them.

As demand for a wider range of
products and year-round availability
climbs, aquaculture will have to provide
a growing proportion of world supplies
to keep prices from rising dramatically. l
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Take-Out Food in Convenience Stores

Charlene Price
(202) 786-1866

onvenience stores are already

popular for their quick-service
groceries, hot coffee, and cold beverages.
Now they are slowly moving into the
foodservice market to meet consumer
demands for low-priced take-out foods,
short checkout lines, and one-stop shop-
ping.

These small grocery stores sell a
limited number of basic foods, as well as
high-volume, nonfood items. Some offer
limited foodservice menus, often with
customer seating as well as carryout.
Walk into many convenience stores
today and you may take advantage of
many of the services offered by large
grocery store chains, such as video ren-
tals, check cashing, and automatic teller
machines.

Convenience stores numbered over
47,000 in 1986 and had annual sales (ex-
cluding gasoline) of $21.6 billion. Take-
out food as a source of sales growth for
these outlets is one of the most meaning-
ful developments of the past few years.
In 1968, take-out food was not even a
product category in industry reports (see
sidebar).

Rushed consumers have very little
time to shop or wait in long lines. They
want convenience. These stores offer
just that. Many are in the neighborhood
or right around the corner from the of-
fice, and many stay open 24-hours a day,
long after most other grocery stores and
fast-food places close.

In addition to groceries and hot and
cold drinks, customers can pick up a
variety of foods, from fresh entrees to
just-baked sweet rolls, donuts, cakes, and
pies in many stores. A 1988 survey con-

The author is an agricultural economist with the Food
Marketing and Consumption Economics Branch, Com-
modity Economics Division.
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ducted by Convenience Store News of
convenience store retailers across the
country found that most stores provided
some type of foodservice.

For example, virtually all chain stores
offered fresh beverages, while half of the
independent stores served fountain soda,
and two-thirds served fruit juices or fresh
coffee. Convenience store gasoline
chains tended to offer more packaged
sandwiches, while traditional chains sold
sandwiches made with fresh deli meats
along with fresh salads, such as coleslaw
and potato salad. Gasoline chains also
served more hot dogs, while more tradi-
tional outlets, like 7-Eleven and Circle K,
sold more chicken, hamburgers, pizza,
and soups. Dispenser ice cream and pop-
corn were more prevalent among non-
gasoline chains. Mexican food was
served at less than half of all store loca-
tions.

Although many stores prepare some
of their own foods individually, others

use products developed especially for
them which require only a microwave
oven to heat to serving temperature. Ina
1987 survey published in Restaurants
and Institutions magazine, 19 percent of
the firms responding indicated they use a
central commissary to prepare
sandwiches, baked goods, and chicken
for distribution to individual units.
Eighty-seven percent of all respondents
prepared some items on the premises.

Food preparation in the store may re-
quire additional equipment and labor,
which in many instances may not be cost
effective. According to Convenience
Store News, equipment costs for a fried
chicken program can run from $10,000 to
$18,000 per store, depending on interior
modifications. The $10,000 buys the
necessary ventilation system. The higher
figure adds a sink, a vapor holding oven,
and kitchen walls.

Some convenience stores in high-traf-
fic areas provide salad bars. Some salad
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bars are stand-alone islands, while others
are part of larger foodservice centers.
Items range from a few salad ingredients
supplementing a meal from the deli or
grill to a full array. Salad is usually sold
at $1.99 to $2.49 a pound, and the bar
generally operates at a gross profit mar-
gin of 50 to 70 percent.

Market Share for Take-Out Foods

Many convenience stores are making
take-out food their primary marketing
thrust. Though other product categories
hold a larger share of sales, take-out
foods are the fastest growing (table 1).
According to the National Association of
Convenience Stores, take-out food in-
creased its share of the convenience store
market 62 percent between 1983 and
1986, while traditional foods decreased.
In 1986, take-out foods equaled 14.4 per-
cent of total (nongasoline) sales in the in-
dustry. Analysts project that take-out
food will soon account for 25 percent of
the industry’s annual merchandise sales.

