
MacArthur Named Vice Chair, 
HASC Personnel Subcommittee

• WASHINGTON

On Feb. 12, Rep. Tom C. MacArthur (R-
N.J.) was named as the vice chairman of 

the House Armed Services Committee (HASC) 
Military Personnel Subcommittee. MacArthur 
was one of six HASC subcommittee vice chairs 
chosen by HASC Chairman Rep. Mac Thornberry 
(R-Texas) (see chart).

“I’m honored to have been named to this leader-
ship role on the Military Personnel Subcommittee,” 
MacArthur noted. “Caring for the men and women 
who serve our country is critically important. I look forward to working 
with the Subcommittee to find ways we can efficiently spend taxpayer 
dollars to give our armed forces the best possible care, and ensure our 
readiness to respond to whatever arises.”

BUSINESS BACKGROUND
 MacArthur, whose Third Congressional District includes JB Mc-

Guire-Dix-Lakehurst, began his career as an insurance adjuster in New 
York City after graduating from Hofstra University. He spent 28 years 
in the insurance industry, including from 1999 to 2010 as chairman/
chief executive officer (CEO) of York Risk Services Group.

Following his career in the private sector, MacArthur served on the 
Randolph, N.J., Township Council from 2011 to 2013, including as 
mayor in 2013. In 2014, he was elected to the House of Representatives.

In a Feb 18 letter to Ashton Carter upon Carter’s confirmation as 
Secretary of Defense, MacArthur formally invited the new SecDef 
to visit JB McGuire-Dix-Lakehurst. The base, he wrote, “is a unique 
and critical asset to our nation’s readiness,” MacArthur wrote. “The 
convenience and efficiency provided by having a tri-service military 
installation, supported additionally by the Marine Corps and Coast 
Guard, is unparalleled.”

Early Reports: For-Profit Pricing 
Incompatible with Viable Commissary Benefit
By PHIL GRAY
MANAGING EDITOR

• WASHINGTON

As this issue went to press, two
separate publicly available reports, 

including one released by an organiza-
tion with a wealth of military experience 
and expertise, the RAND Corporation, 
found that raising prices in commissar-
ies is unlikely to succeed as a strategy 
to recoup system operating costs, and 
could instead be expected to cause many 
patrons to abandon commissaries, also 
resulting in fewer patron trips to other 
on-base resale systems.

A second report by the Business Executives for National Security (BENS) Military 
Retirement & Benefits Modernization Task Force (MRBMTF) also found that ceasing 
to fund annual military commissary appropriations was essentially incompatible with 
providing at-cost pricing in commissaries for military families and other eligible patrons.

DeCA Makes SD Personnel, Category 
Alignment Changes

• FORT LEE

On March 31, the Defense Commissary Agency (DeCA) an-
nounced several Sales Directorate (SD) category manager 

changes that also impact zone manager and store director leadership 
roles throughout the agency.

In addition, the agency has also implemented several category 
alignment updates that reallocate a variety of subcategories among 
several category managers.

Effective April 5, Hector Granado was named category man-
ager, responsible for Pet Food and Household Products. He fills a 
previously vacant position that had been handled by James Taylor, who recently became 
the category manager for Frozen Foods. In the interim period preceding Granado’s 
appointment, Rena Dial, category manager for Paper and Laundry, had taken on the 
additional Pet Food and Household Products responsibilities on a temporary basis (see 
E and C News 2/15).

In other changes, Specialty Foods Category Manager Paula Lewis has returned to 
store level as store director at Fort Bragg (South Post) N.C., succeeding John Moore, 
who retired. Steve Villeneuve, category manager responsible for Dairy, will also oversee 

by LARRY LAPKA
ASSOCIATE EDITOR • DALLAS

In a Feb. 9 position paper, the Army and Air Force Exchange Service (AAFES)
questioned various assumptions contained within the Military Compensation 

and Retirement Modernization Commission’s (MCRMC) proposed consolidation 
of exchanges and commissaries, and recast various concepts from the MCRMC 
final report with a view toward more rapid and cost-effective savings initiatives 
achievable without a merger of resale systems.

