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Preface

support activities in order to free up funds to replace aging weapon systems. One

aspect of DoD's infrastructure that may merit review is its network of on-base grocery
stores, department stores, and other shops that sell goods and services at below-market prices
to active-duty, reserve, and retired military personnel. Despite the decline in the size of the
military since the end of the Cold War, DoD remains one of the largest retailers in the United
States. Its stores, with annual sales of more than $14 billion, employ 96,000 civilians—one
for every 15 active-duty service members. What explains the size and scope of DoD's retail
activities in the United States? Are government-run stores necessary to provide access to
goods at military bases or to preserve military morale and cohesion? Are they more cost-
effective than cash allowances as a way to attract and retain a high-quality force?

T he Department of Defense (DoD) is seeking to reduce its infrastructure of bases and

This Congressional Budget Office (CBO) study examines the social and budgetary costs
and benefits of DoD's retail activities and various alternatives for their future. It was prepared
in response to a joint request from Congressman John Kasich, Chairman of the House
Committee on the Budget, and Congressman William Zeliff Jr., former Chairman of the
Subcommittee on National Security, Foreign Affairs, and Criminal Justice of the House Com-
mittee on Government Reform and Oversight. In keeping with CBO's mandate to provide
objective, impartial analysis, the study makes no recommendations.

Deborah Clay-Mendez of CBO's National Security Division wrote the study under the
general supervision of Neil M. Singer and Cindy Williams. Earlier drafts benefited from
reviews by Greg Hildebrandt of the Naval Post-Graduate School and John Donahue of the
John F. Kennedy School of Government. The author gratefully acknowledges the research
assistance provided by Shaun Black, Jofi Joseph, and Doug Taylor of CBO. She also thanks
the numerous DoD and industry officials who responded, frequently at short notice, to ques-
tions and requests for data.
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Summary

wide array of retail stores and consumer ser-

vices at military bases for the benefit of current
and retired military personnel and their dependents.
DoD's retail operations have annual sales of $14 billion
and employ some 96,000 civilian workers—one for ev-
ery 15 active-duty personnel. Those operations include
commuissaries (stores similar to civilian supermarkets),
which have annual sales of about $5 billion, and mili-
tary exchanges, which have sales of about $9 billion.
The exchanges operate retail stores similar to depart-
ment stores and also furnish a host of other shops and
services, including on-base gas stations, furniture
stores, florist shops, optical shops, fast-food outlets,
pet-grooming salons, and liquor stores. Based on an-
nual sales, DoD operates the 10th largest supermarket
chain and the 12th largest general retail chain in the
nation.

T he Department of Defense (DoD) provides a

Those retail enterprises have many supporters. For
U.S. service members stationed overseas, commissaries
and exchanges are sometimes the only affordable and
accessible source of familiar products. For service
members in the United States, DoD's policy of selling
goods at below-market prices makes its stores an im-
portant noncash benefit. Military retirees generally
view access to DoD stores as an entitlement earned
through their years of service. Many military leaders
see on-base commissaries and exchanges as integral
parts of the military way of life and argue that they fos-
ter a sense of military community. Other supporters
include store employees and the commercial vendors,
brokers, and distributors that sustain the stores.

Despite the benefits that commissaries and ex-
changes provide, analysts concerned with reducing the
size of DoD's infrastructure might question the ratio-
nale for the department's current retail system. That
system—a large network of stores designed to serve
families rather than to meet the needs of single troops
—emerged during the early years of the Cold War. At
that time, DoD's policy was that its retail activities were
necessary to ensure that service members living at mili-
tary bases had access to adequate, affordable shopping.

Today, the department no longer argues that it has
to provide stores at military bases to make up for a lack
of commercial alternatives. At least within the United
States, DoD's role goes far beyond what is required to
ensure convenient and affordable shopping for on-base
communities. Commissaries and exchanges use below-
market prices to attract active-duty personnel, retirees,
and reservists who live off-base and might more conve-
niently shop elsewhere. Instead, DoD justifies its stores
by arguing that the low prices they offer are a cost-
effective alternative to providing additional cash com-
pensation to service members.

This Congressional Budget Office (CBO) study
finds that DoD's current justification is untenable: from
a social perspective, government-run stores with below-
market prices are not a cost-effective alternative to cash
compensation. (If they were, it would suggest that soci-
ety would be better off if the government provided
stores for all of its employees, or even all of its citi-
zens.) Instead, CBO finds that the military's role in
retail activities has grown and persisted in part because
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many of the costs of those activities—including the cost
of forgone taxes and return on capital—fall outside the
federal budget. When DoD uses cash compensation to
attract and retain a high-quality military force, the full
cost of that policy appears in its budget. When the de-
partment uses retail stores with below-market prices,
much of the cost falls outside its budget.

If DoD faced the full cost of its role in retail activi-
ties, it might well reassess and reduce that role. De-
signing policies to make DoD face that cost is not diffi-
cult. But such policies would entail difficult political
decisions. Any meaningful debate over DoD's future
retail activities may have to balance the inefficiency of
subsidized, government-run stores as a way to attract
and retain a high-quality force against the disrupted
expectations and transition costs associated with chang-
ing that system.

An Overview of Commissaries
and Exchanges

More than 300 commissaries, which are run by the De-
fense Commissary Agency (DeCA), operate at DoD
bases throughout the world. Commissaries are like ci-
vilian supermarkets in many ways, although they differ
in how they price merchandise and pay operating costs.
Commissaries sell goods at a uniform 5 percent above
the wholesale cost. DeCA relies on that 5 percent
markup, or surcharge, to provide funds for capital in-
vestment. But federal appropriations pay for most of
the stores' operating costs—including the salaries of
DeCA's 18,000 employees, who are members of the
civil service. Those differences from supermarkets en-
sure that commissaries offer below-market prices, mak-
ing them a valuable benefit for both active-duty and
retired military personnel. In 1995, commissaries sold
over $5 billion in groceries (valued at the wholesale
cost), collected almost $300 million in surcharges, and
spent about $1 billion in appropriated funds.

Unlike commissaries, military exchanges are not
part of a federal agency. Instead, DoD's three separate
exchange systems—the Army and Air Force Exchange
Service, the Navy Exchange Command, and the Marine
Corps exchanges—operate as nonappropriated-fund
(NAF) activities. NAF status means that the revenue

exchanges receive from patrons is not part of the fed-
eral budget. It also means that exchanges are exempt
from many of the laws governing federal personnel and
procurement practices that limit the flexibility of com-
missary managers. (The exchanges' 78,000 employees
are federal workers but are not members of the civil
service.)

