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Please see the syllabus for the format of the exam and expectations.   
On the actual exam, you will be given approximately one half page of space to 
complete the short answer questions. 
 
Please answer any eight of the following ten short answer questions:  
 

1. Please discuss the differences between gross and net margins and the 
significance of these differences for Vons Supermarkets. 

Gross margins refer to the difference between difference between 
what was paid for a product and the price at which it is resold.  
The net margin allocates a share of fixed costs to this unit.  In 
the case of Vons, the chain may buy a can of Campbell’s soup at 
$1.50 from a wholesaler and then sell it to customers for $2.00.  
This would represent a gross margin of 0.50 or 0.5/2=25%.  If 
Vons sells a total of $10,000,000 of products for which it paid 
$8,000,000, the gross margin would be $2,000,000.  However, if 
Vons had costs of operating the store of $1,800,000, the net 
margin would only be $200,000 or 200,000/10,000,000=2%.  Net 
margins may therefore be much smaller than gross margins. 

2. Based on the Product Life Cycle, what would be appropriate promotional 
objectives for Ben & Jerry’s ice cream?  Please discuss your reasoning. 

Ben & Jerry’s has been around for a long time and consumers 
already know a great deal about the brand.  Since the super-
premium ice-cream market is probably at a slow-growth or no-
growth phase, awareness and trial would be less relevant.  B&J 
would want to focus on either preference over other brands 
(attitudes) or temporary sales increases. 

3. In practice, who tends to benefit from government food grading standards?  
Please identify specific groups that are more likely to benefit and explain why 
other groups may be less likely to benefit. 

Large buyers such as canners, food processors, food 
manufacturers, or food retailers are best able to take advantage 
of food grading because this allows them to make deals of 
standard commodities without having to closely examine the 
product.  Consumers often do not know the differences between the 
various grades and therefore do not get as much use out of the 
grading information. 



4. When market prices increase, it would be attractive for farmers to increase 
their output.  In practice, why does it often take a long time after market price 
changes for farmers to adjust their production quantities? 

Changing capacity often requires advance planning and 
development.  For example, if there is an increased demand for 
beef, it takes time to grow a larger herd.  It may also take time 
to build facilities.  If financing is required to expand, 
obtaining loans takes time.  Farmers who have contracted in 
advance may not experience price changes until it is time to 
negotiate for a new season. 

5. Manufacturers of prestigious food brands would often prefer that their products 
not be sold below certain minimum prices.  Since a retailer might actually be 
able to sell more merchandise at a lower price, why would the manufacturer 
object to a lower price?  What can the retailer to do prevent retailers from 
selling below a desired price? 

Although increasing sales from a product being sold at a low 
retail price can increase profits in the short run, a lower price 
may undermine the image of the product.  Full service retailers, 
who account for a large portion of the sales of prestige foods, 
will also be less likely to emphasize a brand that can be bought 
cheaper elsewhere.  Manufacturers cannot require retailers to 
charge a certain minimum price but they can warn retailers that 
they will be “cut off” if they sell below a minimum price. 

6. Some people are concerned that farmers today are likely to receive a smaller 
share of the amount of money spent by consumers in food stores.  How 
justified is this concern?  Please explain your reasoning. 

Although the percentage of the total food bill that farmers 
receive today has declined, this has happened not because farmers 
are receiving less but because consumers today demand that more 
value be added after the farmer in the value chain.  A 
supermarket will charge more for a cooked chicken or for boneless 
chicken than it will for traditional whole chickens and will need 
to add to the price to provide these services.  The farmer 
receives the same price for the chicken regardless of what is 
subsequently done to it.  In fact, when the end product becomes 
more desirable, the quantity demanded may increase, resulting in 
higher prices being paid to the farmer. 

7. Please discuss the advantages of disadvantages of railroad transportation 
compared to trucking of food products. 

Railroad transportation is very slow and inflexible since goods 
can only be shipped to and from railroad stations.  Trucks are 
faster and the food can be moved directly from the buyer to the 
seller without reloading.  However, railroad transportation is 
usually much less expensive. 

8. Please discuss reasons why food industry firms may want to integrate 
horizontally. 

Firms often face slow growth in their core markets and may want 
to invest their earnings in a related business rather than paying 
dividends to stockholders who would then have to pay taxes on 
these earnings immediately.  It may also be desirable to control 
a supplier so that a consistent supply is guaranteed in times of 



shortages to ensure quality.  Occasionally, synergy exists where 
the two businesses together are worth more than the sum of the 
two operating alone—a firm may be able to use the same research 
for both units.  However, vertical integration usually does not 
save money and may divide the management’s attention between two 
businesses. 