The position paper focused on the following three main points: that substan-
tial benefits can be achieved without a four-system merger; that the anticipated 
benefits of consolidation are out of synch with known benchmarks; and that 
the payback time to recoup the return on merger costs would be inordinate.

1) The consolidation benefit forecast exceeds industry … benchmarks.

The AAFES document cited analyses from the Boston Consulting Group 
(BCG) and Bain & Company indicating that 40 percent to 60 percent of com-
mercial mergers do not create value as expected. BCG research, the paper said, 
shows a capture of 0.3 percent of sales in synergies three years after commercial 
retail mergers. According to AAFES, consolidation for military resale would 
potentially achieve less than this improvement, due to commercial and military 
differences, and not nearly the roughly $515 million to $1 billion estimated by 
the MCRMC. ...

2) Long payback time to recoup return on investment of $466 million cost.
AAFES estimated that it would take 85 years on the low end and up to 127 years 

on the high end to realize a positive turn on such a military resale consolidation. 
The exchange service based this calculation on its increased profitability over the 

House Armed Services Committee (HASC)
Vice Chairmen by Subcommittee

HASC SUBCOMMITTEE VICE CHAIRMAN

Military Personnel Rep. Tom MacArthur (R-N.J.)
Seapower and Projection Forces  Rep. Duncan Hunter (R-Calif.)

Readiness  Rep. Elise Stefanik (R-N.Y.)
Strategic Forces Rep. Doug Lamborn (R-Colo.)

Emerging Threats and Capabilities Rep. Trent Franks (R-Ariz.)
Tactical and Land Forces Rep. Paul Cook (R-Calif.) 

Source: HASC

MacArthur

Granado

Two recent reports have found that increasing 
commissary prices could be expected to cause 

many patrons to abandon commissaries.

—Continued, Early Reports

—Continued, DeCA Personnel

—Continued, AAFES Position Paper
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AAFES Position Paper Identifies Greater, Faster Non-merger Savings
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Currently, according to RAND, “low prices induce 
many commissary patrons to drive a great deal farther 
to shop at the commissary than most grocery shoppers 
travel to reach a supermarket. … if commissary prices 
increase, patrons may substitute away from commis-
saries and instead choose a discounter or traditional 
supermarket as a primary shopping location.”

BUDGET-DRIVEN PLAN
Many military resale advocates and members of 

Congress have long denounced the Department of 
Defense (DoD) budget plan to cut commissary ap-
propriation by $1 billion dollars annually, as well as 
other deep, staggered cuts to portions of the benefit 
such as Second Destination Transportation (SDT). 

Asked about the RAND report findings, Armed 
Forces Marketing Council (AFMC) President Tom 
Gordy said, “It validates the concerns we’ve always 
had, that the idea that all things would remain equal 
if you raise prices was never going to work … . It 
was clear that if you raise prices you’re going to lose 
your patron — and that was what the RAND study 
said. If the intent was to offset the appropriation 
by raising prices on military families to generate a 
profit, as the RAND study stated, it’s not a strategy 
for success.”

Additionally, the report observed, “A large in-
crease in commissary prices may be perceived as 
completely eroding the commissaries’ price advantage 
over substitutes. As the perceived difference in price 
levels between commissaries and substitute stores 
decreases, a large price change will be more likely 
to induce substitution to alternative retailers.”

Also among its findings, the RAND report as-
serted that revenue increases gained through price 
increases would be “offset more than proportionally 
by the negative effect of a decrease in quantity pur-

chased on revenues.” As to how that scenario might 
affect commissaries, it said, “If these findings hold 
true for a change in the price of goods sold at com-
missaries, then an increase in prices will decrease 
revenues. As such, raising overall price levels will not 
be a successful strategy to cover shortfalls in costs 
caused by the elimination of the annual Department 
of Defense appropriation.”

Further, looking at the effects upon patrons, the 
report stated, “Raising prices will likely negatively 
affect servicemembers and retirees who currently 
patronize the commissary system through increased 
grocery bills.”