Although fountain drinks led the way
in convenience take-out food sales in
1986, their gain was at the expense of
packaged soft drinks. Fountain drinks ac-
counted for 3.6 percent of food sales, up
from 2.1 percent in 1983. Deli services,
excluding sandwiches, were also in the
lead in 1986, accounting for 3.3 percent
of total sales. Hot beverages almost
doubled from 1.4 percent in 1983 to 2.7
percent in 1986.

Convenience store prices generally
tend to be higher than those in super-
markets. However, these outlets can
offer some take-out foods at lower prices
than their fast-food counterparts because
they operate on a self-service principle.
For example, at Stop-N-Go stores in
California, Florida, Georgia, Nevada,
Tennessee, and Texas, two hot dogs with
toppings ranging from chopped onions to
hot chili sell for $1.49, while at Super
America outlets, headquartered in
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Bloomington, Minnesota, two ham-
burgers sell for $1.19.

Take-out foods typically generate
gross profits in the range of 45 to 55 per-
cent, compared with averages of 30 to 40
percent for other items. For instance, the
gross margin on a grilled hamburger is
about 50 percent, versus 30 percent for
one pack of cigarettes. This profitability

encourages many operators to invest in
food merchandising equipment.

Take-Out Offerings

Southland Corporation, the largest
convenience store operator in the country
with more than 7,600 units, has
pioneered the sale of take-out foods.
Their menu includes hot and freshly

Table 1. Take-Out Food Sales Grew 62 Percent During 1983-86

Percent of nongasoline sales

Category

1983 1984 1985 1986
Traditional items 91.1 90.3 86.9 85.6
Beer 14.6 13.7 13.9 13.7
Soft drinks 11.8 11.3 10.2 10.3
Juices 0.9 0.8 1.0 1.4
Milk and milk products 6.9 6.9 6.6 59
Packaged deli items 1.1 1.3 1.2 0.8
Produce 0.3 0.4 0.4 0.6
Eggs 0.3 0.4 0.4 0.3
Frozen food 0.6 0.7 0.7 0.7
Ice cream 1.5 1.6 1.6 1.4
Ice 1.0 0.9 0.9 1.0
Bread and cakes 4.2 4.0 3.5 3.3
Cookies 0.8 0.8 0.8 0.9
Salty snacks 3.5 3.8 3.7 3.9
Candy and gum 4.9 4.9 4.9 4.9
Groceries 9.2 9.0 5.9 5.6
Health and beauty aids 3.4 3.3 3.4 3.0
Tobacco 17.6 18.1 17.8 19.8
Publications 4.0 4.0 5.4 3.7
Wine and liquor 1.1 1.3 1.3 1.4
Automotive/motor oil 1.0 0.8 0.7 0.9
General merchandise 2.4 2.3 2.6 2.1
Take-out foods 8.9 9.7 13.1 14.4
Fresh sandwiches 1.4 1.7 1.7 1.3
Frozen sandwiches 0.9 1.2 1.4 1.3
Deli services? 2.0 1.3 3.0 3.3
Food cooked on-site 0.3 0.2 0.3 0.4
Fountain drinks 2.1 2.4 2.6 3.6
Frozen beverages 0.2 0.5 0.9 0.9
Hot beverages 1.4 1.2 1.6 2.7
Other fast food 0.6 1.2 1.6 0.9
Total nongasoline sales 100.0 100.0 100.0 100.0

1Excludes sandwiches.

Source: National Association of Convenience Stores Annual Report, 1987.
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baked goods, including cheese-steak
sandwiches, french fries, potato sticks,
and macaroni and potato salads. The
company’s outlets, primarily 7-Elevens,
also offer a variety of breakfast items,
such as sausage and egg sandwiches on
biscuits and fresh-baked pastries. Prices
range from $3.19 for a freshly made
sandwich to 39 cents for a fresh-baked
donut.

Southland has recently introduced
several new concepts in its convenience
stores. In Richmond, Virginia, a
7-Eleven fast-food grill called "The
Works" offers consumers burgers and hot
dogs with a choice of 15 condiments, in-
cluding mayonnaise, lettuce, and grated
cheese. The 7-Eleven Express store is a
smaller, high-volume, gasoline outlet that
also emphasizes take-out foods—fresh-
made deli sandwiches, salads, and hot
dogs, as well as self-service beverages.