Although exchanges have nearly twice the annual
sales of commissaries, they receive less public atten-
tion. The Congress appropriates almost $1 billion for
commissaries each year, which ensures a continuing
debate over the costs and benefits of those stores. Ex-
changes, by contrast, do not receive an appropriation
specifically earmarked for their use. Instead, they actu-
ally appear to produce earnings for DoD. The average
markup on items at exchanges (about 20 percent) gen-
erates enough sales receipts to cover the exchange sys-
tems' operating costs and still produce some NAF earn-
ings. Those NAF earnings would disappear, however,
if exchanges were required to reimburse DoD for the
support services it provides with appropriated funds
(such as exterior maintenance of exchange buildings
and transportation of exchange goods overseas).

Even though the exchanges' ability to generate
NAF eamnings depends on the appropriated support that
DoD provides, DoD can spend those earnings without a
Congressional appropriation or authorization and with-
out creating a federal budgetary outlay. Between 1980
and 1995, the three exchange systems produced $7 bil-
lion in NAF earmnings for DoD. Roughly one-third of
that was spent to finance new investment in exchanges;
the rest went to support DoD's morale, welfare, and
recreation (MWR) programs, such as libraries, fitness
centers, golf courses, clubs, and hotels. Members of
Congress have criticized some of the purchases DoD
has made with NAF earnings (including a hotel at Walt
Disney World and the construction of a third golf
course at Andrews Air Force Base near Washington,
D.C)). The department has responded by arguing that
nonappropriated funds are service members' dollars
rather than taxpayers' dollars.

Differences in the legal status, budgetary treatment,
and pricing policies of commissaries and exchanges
reflect their historical evolution. Although the modern
commissary system did not develop until after World
War II, it has roots in an earlier system in which com-
missary officers were responsible for issuing rations to
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troops and for managing cash sales of additional food
items. Appropriated funds paid for operating the sys-
tem and buying the goods that would be issued as ra-
tions; receipts from patrons paid for buying the goods
that would be sold for cash. By contrast, the exchange
system and many MWR programs had their roots in
soldiers' canteens and other cooperative arrangements
among service members. Although commanders pro-
vided in-kind support (such as access to buildings), the
federal status of those NAF activities was only estab-
lished over time through a series of court decisions.

Today, despite differences in their legal and bud-
getary status, commissaries and exchanges share many
characteristics. They both offer below-market prices
that attract patrons from off-base, and they serve simi-
lar populations (although reservists, who have unlim-
ited access to exchanges, are limited to 12 commissary
visits a year). DoD also offers similar justifications for
the two systems. It justifies overseas stores—which ac-
count for 16 percent of commissary sales and 25 per-
cent of exchange sales—in part on the grounds that they
may be the only affordable source of U.S. goods. It

Summary Table 1.

Subsidy Costs of DoD's Retail Activities in the United States, 1995 (In millions of dollars)

Commissaries Exchanges Total
Business Income (Sales receipts minus
the wholesale cost of goods sold) 260° 1,760° 2,020
Operating Costs
Costs paid by DoD
Paid from appropriations 670 160 830
Paid from surcharges or nonappropriated funds 270 1.540 1,810
Subtotal 940 1,700 2,640
Costs not paid by DoD
Forgone return on capital 160 440° 600
Forgone sales taxes 230 370 600
Forgone excise taxes 100 100 200
Subtotal 490 910 1,400
Total Costs 1,430 2,610 4,040
Subsidy (Total costs minus business income) 1,170 850 2,020
Subsidy Provided by DoD
(Costs paid by DoD minus business income) 680 -60¢ 620

SOURCE: Congressional Budget Office based on data from the Department of Defense (DoD).

NOTE: Business income and operating costs exclude the wholesale cost of goods sold. Overhead costs.and income from financial investments were
allocated between DoD's U.S. and overseas activities based on sales.

a. Includes payments to DoD from vendors for handling coupons and other reimbursements.

b. Includes concession fees and income from financial investments.

¢. Includes $390 million in forgone monopoly rents.

d. This number is negative because the estimated appropriated-fund support that DoD furnished to U.S. exchanges in 1995 ($160 million) was less
than their reported nonappropriated-fund earnings ($220 million).
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justifies stores in the United States on the grounds that
their below-market prices are a cost-effective alterna-
tive to cash compensation.

Subsidies for DoD's
Retail Activities

DoD's argument for the cost-effectiveness of its retail
activities is straightforward. Commissaries receive an
annual appropriation of about $1 billion. Each year
they sell military personnel about $5 billion in goods,
which have a commercial retail value of over $7 billion
(according to price surveys commissioned by DeCA).
Thus, $1 billion in commissary appropriations yields
$2 billion in benefits. The department's case for ex-
changes is even simpler: they offer savings to service
members and at the same time generate revenue to sup-
port the military's MWR programs.

That assessment, however, overlooks costs that fall
outside DoD's budget. In addition to appropriated-fund
support, DoD's retail activities receive a subsidy from
society in the form of exemption from state and local
taxes, a monopoly over on-base retail sales, and
interest-free use of federal capital (from society's per-
spective, it is just as costly to invest federal capital in a
commercial activity as it is to invest private capital).
Conceptually, the total subsidy is the difference be-
tween what patrons pay for goods and services in DoD
stores and what it costs society to provide those goods
and services.

The Congressional Budget Office estimates that in
1995, the total subsidy cost of DoD's retail operations
in the United States was approximately $2 billion (see
Summary Table 1 on page xiii). Forgone state and lo-
cal taxes and the forgone return on capital accounted
for most of that subsidy. Those costs are not evident to
DoD, however. From the department's perspective, the
subsidy cost of its U.S. retail activities was only about
$600 mullion in 1995. U.S. exchanges generated re-
sources for DoD to spend, although from a societal per-
spective they required a subsidy of more than $800 mil-
lion.

Subsidies that are not paid by DoD help explain
how the exchanges can sell goods at below-market

prices and still generate earnings that, as a percentage
of sales, are similar to those of private retailers. CBO
found that most exchange earnings come from a few
activities that benefit heavily from the exchanges' mo-
nopoly over retail activities at military bases, access to
interest-free capital, or immunity from state and local
taxation. Such activities include pay-telephone con-
cessions, fast food, alcohol and tobacco sales, and inter-
est on credit card balances. Sales of general merchan-
dise—a retail activity in which the exchanges face com-
petition from off-base stores—did not generate any
earnings in 1995, although they accounted for 73 per-
cent of sales. One problem with DoD's retail role is
that some of the activities it finds most profitable (such
as providing low-cost tobacco, alcohol, and credit) are
those that military leaders might otherwise not want to
promote.