BENS TASK FORCE CONCLUSIONS
In its evaluation of the commissary benefit as a 

part of military compensation, the BENS task force 
found that although steadily rising costs associated 
with running commissaries have “encouraged some 
policy makers to consider reform to manage over-
all military personnel costs,” that these costs have 
“largely been attributed to inflation. Numbers from 
the Department of Defense (DoD) in fact show that 
the cost of the commissary system has steadily de-
creased or flattened,” when viewed in light of constant 
1990 dollars and recent declines in the appropriation.

BENS said it had shared the substance of its find-
ings with the MCRMC on April 9, 2014, and said 
it believed that “metrics and valid business cases 
should drive change, and recommends policy makers 
gather and consider more information before making 
changes to the commissary benefit. … The benefit 
does show a positive return. More formal surveys 
… key metrics, like return on investment, should
drive the impetus of change,” as well as possible 
further exploration of supply chain optimization 
with a view to cost savings.

Along those lines, BENS noted, “the benefit ap-
pears to have strong value. The commissary benefit 
makes up 2 percent of an active duty officer’s and 
4 percent for active duty enlisted’s compensation 
while costing less than 1 percent of the military 
compensation budget.”

POLICY IMPLICATIONS
Asked what bearing these reports might have 

on Capitol Hill, Gordy said, “The policymakers in 
Washington, particularly those on Capitol Hill can 
look at this, and say ‘this helps us in our decision 
making’ … . If you take a look at the Compensation 
Commission’s priorities, and if you take a look at 
some of the positions of members of Congress, it’s 
clear they want to protect the benefit. But the only 
way to protect the benefit and reduce the appropria-
tion is to reduce overhead costs. So where does this 
go from here? You only have one option if you’re 
going to protect the benefit — you have to reduce 
cost. But let’s be honest, you’re not going to find $1 
billion worth of savings. In fact the BENS study said 
the amount of savings is going to be negligible.”

The report found that price increases, even in 
small increments, have proven deleterious to com-
mercial retailers and appear to fly in the face of 
accepted retail norms. Citing a 2013 Progressive 
Grocer article, RAND said, “consumers report year 
after year in consumer surveys that they place a 
high importance on price in choosing what to buy 
and where to shop.” 

Reports are that the Boston Consulting Group 

(BCG) is undertaking a more exhaustive study of 
these types of retail dynamics, due in September, 
for Congress and DoD.

“It’s a shame we had to spend money on a study 
to validate what we already know, that the patrons 
are not going to pay higher prices and travel the 
average 12 miles to a commissary if the savings 
aren’t there,” Gordy observed. “And this is just the 
tip of the iceberg as it relates to all the problems 
associated with the Department of Defense’s (DoD) 
plan for commissaries. … DoD has already submit-
ted two budgets calling for price increases without 
having any understanding of the impact on patrons 
and how they will respond — it’s clear this was a 
‘ready, fire, aim!’ approach.”

VENDOR SUPPORT
The foundational dynamics of the commissary 

at-cost pricing and industry support system are also 
at risk should for-profit pricing be implemented. 
“Movement away from the perceived benefits to the 
vendor of the current pricing and marketing system,” 
RAND said, “would likely reduce the level of vendor 
support and perhaps increase costs, reducing (or 
perhaps even eliminating) any potential benefit of 
extracting cost savings for wholesale merchandise.” 

PRICING PRESSURES EXAMINED
Among the mechanisms at work that would hobble 

the effectiveness of commissaries, the RAND report 
said, “The increase in prices at commissaries first 
decreases the overall level of purchasing power for the 
consumer, or, equivalently, it reduces the consumers’ 
real income. This results in an overall decrease in 
consumption across all goods and services … . At the 
aggregate level, demand for grocery items is likely 

—Continued, Early Reports

According to a DoD Manpower Data Cen-
ter (DMDC) 2013 Living Patterns Survey, 
58 percent of total Department of De-
fense personnel live within 10 miles of a 
commissary, and 74 percent lived within 
15 miles. Between 90 and 94 percent of 
respondents reported purchasing goods 

or services at a military commissary.
PHOTO: RICK BRINK, DeCA

Commissaries, such as the one shown 
here at Fort Lee, Va., rely on a full gamut 
of patrons from active duty military to 
spouses and retirees, to ensure the volume 
of transactions is sufficent to generate 
special military promotions and at-cost 

savings from industry suppliers. 
PHOTO: KEVIN ROBINSON, DeCA

—Continued, Early Reports
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analysis. The ability of a benefit-focused organiza-
tion to manage a variable pricing system was also 
questioned, with RAND asserting that such a new 
business model “would require additional expertise 
to manage the pricing system, thereby also increas-
ing costs.”