Circle K Corporation, the second
largest convenience store operator in the
country, offers its customers a core menu
of 15 fresh sandwiches, including break-
fast sandwiches featuring eggs, sausage
or ham, and cheese on a sesame sced
bun. In addition, individual outlets in
each State may provide a variety of "elec-
tive" menu items.

Convenience stores also gear the food
they offer to the tastes of the region, area,
or neighborhood where they are located.
West Coast 7-Elevens serve hot
sandwiches, while Southeastern stores
offer fried okra, and stores in Illinois
offer polish sausages. Circle K units
offer 10 types of burritos in the South-
west, a Cuban sandwich in Florida, and a
beef barbecue sandwich in Texas.

Another new feature is in-store seat-
ing. According to a Cahners Bureau of
Foodservice Research survey, at least
some convenience stores offer patrons a
place to sit while they eat. Small chains

16

Convenience stores are moving into foodservice
to meet consumer demand for low-priced
take-out food.

(operating 26-500 stores) are more likely
than larger chains to include a sit-down
dining area. One-fourth of all con-
venience stores lacking in-store seating
say they plan to add some.

Teaming Up With Fast-Food
Restaurants

Some convenience store firms have
formed joint ventures with well-known,
fast-food companies to gain expertise in
food preparation, sanitation, and other
aspects of running this type of operation.
The arrangements also allow con-
venience stores to benefit from the reputa-
tion of the fast-food chains. The
fast-food companies gain by expanding
without substantial capital investment.

Southland Corporation has formed an
agreement with Hardee’s Food Systems,
the fourth largest burger chain, to sell
hamburgers and breakfast products at a
number of 7-Elevens. Southland also
entered into a similar venture with
Church’s Fried Chicken, Inc., and
teamed up with Winchell’s Donut
Houses, Dunkin Donut, and Mr. Donut.

In 1987, The Pizza Chain agreed to
open scaled-down (250 sq ft) operations
called "Pizza Inn Express" in Circle K
stores to sell take-out and home-
delivered pizzas. Circle K has another
test going with Hooker Enterprises, an
operator of small, drive-thru hamburger
stands. Two fixed units featuring
burgers, fries, soft drinks, and shakes
have opened at Circle K locations in
Phoenix, Arizona. The fast-food stands
lease space in the convenience store’s
parking lot. Mobile units offering similar
service also operate in the area.

White Castle System, Inc., has come
up with a slightly different twist in joint
ventures. They freeze and package their
hamburgers for distribution to con-
venience stores and supermarkets. Ac-
cording to results of the Cahners survey
published in Restaurants and Institutions,
13.1 percent of the convenience store
chains without fast-food joint ventures in
1987 planncd to have them in the future.

Not All Roses

Although convenience stores are
doing well with sales compared with al-
ternative fast-food sources, their share of
the market remains quite small. Accord-
ing to a Gallup Poll of consumer at-
titudes, "Most consumers still view
convenience stores as a good source for
snacks and breakfast and do not perceive
the total fast-food concept." In addition,
the Food Marketing Institute’s 1987 sur-
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vey on the take-out food market reported
that when people were asked to name
places that come to mind when they
think of take-out food, only 7 percent
mentioned convenience stores. This sug-
gests that many consumers do not as-
sociate take-out foodservice with these
outlets.

Some stores are aiming to change that
awareness problem. Southland Corpora-
tion, for example, is using 30-second
television commercials to promote
7-Eleven as the place "Where Good
Things Come Easy." The commercials
air in 41 States. Wawa, Inc., a con-
venience store chain based in Wawa, Pen-
nsylvania, and Atlantic Richfield’s
AM/PM mini markets also use television
to promote their take-out foods.

Attracting upscale customers has been
a problem for convenience stores. Many
outlets are experimenting with various
services like automated bank teller
machines, post office boxes, video
games, and video rentals. Atsome
stores, customers can also pick up airline
tickets, drop off laundry, and purchase
freshly cut flowers, in addition to select-
ing from an expanded line of grocery
products and gasoline services. Many
outlets are being remodeled and cleaned
to make them more attractive to affluent
customers and grocery shoppers in
general.