The Effectiveness of U.S.
Retail Activities as a
Form of Compensation

DoD's retail activities in the United States pass much of
their $2 billion subsidy on to patrons in the form of
below-market prices. That makes DoD stores one of
the most important noncash benefits for service mem-
bers and retirees. However, the actual value of those
benefits to U.S. patrons will be less than the amount of
the subsidy to the extent that the government is unable
to manage resources as efficiently as private retailers,
who are driven by competition. The benefits will also
be less than the subsidy because subsidized prices dis-
tort service members' decisions about consumption. If
it could be accurately determined, the difference be-
tween the subsidy and the value of benefits to patrons
would measure the economic inefficiency (or dead-
weight loss) that subsidized DoD stores cause.

From a societal perspective, those U.S. stores
would be a cost-effective alternative to cash compensa-
tion if the deadweight loss from using them to attract
and retain a high-quality military force was less than
the deadweight loss from relying on the tax system to
raise revenue for paying additional cash compensation.
Thus, the cost-effectiveness of DoD stores depends not
only on the size of the subsidy and the amount of bene-
fits that patrons receive (the two factors determining



SUMMARY

XV

the deadweight loss), but also on the impact that those
benefits have on DoD's ability to attract and retain a
high-quality force.

Who Benefits?

The number of military retirees increased gradually
throughout the Cold War era and now exceeds the num-
ber of active-duty personnel (see Summary Figure 1).
As a result, DoD's commissary and exchange systems
—originally justified as convenient and affordable
sources of goods for service members living on military
bases—now focus heavily on serving retirees, who must
drive to bases to shop. In 1993, 54 percent of commis-
sary sales in the United States went to retirees, com-
pared with 39 percent to active-duty personnel and 7
percent to reservists. Retirees also appear to account
for about half of exchange sales of retail merchandise,
although some exchange services (fast food, barber-
shops, pay telephones) are used primarily by people
living and working on-base.

That shift in the mix of patrons has implications for
the cost-effectiveness of DoD's retail activities. A retail

Summary Figure 1.
Number of Active-Duty and Retired Military
Personnel, 1960-1995

Milli
4 Millions

Active-Duty Personnel

Retirees?

o PR E E Y PUNPEET SRS SrURTEAT SR N NS Sy PN ST S RS S
1960 1965 1970 1975 1980 1886 1990 199§

1 1 1 1

SOURCE: Congressional Budget Office based on Department of
Defense, Washington Headquarters Services, Director-
ate for Information Operations and Reports, Selected
Manpower Statistics, Fiscal Year 1995, DIOR/MO1-95
(1995).

a. Also includes families receiving survivor benefits.

system that serves active-duty personnel who live over-
seas or in isolated U.S. locations, where the value of the
benefit is greatest, or who are about to make career de-
cisions is likely to have a greater impact on retention
than a system that primarily serves military retirees.
(Young, active-duty service members who are making
decisions about reenlistment may consider the benefits
they will receive as retirees, but such members tend to
heavily discount the value of deferred benefits. More-
over, the value of future commissary benefits is uncer-
tain because it depends on people's eventual income,
family status, and geographic location.)

The three exchange systems influence the mix of
patrons in their stores through decisions about what
types and quality of merchandise to stock. Those deci-
sions are complicated by the fact that selling discount
goods to enlisted personnel in competition with Wal-
Mart and other discount retailers is not very profitable.
The types of merchandise that generate the greatest
earnings for exchanges (including upscale gift items
such as Lladro figurines, Coach handbags, and Villeroy
and Boch china) are often those that are most attractive
to retirees with discretionary income. Finding the ap-
propriate balance between discount store and upscale
department store has long been a source of controversy
for the exchanges. But that controversy has intensified
in recent years as the size of the active-duty force has
declined.

How Do DoD's Prices and
Commercial Prices Compare?

DoD's assessment of its commissaries and exchanges
overstates the savings they provide to patrons in the
United States. Price surveys commissioned by DeCA
suggest that brand-name goods cost an average of 29
percent less in commissaries than in nearby supermar-
kets (including sales tax). Yet the average gross mar-
gin (sales receipts minus the wholesale cost of goods as
a percentage of sales receipts) in U.S. supermarkets
suggests that commissaries, which sell at 5 percent over
wholesale cost, can provide average savings of only
about 20 percent. The discrepancy between those two
estimates of savings results in part from the tendency of
shoppers to buy items when they are on sale. Industry
margins reflect that shopping pattern, but price surveys
like DeCA's, which identify the cost of a specific basket
of goods on a particular day, do not.
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Surveys commissioned by the three exchange sys-
tems appear to overstate patrons' savings in exchanges
by an even greater amount. Those surveys indicate that
exchange prices are about 20 percent below commercial
prices (before sales tax). But customers' perceptions of
how much they save, as well as comparisons between
markups by exchanges and commercial discount retail-
ers, suggest that exchange prices are only 5 percent to
10 percent below commercial prices (including sales
tax). Customers' savings vary, however, depending on
what kinds of goods they buy. Exchanges offer large
savings on some types of merchandise, including to-
bacco, alcohol, and upscale items that discount retailers
in the private sector do not carry. But enlisted person-
nel frequently say that commercial discount stores offer
lower prices and a better selection of the kinds of mer-
chandise they want.

What Is the Value of Savings
to Patrons?

DoD's assessment of the value of its stores is also in-
consistent with the economic principle that the actual
value to consumers of a price discount is less than their

apparent financial savings (that is, the difference be-
tween what their purchases cost with the price discount
and what those same goods would have cost without the
discount). The fact that service members typically shop
in both DoD and commercial stores supports that prin-
ciple. It is evidence that, despite the financial savings,
not every dollar spent in commissaries and exchanges
yields the same benefit. The last dollar that patrons
spend in DoD stores gives them no more benefit than
the last dollar they spend in private, unsubsidized stores
(after taking into account nonprice factors such as the
distance they have to travel to shop, the hours that the
stores are open, and the selection of merchandise). If
the benefit was greater, patrons would choose to spend
more in DoD stores and less in private stores.