The BCG report, due in September 2015 is ex-
pected to cover the organizational capabilities and 
costs associated with them.

FURTHER RECOMMENDATIONS
Among its recommendations, the RAND report 

said that not only should “analysis of the effects of 
commissary price changes … take consumer respon-
siveness into account,” but that it should also account 
for the “nonmarket benefits associated with commis-
saries.” Examples of such non-market benefits might 
include a safer on-base shopping environment and 
employment income streams of thousands of military 
spouses and dependents employees — ideas that have 
remained “largely unmeasured in previous studies.”

positively related to income for most consumers. 
As such, the income effect associated with a com-
missary price increase will decrease the purchase 
of commissary goods.”

As a result, the report surmised that commissary 
shoppers would likely engage in “substitution;” avoid 
commissaries completely or visit them less often; 
trade down further in purchases, and/or purchase 
fewer items. “First, for those commissary patrons 
who are willing and able to trade the relatively 
more expensive commissary goods for other types 
of (relatively cheaper) goods, the quantity of com-
missary groceries purchased will decrease. Second, 
the change in relative prices between commissaries 
and substitute retailers will tend to increase overall 
demand for those stores’ products. This will reduce 
the quantity of commissary groceries sold to these 
customers. These two cases are not mutually exclu-
sive, as consumers can exhibit both behaviors at all 
patronized stores.”

SERVICEMEMBER IMPACT
After weighing multiple factors, including the 

“downward pressure on the total defense budget,” 
the RAND report found that price increases would 
inflict both a loss of income and grocery purchasing 
power upon servicemembers their families and other 
eligible patrons. The DoD plan, it said, anticipated 
that the reduction in subsidies would decrease the 
average savings rate from 30 percent to around 10 
percent, with the implication of an increase in “the 
commissary price level of just under 29 percent.”

A price increase of this magnitude, RAND said, 
“will induce a fairly significant substitution response, 
with quantity demanded at the commissary store 
decreasing by 32 percent and expenditures for this 
customer at the commissary decreasing by $410 
per year.”

In that regard the report concluded, “The over-
all effect of the combined income and substitution 
effects from an increase in commissary prices on 
most, if not all, commissary patrons is negative.”

SYSTEM CAPABILITIES
Other aspects of the commissary benefit equa-

tion have yet to be factored in to any comprehensive 

—Continued, Early Reports
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remote locations. AAFES did note, however, that exchanges and commissaries 
may realize some savings from sharing base management for smaller stores. 

Further, AAFES found that there is a “substantial downside risk” to the 
exchanges if such a merger was enacted. Instead of employees accepting a 
pay decrease due to the merger, the exchange service observed that since the 
wage scale in commissaries is about 25 percent to 30 percent higher than at 
the exchanges, commissary labor unions could attempt to organize labor at the 
exchanges and increase their wage scale, which AAFES noted would cost the 
exchanges about $150 million to $200 million annually.

In addition, AAFES asserted that a merger is also not needed to see the 
Military Star Card become a tool customers can use at commissaries. The 
Exchange argued that with approximately two million cardholders — and with 
a substantial number cross-shopping their local exchanges and commissaries 
— “DeCA can quickly realize savings on bankcard fees.”

AAFES noted that since fiscal 2011, it has saved $35 million in SDT 
costs on a stand-alone basis, which it said could be another savings option 
independent of a consolidation.

“RECOMMENDED APPROACH”
In lieu of consolidation, AAFES’s “recommended approach” suggests that 

the Defense Resale Activity (DeRA) — the proposed overseeing entity of 
such a merger — coordinate studies with the four services “to validate the 
true benefits of the merger using current information.”

AAFES also suggest that exchanges be allowed time “to continue increasing 
profits organically as stand-alone entities” while cooperating with themselves 
and DeCA to rationalize costs where possible.