The industry faces other problems as
well. For example, will customers accept
the taste and texture of more and more
microwave-heated products? Adding
foodservice equipment can be expensive,
and in many cases could place these
firms under "restaurant” codes, which
would require the addition of public
restrooms. Limited space and storage,
particularly for frozen foods, is another
hindrance.
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Future Trends

Even with these concerns, the future
looks bright. As convenience stores con-
tinue to grow in number, take-out foods
as a percentage of their overall product
mix will expand. Convenience Store
News predicts that foodservice will be-
come the biggest single source of sales
and profits, accounting for about 25 per-
cent of nongasoline sales. Although a
few outlets already offer pizza, hot deli
sandwiches, and turnovers, many others
are planning to sell them in the future.
More bakery products will be offered,
and as more food manufacturers come up
with better products requiring limited
labor and equipment, more prepared and
microwave foods will be offered. Fresh
deli departments may be in 75 percent of
all convenience stores by the year 2000.

Beyond the prepared foods categories,
other innovations might include im-
proved and more flexible product packag-
ing. Additional services might include
expanded video sections, car washes, pay
phones, laundry, and dry cleaning. Non-
food items, like greeting cards and paper-
back books, may be offered.

Foodservice distributors and
wholesalers are already tailoring their
products and services to help con-
venience store operators capture more of
the foodservice dollar. These firms as-
sess individual store necds and oppor-
tunities and make recommendations on
items that are likely to be profitable.
Many wholesalers set up accounts to
provide equipment and training to make
the new endeavors successful. These
foodservice specialists also train
employees in food handling and prepara-
tion, salad bar maintenance, meat case
setup, and inventory rotation.

Joint ventures are likely to increase as
more oil companies get into the
marketplace. A 1987 survey of con-

venience store executives published in
Convenience Store News indicated that
convenience stores and fast-food chains
may share land with other service-
oriented businesses, resulting in "con-
venience centers” that comprise a varicty
of businesses, such as convenience
stores, fast-food restaurants, dry cleaners,
and car washes. i
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The Food Industry Heading into 1990

Labor Costs in Food Marketing

Howard Elitzak
(202) 786-1870

One out of every nine workers earns a
paycheck from firms engaged in
processing and distributing food after it
leaves the farm, making the food industry
the Nation’s largest employer. Most
foods must be cleaned, graded, packed,
processed, priced, and stocked on
shelves. These services combined make
labor the largest expense in putting food
on American tables.

In 1987, labor costs accounted for 34
percent of total consumer food expendi-
tures, compared with 25 percent received
by the farmers. These costs consist of
wages, salaries, employee benefits, and
imputed earnings of unpaid family
workers. They relate only to workers in
four industry segments—processing,
wholesaling, retailing, and foodservice es-
tablishments—that engage in marketing
domestically produced farm foods. In-
direct labor costs, like those associated
with intercity transportation and the
manufacture of supplies (such as packag-
ing materials), are included elsewhere in
the marketing bill (figure 1).

Labor costs of firms that process and
distribute foods grown on U.S. farms
rose 5.2 percent in 1987, the smallest in-
crease of the last 20 years. Most of the
rise was due to employment growth.

And while the foodservice segment is the
largest employer (accounting for 53 per-
cent of food industry workers in 1987),
the major developments which limited
the increase in labor costs occurred in the
second largest segment, retailing. That
sector employed 26 percent of all food in-
dustry workers (table I).

Employment Growth

Food industry employment grew 36
percent from 1977 to 1987. Of the four
segments, retail foodstores and foodser-

The author is an agricultural economist with the Food
Marketing and Consumption Economics Branch, Com-
modity Economics Division.
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vice experienced the largest increases,
40.5 and 51.8 percent, respectively. A
number of factors contributed to this
growth.