One drawback to using DoD's retail activities as a
form of compensation is that it is difficult to assess ac-
curately either the cost of the subsidy or the value of the
benefits. Nonetheless, under the illustrative (but not
unreasonable) assumption that the total value of bene-
fits to patrons equals 80 percent of their apparent finan-
cial savings, the deadweight loss associated with DoD's
retail activities in the United States is on the order of
$700 million a year (see Summary Table 2). In that

Summary Table 2.

Annual Costs and Benefits of DoD's Retail Activities in the United States (In millions of 1995 dollars)

Commissaries Exchanges Total
Subsidy Costs 1,170 850 2,020
Possible Benefits to Patrons®

Active-duty patrons 300 200 500

Retired and reserve patrons 600 200 800

All Patrons 900 400 1,300
Subsidy Costs Minus Possible Benefits

to All Patrons (Deadweight loss) 300 400 700

SOURCE: Congressional Budget Office based on 1995 data from the Department of Defense.

NOTE: Possible benefits to patrons and subsidy costs minus benefits are rounded to the nearest $100 million.

a. These estimates assume that the value of benefits to patrons is 80 percent of patrons' apparent financial savings. CBO calculated apparent
financial savings based on a 20 percent price difference between commissaries and commercial supermarkets and an average 7.5 percent price
difference (the midpoint of the 5 percent to 10 percent range) between exchanges and commercial retailers.
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illustration, giving active-duty personnel benefits
equivalent to $500 million in compensation through
DoD's U.S. stores costs society $1.2 billion (the $500
million in benefits plus the $700 million in deadweight
loss).

Alternative Strategies for
DoD's Retail Activities

The Department of Defense has many important rea-
sons, which are not readily captured in a cost-effective-
ness analysis, to continue operating large retail busi-
nesses that offer below-market prices. DoD officials
wish to preserve military tradition and protect a unique,
cohesive military lifestyle. They may also want to
avoid the windfall gains and losses involved in switch-
ing from a compensation system that relies on below-
market prices to one that relies on higher pay or allow-
ances. People who would lose from such a change in-
clude the many military retirees who rely on DoD stores
(and who feel that the benefit is a right they have
earned), commissary and exchange employees, and the
network of manufacturers, brokers, and distributors
who support the current system.

Yet one of the key reasons that DoD's retail role
has grown and persisted is that most of the costs fall
outside the federal budget. Alternative strategies for
the future of that role can take either a budgetary or a
social perspective. Strategies that take a budgetary per-
spective on costs would encourage DoD to maintain a
large role in retail activities because those activities
allow the department to benefit from subsidies that are
not included in either its own or the federal budget.
Strategies that take a social perspective would encour-
age DoD to face the full cost of its retail activities and
thus limit its role. This study examines four alternative
strategies for DoD's retail activities (see Summary
Table 3). The first two focus on reducing budgetary
costs; the third and fourth focus on social costs.

Alternative 1: Follow DoD's
Current Plan

The Defense Department plans to maintain the size,
scope, and pricing policies of its commissaries and ex-

changes while reducing the cost of operating them. Its
approach is two pronged. First, it intends to pursue
federal waivers and legislation that would free commis-
saries from some of the legal and policy constraints that
limit their ability to control costs. Commissaries would
then operate more like nonappropriated-fund activities
—able to hire workers outside the civil service and to
pay some of their operating costs from the revenue they
would generate from suppliers or patrons. Second,
DoD is examining ways to consolidate the three ex-
change systems. Doing so would reduce operating
costs and increase the exchanges' ability to generate
earnings for morale, welfare, and recreation programs.

CBO estimates that fully implementing that ap-
proach could save DoD up to $200 million to $300 mil-
lion a year. One of the weaknesses of the approach,
however, is that providing DeCA with the same free-
dom enjoyed by private enterprises will not necessarily
lower costs as long as commissaries depend on the po-
litical budget process rather than on competitive mar-
kets for most of their operating income.

Alternative 2: Create a DoD
Resale Authority

A second alternative would reduce the budgetary costs
of DoD's retail activities by combining DeCA and the
exchange systems into what DoD refers to as a resale
authority. The resale authority could be organized as
either a government corporation or a revolving fund
with NAF-like personnel and acquisition rules. It
would reimburse DoD for any support the department
provided, and the difference between its receipts and
expenditures in any year would be included in the fed-
eral budget.

This option would increase Congressional control
over federal resources (nonappropriated funds) that are
now outside the federal budget. In addition, it would
provide large budgetary savings: perhaps $800 million
to $1 billion a year. Such savings would allow the re-
sale authority—viewed from DoD's perspective—to al-
most break even. Much of the savings would come
from raising prices on all commissary items to ex-
change levels (a logical move under a consolidated sys-
tem). Additional savings would come from freeing
commissaries from the constraints under which they
operate as part of a federal agency and from combining
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Summary Table 3.
Alternative Strategies for DoD's Retail Activities

Annual Costs or Savings (-) Standard of
Scope of (Millions of 1995 dollars) Living for
On-Base Pricing In the Outside the Military
Activities Strategy Federal Budget Federal Budget Personnel
Current System of Retail Activities
Baseline Supermarkets, Below- 1,100* 1,600 Current
department market Level
stores, and
liquor stores
dependent on
off-base patrons
Effects of Alternative Strategies for Retail Activities
Alternative 1. Con- No change Some -200 to Little change Little change
solidate Exchanges increases in -300°
and Reduce Con- commissary
straints on DeCA prices
Alternative 2. Create Grocery sales Commissary -800 to Some savings Declines for
a Single DoD Resale to off-base prices rise to -1,000° if scope of on- retirees; cash
Authority Within the patrons exchange base activities allowances
Federal Budget decline levels declines offset effects
on active-duty
personnel
Alternative 3: Contract No change No change 800 to 1,200° -1,600 No change
Out Operations and
Subsidize Prices
Alternative 4: End Much smaller Prices rise -200 -1,600 Declines for
Subsidies and Give role for on-base to market retirees; cash
Cash Allowances to stores; remaining levels allowances
Active-Duty Personnel activities focus on offset effects
people living on active-duty
or working personnel
on-base

SOURCE: Congressional Budget Office.