The paper also calls for the implementation of the previously mentioned 
initiatives that it believes would solidify the exchange and commissary systems, 
and to conduct “rigorous analyses to determine upside and implementation steps 
at DeCA,” including testing variable pricing, working with exchanges to lower 
logistics costs, and converting employees to a NAF wage scale.

Specialty Foods until this position is filled. 
Granado, the West Area’s Zone 6 manager, has served 

in numerous store and headquarters positions in the system 
since 1987, including as manager of the Store Operations 
Group and as program manager of the Workforce of the 
Future program. At press time, Granado’s successor at Zone 
6 had not yet been named.

TAYLOR, LEWIS
Taylor, who came to DeCA from the Marine Corps Exchange (MCX) in 

June 2014, initially served with the MCX as its visual merchandise manager 
from July 2008 through December 2011. In that capacity, he directed visual 
and in-store merchandising standards worldwide, and authored the MCX’s 
“Merchandising and Presentation Standards” manual. In November 2011, he 
became MCX Business Services specialist through June 2014.

Lewis originally came to the SD in June 2012 as chief of the Semi-Per-
ishables Division. While the SD was in transition in 2013, in addition to her 
Semi-Perishables Division duties, Lewis also took on the duties of Perishables 

Division chief. In 2014, she was one of the initial category 
managers named in that latest SD reorganization.

Beginning her commissary career in 1983, Lewis has 
served in numerous leadership positions during that the past 
more than 30 years, including store director assignments 
in CONUS and OCONUS.

SUBCATEGORY ALIGNMENT CHANGES
Food Category Manager Barbara Merriweather now 

oversees several items shifted from Specialty Foods, including salad dress-
ing, mayonnaise and croutons; vinegar and cooking wines; olives, pickles, 
peppers and relish; ketchup, mustard, barbecue sauces and marinade sauces; 
and granola bars.

Subcategories that have shifted from Food to Specialty Foods include potatoes 
and stuffing; canned and dry soup; ramen noodles; canned tomatoes; canned 
fruits, vegetables and mushrooms; and rice.

Moving from Specialty Foods to Breads and Snacks, and overseen by 
Category Manager Arnielle Fernandez, are specialty cookies and crackers.

—Continued, DeCA Personnel

past two years; its estimates of future earnings improvements; the projection of 
$15 million per year on assumed synergies — combining savings costs on such 
areas as logistics, support staff, procurement and capital expenditures — and a 
forfeited profit on improvements of $45 million to $80 million per year, as well 
as MCRMC’s $466 million merger cost projection. 

3) Substantial benefits can be achieved without a four-system merger.
AAFES asserts that BCG found $15 million per year in synergies if a 

merger of commissaries and exchanges were achieved, But the exchange ser-
vice estimated that upwards of $226 million in opportunities can be achieved 
without such a merger.

AAFES noted that these opportunities can be achieved by implementing 
use of the Military Star Card at all commissaries; changing DeCA’s wage scale 
to Non-Appropriated Fund (NAF) Instrumentality labor practices; lowering 
Second Destination Transportation (SDT) costs, and experimenting with vari-
able pricing. If each of these were, in concert, put into practice, it would create 
a situation “[that does not] necessitate merging four companies.”

Based on a comparison of military and commercial merger benefits, the 
AAFES paper said that while some back-office cost savings could be captured 
in a merger, to achieve them would require substantial investment systems, 
for example, retail and inventory.

The paper, however, noted that such a merger might obtain some marginal 
sourcing benefits if current exchange and commissary purchases were to achieve 
scale, but consolidating the four entities, it said, would only provide “marginal 
benefits,” since commissaries and exchanges have just 6 percent item overlap, 
and an equally small geographic overlap.

CHERRY PICKING
Commercial retailers typically close weaker-performing stores, which is 

an undesirable option in the military sector, since it conflicts with the mili-
tary exchanges’ unique missions of providing access to the exchange benefit 
wherever servicemembers are stationed, including at smaller installations and 

LewisTaylor

—Continued, AAFES Position Paper

EXCHANGE and COMMISSARY NEWSAPRIL 2015