The most important one was the
greater demand for convenience, which
has grown with the increase in single
households and two-income families. As

Figure 1. Labor is the Largest
Component of the Consumer Food
Dollar

Farm value 25¢

Packaging 8¢
Transportation 4.5¢
Before-tax profits 3¢
Fuel and power 3.5¢
Depreciation 4¢
Advertising 4.5¢
Rent 3¢
Interest (net) 2¢
Repairs 1.5¢
Other2 7¢

Preliminary 1987 data. 2includes property taxes and
insurance, accounting and professional services,
promotion, bad debt, and miscellaneous items.

consumers demanded more "one-stop
shopping," grocery and convenience
stores enlarged their outlets, expanded
their operating hours, and offered greater
product diversity. For example, super-
markets now offer in-store bakeries,
delicatessens, salad bars, and check-cash-
ing facilities. All of these developments
have increased the need for employees.
New supermarket formats, such as super-
stores, combination stores, and super-
warehouse stores, also need additional
staffing.

The same factors increased foodser-
vice employment. Fast-food sales ac-
counted for 48 percent of commercial
eating place business in 1986. Labor
costs have been held down by the mini-
mum wage often paid to fast-food
employees. The high incidence of part-
time workers who are paid entry-level
wages—or less, if they receive tips—and
the lack of collective bargaining for
wages and benefits resulted in lower
costs per worker than in the other seg-
ments of the food industry.

In 1987, real retail food sales (ad-
justed for inflation) grew only 1.2 per-

Table 1. Foodservice Accounts for Most Food Industry Employment

Year Manufac- Wholesaling Food Food- Total
turing retailing service
Thousands

1977 1,711.0 611.7 2,106.3 3,948.6 8,377.6
1978 1,724.1 635.3 2,198.9 4,277.2 8,835.5
1979 1,732.5 648.1 2,296.8 4,513.1 9,190.5
1980 1,708.0 655.3 2,383.6 4,625.8 9,372.7
1981 1,671.1 667.7 2,448.4 4,749.5 9,536.7
1982 1,635.9 666.9 2,477.6 4,831.2 9,611.6
1983 1,614.8 682.4 2,556.2 5,041.8 9,895.2
1984 1,612.2 707.2 2,637.1 5,388.0 10,344.5
1985 1,602.5 734.8 2,775.4 5,709.2 10,821.9
1986 1,616.9 757.0 2,872.9 5,878.8 11,125.6
1987 1,636.1 764.9 2,959.1 5,993.6 11,383.7

Source: Employment and Earnings, Bureau of Labor Statistics.
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cent. With sales growth slowing and
employment levels up, food retailers
have tried to cut costs. Faced with com-
petition from low-cost warchouse stores,
wholesale clubs, and non-union inde-
pendents, retailers have pressed for wage
and benefit concessions from their
employees.

Wage Developments

During the last few years, food
retailers have demanded across-the-board
wage cuts to reduce labor costs. Un-
profitable stores were closed and others
were scheduled to close in the absence of
significant wage concessions. Unionized
stores have closed in some regions be-
cause they have found it difficult to com-
pete with stores paying lower wages to
non-union employees. For example,
Kroger shut down stores in the Midwest
and South after failing to win wage con-
cessions.

Management’s willingness to close un-
profitable operations in the absence of
significant wage and benefit concessions
by employees has resulted in the lowest
number of strikes since World War II. A
record low of 46 major work stoppages
in all industries, including food retailing,
occurred in 1987, making it the sixth con-
secutive year with fewer than 100 major
strikes. In comparison, all but 4 years
from 1947 to 1981 had between 200 and
400 major strikes.

Retailers have generally succeeded in
reducing labor costs. After 1982,
average annual increases in hourly earn-
ings began to slow (figure 2). Changes
in foodstore wages dropped from a
5.4-percent increase in 1982 to a 1.6-per-
cent decrease in 1987 (table 2).

In 1987, 188,000 food retailing
workers were covered by major contracts
that were subject to negotiation. Rising
total labor costs, coupled with a limited
ability to raise product prices, prompted

Oct-Dec 1988

Figure 2. Wages Are Moderating, But Labor Costs Are Still Rising?