NOTE: DoD = Department of Defense; DeCA = Defense Commissary Agency.

a. Commissary appropriations plus appropriated-fund support for exchanges minus reported exchange earnings. Although not included in the federal

budget, exchange earnings can substitute for appropriated funds.

b. Includes $50 million to $100 million in savings from consolidating the three exchange systems and $150 million to $200 million in potential savings
from changing the civil service status of commissary employees and other initiatives that grant more flexibility to commissary managers.

Includes savings from raising commissary prices ($390 million after compensating active-duty personnel), requiring the resale authority to

reimburse DoD for appropriated-fund support ($370 million), changing the civil service status of commissary employees ($150 million to $200
million), and consolidating exchanges with commissaries (over $100 million) minus the costs of appropriated funds to support Category A and B

morale, welfare, and recreation programs.

d. DoD's budget would rise to reflect the cost of taxes and the return on capital, although those costs would be offset in part by savings from

competition.
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commissary and exchange stores at bases where sepa-
rate facilities are too small to be economical.

One disadvantage of this option would be the im-
pact that higher prices for commissary items would
have on patrons. From a broad social perspective, an-
other disadvantage might be that a DoD resale authority
that did not require a large annual appropriation might
receive little public scrutiny, despite the social costs it
would impose. In order to operate with little appropri-
ated-fund support, the resale authority would have to
keep its exemption from state and local taxes and
would have to emphasize those activities that generate
the most earnings—including sales of upscale items and
of low-cost tobacco and alcohol.

Alternative 3: Rely on Private
Contractors

A third alternative would require DoD to use contrac-
tors for all on-base retail services. That would elimi-
nate the need for the Congress to create and oversee
unique, quasi-governmental retail organizations. Using
contractors rather than in-house providers might also
allow DoD to distinguish more clearly between deci-
sions that benefit the retail enterprises and decisions
that benefit service members and the department as a
whole. Even more important, competition among pro-
spective contractors would reduce the costs of operating
on-base facilities. Because the exchange systems al-
ready rely on concessionaires to provide many con-
sumer services (such as pay telephones, fast food, and
barbershops), DoD has experience in writing and moni-
toring the kinds of contracts that would be necessary.

One problem with Alternative 3 is that private con-
tractors at bases in the United States might face higher
operating costs than DoD because they would have to
pay state and local taxes and earn a return on their capi-
tal. In theory, that need not change the size, scope, or
pricing policies of on-base retail activities. DoD could
subsidize contractors so that they could pay taxes and
earn a return on their capital and still provide the same
goods at the same prices as DoD's in-house stores.
(Summary Table 3 reflects that assumption.) In prac-
tice, however, that approach would pose serious bud-
getary problems for DoD. U.S. commissaries and ex-
changes, which have annual operating costs of $2.6
billion, benefit from $1.4 billion a year in forgone taxes

and forgone return on capital. For many of those enter-
prises, the cost of taxes and of the required return on
capital would outweigh any possible savings from more
efficient operation by contractors.

Faced with the cost of subsidizing contractors,
DoD would probably reassess the cost-effectiveness of
below-market prices as a form of compensation. Al-
though Summary Table 3 does not reflect this, DoD
might allow contractors to charge higher prices, de-
creasing the size and scope of the department's retail
activities in the United States. That would reduce the
welfare of retirees who shop on-base. Moreover, unless
the price increases were offset by higher compensation
(as in Alternative 4), such a change would reduce the
welfare of active-duty personnel and make it more diffi-
cult for DoD to attract and retain a high-quality force.

Alternative 4: Revise Incentives for
DoD's Retail Activities

Under this alternative, DoD would pay the full cost of
its in-house retail activities, including forgone taxes and
the forgone return on capital. One way to achieve that
would be to require DoD to make payments to the Trea-
sury in lieu of forgone taxes and to borrow capital from
a Treasury credit account at the pretax, private rate of
return. The department would be free to choose be-
tween in-house and contractor-operated stores. It
would also determine which activities to subsidize and
to what extent. Active-duty personnel would receive
bigger cash allowances to compensate for the higher
prices they would face. (CBO's estimates of budgetary
savings for Alternative 4 assume that DoD would offset
the higher prices for active-duty personnel in the United
States with additional cash allowances of $500 million
a year and that savings from eliminating subsidies for
overseas stores would be just offset by higher overseas
cost-of-living allowances.)

If DoD faced the full costs of its retail program, it
would have an incentive to objectively evaluate the ben-
efits of that program (including intangible factors such
as the impact on military cohesion). As a result, DoD
might well limit the size and scope of its retail system
to the point where the costs of additional activities were
balanced by the benefits. Likewise, this alternative
would give the department an incentive to assess the
nonfinancial drawbacks of its current role. Those draw-
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backs include the extent to which running large retail
businesses distracts DoD officials from their core mis-
sions, the impact that sales of low-cost tobacco and
alcohol have on the health of service members, and the
risk that access to goods at below-market prices will
lead to fraud and scandal (as has sometimes happened
in the past) or that black-market activities will under-
mine the character of military communities.

Under this alternative, the Congress could in theory
increase DoD's budget to cover the expected payments
to the Treasury, thus giving the department enough re-
sources to provide the same retail system at the same
prices that it does today. Even if the Congress did so,
however, DoD would probably choose to use those
funds for other purposes and pass much the cost of
taxes and capital on to patrons in the form of higher
prices. As in Alternative 3, those price increases would
change the size and focus of DoD's role in retail activi-
ties. The department might place greater emphasis on
convenience stores and services (such as fast food, dry
cleaning, and barbershops) that serve the needs of
members living and working on-base and do not require
subsidies to attract customers. Prices of alcohol and
tobacco might rise to commercial levels, causing sales
of those items to off-base patrons to fall. Except in a
few isolated areas, DoD might prove unwilling to subsi-
dize large retail stores designed to attract off-base cus-
tomers with below-market prices. In addition, with the
playing field between contractors and in-house activi-
ties leveled, DoD might choose to rely on contractors to
operate the retail stores that remained on-base.

This approach would eliminate the incentives that
drive DoD to operate retail activities that are not central
to its military mission. Without requiring the depart-
ment to give up subsidized prices or in-house stores as
a form of compensation, it would encourage DoD to be
objective about their full costs and benefits. As a re-
sult, Alternative 4 offers the largest savings from a so-
cial perspective, while protecting DoD's ability to main-
tain a high-quality force. However, it does not offer the
greatest budgetary savings to either the department or
the federal government. The reason is that as DoD's
role in retail activities declined, off-base stores and the
state and local governments to which they pay taxes
would reap much of the savings. From the perspective

of the federal budget, this option would save much less
than Alternative 2 (a DoD resale authority) and slightly
less than Alternative 1 (the department's current plan).