Index, 1967=100
600 -

3
oie

100 » / i e - -

1967 77 82

11987 preliminary. 2Includes employee wages or salaries and their health and welfare benefits, and imputed earnings
of proprietors, partners, and family workers not receiving remuneration.

union negotiators and management to
jointly seek ways to preserve jobs while
holding down wage and benefit costs.
Several methods have been used.
Two-tiered wage contracts. These

Table 2. Average Hourly Earnings for
Food Retailing Workers Have Fallen
Since 1984

Year Manufac- Whole- Food  Food- ,
turing saling retailing service provide lower wages and benefits to
workers hired after a specified date than
Dollars those paid to workers already on the job.

Different work rules may also apply to

1977 537 543 478 293 each tier. For example, new hires may

1979 627 osm e o  boassignedmultiple asksand may no

1980 6.85 696 624 369 receive overtime pay on Sundays, while
more senior employees would not be af-

1981 744 757 685 395 fected. Some two-tiered systems are tem-

1982 7.92 8.25 7.22 4.09 porary, so that pay and benefit

1983 820 870 752 427 differentials may eventually be

1984 8.39 9.03 7.64 4.26 eliminated.

1985 857 9.22 7.35 433 In Olhel‘ cases, the Systcms arc belng

1986 8.74 930 706 435 altered by regularly scheduled collective

1987 8.92 952 695 441 bargaining talks. Regardless, both

Source: Employment and Earnings, Bureau of Labor
Statistics.
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management and workers complain
about reduced productivity because
employees on the bottom tier are paid
less for performing the same work.
Moreover, lower paid employees are now
more numerous and, consequently, wield
more clout with their union repre-
sentatives. Therefore, union negotiators
are trying to eliminate two-tiered
provisions. The most common method
of phasing this system out is to award
larger pay increases to lower paid
employees over an extended period.
Employees on the upper tier often
receive lump-sum bonuses in lieu of
wage increases.

Part-time workers. According to
Progressive Grocer magazine, part-time
employment in retailing accounted for 61
percent of foodstore employees in 1987.
Retailers are using part-timers more often
to operate stores that stay open for long
hours.

Part-time workers lower labor costs in
several ways. They are paid less and
receive fewer benefits than full-time
employees. Part-timers also cut labor
costs by reducing overtime work by full-
timers.

It has been suggested that the use of
part-time employees effectively con-
stitutes a two-tiered system, with part-
time and temporary workers making up
the lower tier. The popularity of hiring
part-time employees will grow as
employers find they can lower costs by
maintaining a relatively lean labor base
which can be augmented by temporary
workers during busy periods. In
response, unions are encouraging
management to hire full-time workers by
establishing a two-tiered system of
employer contributions to health benefit
programs. In one agreement cited by
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Progressive Grocer, employers con-
tributed to health plans at a higher rate
for the first 100 hours worked in a month
and at a lower rate thereafter. Under this
scenario, one full-time worker costs the
employer less than two part-timers.
However, it is unlikely that this plan will
be widely adopted because the savings
are offset by higher wages paid to full-
time employees. (Hourly wage rates in-
crease at an accelerated pace the more
hours an employee works.)

Furthermore, because many ex-
perienced part-timers take full-time jobs
when they are available, more turnover
and pressure to raise part-time wage rates
may result.

Lump-sum payments. Two-thirds of
foodstore workers covered by 1987 wage
settlements received lump-sum pay-
ments, which serve as incentive pay-
ments and compensate for freezes, cuts,
and foregone wage increases. These pay-
ments are sometimes linked to firm
profits or earnings. They reduce the mag-
nitude of wage adjustments in three
ways. First, they do not affect employee
benefits that are tied to the wage rate, so
benefit costs are reduced. Second, they
hold down the wage rate base that serves
as the foundation of subsequent
negotiated wages. Third, because the
wage rate base is used in subsequent
negotiations, the lump-sum payments
eliminate the compounding effects of fu-
ture wage increases.

Foodstore wage scttlements in 1987
provide a good example of how lump-
sum payments can hold labor costs in
check. The average wage increase for
contracts with lump-sum payments came
to 1.1 percent over the life of the con-
tract. Without a lump sum, the average
increase was 2.6 percent. These pay-
ments have figured prominently in 1988
bargaining sessions. Forty percent of all

workers involved in collective bargaining
this year currently have lump-sum
provisions in their contracts.

Profit-sharing plans. These were
developed in response to competition
from non-union stores. Often called gain-
sharing plans, they provide profit-sharing
or bonus incentives for improved
employee performance (measured by the
decline in labor costs as a percent of
store sales). The savings are distributed
as a bonus if labor costs fall below a
specified level. However, workers may
be required to take a substantial pay cut
(or a base pay freeze) in return for these
incentive plans.

Employee stock ownership plans.
Firms purchase stock using a percentage
of their profits, and then divide it among
workers whose service has exceeded a
certain number of hours. According to
Progressive Grocer, 75 percent of these
plans have been developed in the last 5
years, and their use may increase by 75
percent over the next few years. Their ef-
fectiveness has been attributed to their
ability to reward improved worker
productivity. Management can also use
these plans to cut labor costs during slow
business periods, because less stock is
purchased when profits are low.

Cost-of-living adjustments (COLA’s).
COLA’s are generally tied to movements
in the Consumer Price Index. In the
recent past, high inflation and the desire
of employees to maintain income parity
made COLA’s a prominent component
of labor contracts. Lower inflation rates
have reduced the importance of COLA’s
over the last few years. Moreover,
COLA’s have been suspended or
eliminated in many negotiated selttle-
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ments in return for features like lump-
sum payments.

Backloaded contracts. These con-
tracts have become prevalent since 1983.
They provide lower wage increases in the
first year of a contract, relative to sub-
sequent years. Prior to 1983, more con-
tracts were frontloaded, which means the
largest wage increase occurred in the first
year. Backloaded contracts are much
more prevalent in food retailing than in
most other segments of the economy. In-
deed, 1987 contracts increased wages an
average of just 0.5 percent for the first
year and 1.6 percent in the remaining
years. These figures, the lowest on
record for foodstore workers, can be com-
pared with averages of 2.2 and 2.1 per-
cent, respectively, for wage settlements
in the aggregate economy.

Backloaded contracts dampen wage
increases in two ways. First, negotiated
contracts have recently resulted in histori-
cally low wage increases, and in many
cases, wage freezes or reductions.
Second, subsequent increases are smaller
because of the lower initial wage in the
contract’s first year. In contrast, the
higher initial wage of a frontloaded con-
tract compounds the amount of the in-
crease after the first year, thus leading to
higher labor costs compared with a back-
loaded contract.

Unions are beginning to demand res-
toration of certain provisions they had
previously conceded. Therefore,
frontloaded contracts are again likely to
become common. This could magnify
the effects of any wage increases adopted
through collective bargaining agree-
ments. However, backloaded contracts
will remain an important factor in
restraining labor costs through 1990,
since most contracts are typically
negotiated for 3-year periods.

Benefit reductions. Employee
benefits were an increasingly important
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form of compensation from 1977 to
1987. Data from Cornell University’s
Operating Results of Food Chains indi-
cate that employee benefits made up 20
percent of retail labor costs in 1977, and
as much as 25 percent in 1987.
However, by last year, their growth had
slowed to about the same rate that wages
and salaries grew, according to Com-
merce Department data. In recent con-
tract negotiations, employees have been
required to pay a larger share of the
benefit costs.

Union bargaining activity can poten-
tially lead to increases in benefit costs
paid by management through changes in
provisions affecting health insurance,
retirement plans, and paid vacation time.

Management-worker relations. Some
new concepts in management-worker
relations have emerged over the last few
years. "The Quality of Work Life"
program in A&P’s Super Fresh stores is
one of the more prominent examples.
Profit-sharing is often an integral part of

The retail sector employed 26 percent of all food
industry workers in 1987.

such programs. In addition, labor and
management hold regular meetings to dis-
cuss ways of raising productivity and
store sales, thereby increasing the prob-
ability of employee bonuses. Workers
are often encouraged to solve on-the-job
problems. Such plans have also been
used as bargaining chips to remove work
rules, like those affecting part-time help
and scheduling changes, that may have
impinged on management’s ability to run
an efficient operation.

Demographic trends. Shortages of
entry-level employees continue to plague
food retailers and foodservice operators,
particularly in suburban areas with low
unemployment rates. Management has
had difficulty attracting workers to these
low-paying jobs. Consequently, some
fast-food chains ha