Selecting an Appropriate
Strategy

Reducing DoD's retail role and increasing its depen-
dence on cash compensation might be undesirable for
many reasons. First, although the gains to society as a
whole would be more than large enough to compensate
all of the people who would lose, there would be no
practical way to make offsetting payments to many of
the losers—including military retirees, workers at DoD
stores, and the private industry that supports the stores.
Second, DoD is trying to cut the costs of its entire infra-
structure in order to free up funds to buy new weapons.
CBO's estimates indicate that from a budgetary per-
spective, DoD could save the most by creating a cen-
tralized resale authority that would capitalize on the
department's retail role rather than reduce it.

Nonetheless, this study finds that the military's jus-
tification for its U.S. retail system—that it is a cost-
effective alternative to cash compensation—is not credi-
ble when the costs that the system imposes outside the
defense budget are taken into account. From a broad
social perspective, DoD's tax-free status and its use of
retail activities to generate revenue for MWR programs
appear to have distorted the focus of a system that was
originally designed to provide necessary articles of con-
venience to service members with limited shopping op-
tions. In addition, DoD's role raises issues that go be-
yond economic efficiency. The most effective military
may be one that is free to focus on its central mission,
rather than one with control of a $14 billion a year re-
tail empire that employs 96,000 civilian workers and
competes with private companies. Those concerns sug-
gest that fundamental changes in the current system—
including possibly altering the tax treatment of DoD's
retail activities and eliminating price subsidies—deserve
serious consideration despite their limitations from a
budgetary standpoint.



Chapter One

Introduction

extensive network of retail stores and con-

sumer services at its military bases for the use
of current and retired service members and their fami-
lies. Those DoD enterprises have annual sales of $14
billion and employ about 96,000 federal workers—one
for each 15 active-duty personnel. Military commissar-
ies, which are similar to civilian supermarkets, account
for $5 billion of those sales. The various stores and
services furnished by the military exchange system ac-
count for the other $9 billion. That system operates
post exchanges (similar to department stores) and also
provides on-base gas stations, furniture stores, florist
shops, optical shops, pet-grooming establishments,
fast-food outlets, liquor stores, and credit card pro-
grams. Based on the value of the goods and services it
sells, DoD runs the 10th largest supermarket chain and
the 12th largest general retail chain in the United
States.

T he Department of Defense (DoD) provides an

According to the department, those enterprises op-
erate primarily to provide a nonpay benefit to current
and retired military personnel by offering access to low-
cost goods and services. (DoD enterprises try to keep
their prices about 20 percent below commercial levels.)
In addition, the department argues, on-base stores fos-
ter a sense of military community and ensure that per-
sonnel at overseas or isolated U.S. bases have access to
adequate shopping facilities. Both DoD officials and
service members view commissaries and exchanges as
integral parts of military compensation and the military
way of life. Service members frequently cite DoD's
retail activities (together with housing and medical
care) as one of their most important nonpay benefits.

Within the United States, DoD's ability to charge
below-market prices comes largely from taxpayer sup-
port—either in the form of Congressional appropria-
tions or in the form of tax exemptions or other indirect
benefits. The extent of that support, and its visibility in
the federal budget, varies. Commissaries receive most
of their taxpayer support through a single appropriation
carmarked for their use. The visibility and size of that
appropriation (almost $1 billion a year) foster continu-
ing debate about the appropriate level of taxpayer
spending on commissaries.

In contrast, the costs of DoD's exchange system are
much less visible. Although the department uses some
appropriated funds to provide support services to the
system, the cost of that support is not consolidated into
a single appropriation account. In addition, many of the
system's costs—including the state and local taxes for-
gone because of its tax-exempt status and the value of
its monopoly over sales of goods and services at mili-
tary bases—do not appear in either the DoD or the fed-
eral budget.

Moreover, the ability of the exchange system to
generate funds for DoD's use often overshadows dis-
cussions of its total cost. The direct and indirect sup-
port that exchanges receive from taxpayers enables
them to charge below-market prices, cover their remain-
ing costs, and still produce over $300 million a year in
net earnings. DoD uses most of those earnings to sup-
port various morale, welfare, and recreation (MWR)
programs that might not otherwise receive federal fund-
ing. It can do that without going through the budget
process or creating federal budgetary outlays because
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its exchanges and MWR programs—unlike commis-
saries—are nonappropriated-fund activities. In other
words, their sales receipts and expenditures are handled
outside the federal budget by so-called nonappropri-
ated-fund instrumentalitics of the Department of
Defense.

Challenges to DoD's Role
in Retail Activities

The U.S. military has a strong interest in the welfare of
its personnel. As long as DoD continues to provide on-
base communities, some government involvement in
retail activities may be both necessary and desirable.
That is especially true in overseas or isolated U.S. loca-
tions, where the private sector, unassisted, might pro-
vide few if any affordable alternatives. But it is also
true at less remote U.S. bases, where DoD, even if it
encouraged private businesses to provide goods and
services, would still have to serve as a landlord with
control over valuable retail sites.

The department's current role, however, goes be-
yond what is required to support its on-base communi-
ties. By offering below-market prices, DoD's on-base
stores attract active-duty personnel, retirees, and reserv-
ists who live off-base and who might more conveniently
shop elsewhere. Moreover, some of the goods and ser-
vices that those stores offer at reduced prices—includ-
ing luxury items, pet grooming, and alcohol and to-
bacco products—appear to have, at most, a tenuous re-
lationship with the department's central mission.

Now may be an appropriate time to reexamine
DoD's role in retail activities. The end of the Cold War
and continuing concern about the federal deficit are lim-
iting defense spending. Yet if DoD is to maintain the
size of its forces, it must find money within its limited
budget to procure new weapons. Under the leadership
of Secretary William Cohen, the department is seeking
to cut its infrastructure and costs by shifting tasks to
the private sector where appropriate. Some analysts
suggest that DoD could achieve part of the needed sav-
ings by reducing its role in retail activities. Moreover,

other changes brought on by the end of the Cold War—
including fewer service members stationed overseas and
longer average tours of duty in the United States—
might aid a reduction in DoD's role. If the department
decides to provide less on-base housing, and if military
families become more integrated with civilian commu-
nities, the value of separate, on-base shopping facilities
1s likely to decline.

Some changes are already under way, and others
are being considered. In October 1996, the Clinton
Administration designated the Defense Commissary
Agency as the federal government's first performance-
based organization (PBO). As a PBO, the agency
hopes to obtain waivers and legislation freeing it from
costly government acquisition rules and personnel prac-
tices. DoD is also studying how much it could save by
consolidating the three separate exchange systems run
by the Army and Air Force, the Navy, and the Marine
Corps. And in the past year, two independent study
groups of the Defense Science Board have issued re-
ports recommending that DoD contract with private
grocers to run its commissaries.

Objectives of This Analysis

This Congressional Budget Office study examines the
strengths and weaknesses of commissaries and ex-
changes as a way to compensate service members and
to ensure that personnel living overseas or in isolated
U.S. locations have access to U.S. goods. It also looks
at the costs and benefits of alternative ways to meet
both of those goals.

The study does not specifically examine DoD's
commercial-style MWR facilities (movie theaters, golf
courses, clubs, hotels, and bowling alleys), although
many of the options considered for commissaries and
exchanges might apply to them as well. However, the
study does analyze some of the strengths and weak-
nesses of using nonappropriated-fund instrumentalities
to control and allocate government resources. That
analysis applies to all nonappropriated-fund activities,
both MWR programs and exchanges.



Chapter Two

The Commissary System

ates just over 300 commissaries, or military

grocery stores, throughout the world. Commis-
saries are a traditional part of military life, with roots
that can be traced to the Civil War. Approximately 10
million people are eligible to shop in Department of
Defense commissaries. Among those with unlimited
shopping privileges—about 8 million people in all—are
active-duty personnel, military retirees, DoD civilians
living overseas, and the family members of those three
groups. Members of the Selected Reserve and their
families—about 2 million people—also have access to
commuissaries, but they are limited to 12 visits per year.
Commissaries have many strong supporters, including
DoD's senior leadership, associations of active and re-
tired military personnel, commissary employees, mili-
tary food brokers and distributors, and manufacturers
of brand-name foods.

T he Defense Commissary Agency (DeCA) oper-

According to DoD policy, the primary purpose of
commissaries is to provide a nonpay benefit to current
and retired military personnel. In addition, commissar-
ies foster a sense of military community and ensure that
service members overseas have access to familiar U.S.
goods. (In some foreign locations, commissaries are
the only accessible and affordable source of U.S. brand-
name products that service members have.) Within the
United States, both retirees and active-duty personnel
place a high value on access to commissaries. In a re-
cent survey by DeCA, patrons identified commissary
privileges as their most important nonpay benefit.

According to the agency's most recent estimates, a
dollar spent in a commissary in the United States buys
the same market basket of goods as $1.40 spent in a

commercial supermarket. Although that estimate is
subject to dispute, there is no doubt that commissary
prices are substantially lower than commercial prices
for the same goods.

One reason commissaries can offer low prices is
that three-fourths of their operating costs are covered
by Congressional appropriations rather than by sales
receipts. Commissaries sell products at the wholesale
cost plus a 5 percent markup. That markup, known as
the commissary surcharge, pays the cost of capital in-
vestment, utilities at U.S. stores, and some supplies
(such as paper bags and cash register tapes). Appropri-
ations cover the cost of labor and contract services,
transportation, and utilities overseas. In 1995, DeCA
sold goods with a wholesale cost of $5.4 billion, col-
lected surcharges of almost $300 million, and received
about $1 billion in appropriated funds.

Questions About the Costs
and Benefits of DoD
Commissaries

DoD maintains that the nonpay benefit provided by
commussaries 1s a cost-effective alternative to providing
more cash compensation. In an effort to demonstrate
that, DeCA compares the annual appropriation for
commissaries with its estimate of customers' savings.
For a cost of about $1 billion a year in appropriated
funds, commissaries sell groceries with a wholesale
value of $5.4 billion. At commercial U.S. prices, those
groceries have a value of about $7.4 billion, according
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to DeCA. Thus, the argument goes, each taxpayer dol-
lar provides $2 worth of noncash compensation to mili-
tary personnel.'

That argument is not persuasive to outside analysts,
who have repeatedly questioned the cost-effectiveness
of maintaining a government-subsidized chain of super-
markets in the United States. From an economic stand-
point, there are a number of compelling reasons why
commissaries—despite their undoubted value to service
members—are unlikely to be as cost-effective as cash

payments.

First, the supermarket industry in the United States
is fiercely competitive. Regional chains are forced to
use labor and capital efficiently to stay in business. It
is improbable that a government agency, paying civil
service wages and operating a chain of stores of various
sizes dispersed throughout the country, could provide
comparable service at a substantially lower cost.

Second, economic theory says that price subsidies
—such as the ones that commissaries offer by selling
goods for less than the cost of providing them—distort
consumer choices and lead to inefficient outcomes. (A
diagram illustrating this widely accepted economic
principle is included in Appendix A.) Commissary cus-
tomers buy goods as long as the value that they place
on the goods exceeds the price. But because the price
of subsidized commissary goods is less than the cost of
providing them, the value that customers place on them
is also frequently less than that cost. That argument
implies that commissaries charging below-market
prices would not be as cost-effective as cash compensa-
tion even if they could provide the same services at the
same cost as private supermarkets.

Third, the value of commissaries to taxpayers is not
the same as their value to customers. Because DoD
cannot target commissary benefits to those pay grades
and skills that it most needs to retain, the value to tax-
payers of using commissary benefits as a tool for re-
cruiting and retaining military personnel is likely to be
less than the value to commissary customers.

1. DeCAusually cites $1.60 in benefits for each dollar of appropriations.
However, that estimate is based on 1992 survey results indicating that
a dollar spent in commissaries could purchase the same amount as
$1.30 spent in civilian supermarkets. In DeCA's 1996 price survey,
that figure rose to $1.40. :

Those arguments indicate that DoD's analysis of
commissary benefits understates costs, overstates bene-
fits, or both. By taking a closer look at the commissary
system in the United States and overseas—who uses it,
how much they gain from it, and how commissaries
differ from civilian supermarket chains—this study
seeks to provide a clearer picture of commissary bene-
fits and costs.

Taking a closer look at the commissary system
could also change the nature of the debate on commis-
saries. Specifically, it could lead analysts to ask
whether the disadvantages of commissaries as a form of
compensation are sufficient to outweigh the transition
costs, loss of tradition, disrupted expectations, and low-
ered morale that could result from any fundamental
change in the current system. Military tradition and the
losses that change would impose on some individuals
and groups in the short run may be underlying reasons
for DoD to support today's commissary system. Those
are realistic concerns that need to be acknowledged.

Commissary Patrons and Sales

DeCA's 1995 sales of $5.4 billion make it the nation's
10th largest supermarket chain.> However, the value of
commissaries as a way to attract and retain a high-qual-
ity military force depends not just on their total sales
but also on the distribution of those sales between ser-
vice members in the United States and overseas, and
among active-duty personnel, reservists, and retirees.

Patrons and Sales in the United States

The 223 commissaries in the United States, with sales
of $4.6 billion, accounted for about 84 percent of total
commissary sales in 1995. Military retirees and their
families spent the majority of that $4.6 billion. Accord-
ing to a DeCA survey, retirees made 54 percent of the
purchases and accounted for 48 percent of the patrons
in U.S. commissaries in 1993 (see Figure 1). Retirees
and reservists account for a higher percentage of sales

2. "Demographic Section," Exchange and Commissary News, vol. 33,
no. 10 (October 15, 1996), p. 86.
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than of shoppers because their average purchases are
larger. Active-duty personnel, who usually live closer
to the commissary, typically shop more frequently but
make smaller purchases.

DeCA does not routinely track sales by type of pa-
tron. But cuts in the size of the U.S. military since the
end of the Cold War have probably significantly re-
duced the percentage of sales going to active-duty per-
sonnel. Based on changes in the number of active, re-
tired, and reserve personnel living in the United States,
the Congressional Budget Office (CBO) estimates that
active-duty service members and their dependents were
responsible for 36 percent of U.S. commissary sales in
1995, down from 41 percent in 1991. (Those estimates
assume that the per capita use of commissaries by each
type of personnel did not change.)

Figure 1.
Distribution of Commissary Patrons and
Sales in the United States, 1993 (In percent)

Patrons

Active-Duty
Personnel
(47)

Reserves

(5

Retirees
(48)

Sales

Active-Duty
Personnel
(39)

Reserves
(7)

Retirees
(54)

SOURCE: Congressional Budget Office based on data from the
1993 Patron Demographic Survey, a survey of 5,000
patrons at 28 U.S. commissaries conducted by the De-
fense Commissary Agency's Office of Strategic Plan-
ning and Analysis.

Figure 2.
Number of Active-Duty and Retired Military
Personnel, 1960-1995
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SOURCE: Congressional Budget Office based on Department of
Defense, Washington Headquarters Services, Director-
ate for Information Operations and Reports, Selected
Manpower Statistics, Fiscal Year 1995, DIOR/MO1-95
(1995).

a. Also includes families receiving survivor benefits.

Moreover, long-term trends in the number of retir-
ees and active-duty personnel suggest that the percent-
age of sales made to retirees has increased gradually
since at least the early 1960s. Retirees now outnumber
active-duty service members (see Figure 2). By con-
trast, there were relatively few military retirees when
the modern commissary system began at the end of
World War II.

Based on DoD's projections of the future active,
reserve, and retired populations, active-duty personnel
and their dependents could account for just 34 percent
of U.S. commissary sales by the end of the decade.
Whether that actually occurs, however, will depend in
part on DoD policies and Congressional actions. Be-
cause low tobacco prices have traditionally attracted
many retirees to military bases to shop, DoD's recent
decision to raise the price of tobacco in commissaries
could reduce the share of sales to retirees (and thus in-
crease the share to active-duty personnel). By contrast,
if the Congress adopts proposals to grant unlimited
shopping privileges to reservists or to extend commis-
sary privileges to DeCA employees, the share of sales
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Table 1.

Distribution of U.S. Commissary Sales, Active-Duty Personnel,
and Military Compensation, by Grade, 1993

Percentage of U.S.
Commissary Sales to

Percentage of

Active-Duty Personnel Percentage of Regular Military

Grade and Their Families Active-Duty Force Compensation
Junior Enlisted (E-1 to E-4) 16 46 32
Senior Enlisted (E-5 and above) 62 40 43
Warrant Officer 2 1 1
Junior Officer (O-1 to O-3) 9 8 11
Senior Officer (O-4 and above) -1 5 13
All Active-Duty Personnel 100 100 100

SOURCE: Congressional Budget Office based on data from the Department of Defense.

to active-duty personnel could fall below 34 percent. In
addition, DoD's policy of keeping commissaries open
that serve as few as 100 active-duty members (even on
bases closed as part of the base realignment and closure
process) might increase the share of sales made to re-
servists and retirees rather than active-duty personnel.

In theory, the knowledge that they will be eligible
for commissary benefits after retirement could encour-
age high-quality personnel to join and remain with the
military. However, empirical evidence suggests that
when young service members make career decisions,
they focus on current compensation and heavily dis-
count the value of deferred benefits.> That outlook is
particularly likely for commissary benefits, since their
future value depends on uncertain factors, such as a
person's future family status and proximity to a com-
missary. As a result, DoD's inability to target commis-

3.  Estimates of discount rates typically range from 10 percent to 20 per-
cent for enlisted personnel at the ages when they might be making
career decisions. See Matthew Black, "Personal Discount Rates: Esti-
mates for the Military Population," in Department of Defense, Fifth
Quadrennial Review of Military Compensation, vol. IB, Supporting
Appendixes to Uniformed Services Retirement System (January
1984), Appendix I, Attachment 3.

sary benefits toward active-duty personnel may have a
serious impact on the cost-effectiveness of commissar-
ies as a form of noncash compensation.

The military is also limited in its ability to target
commissary benefits toward service members in pay
grades and occupations where it needs higher retention,
or toward people who might otherwise experience eco-
nomic hardship. Senior enlisted personnel and officers
are among the groups most likely to have families and
least likely to rely on DoD dining facilities. Accord-
ingly, they account for a disproportionate share of com-
missary sales. For example, senior officers (grade O-4
and above) accounted for 5 percent of active-duty mili-
tary personnel in 1993 but 11 percent of commissary
sales to active-duty members (see Table 1). By con-
trast, junior enlisted personnel (grade E-4 and below)
accounted for 46 percent of the active-duty force but
only 16 percent of commissary sales to active-duty
members. (That is equivalent to just 6 percent of total
commissary sales.) Although the number of junior en-
listed personnel who are eligible for food stamps is
sometimes cited as a justification for commissaries,
DoD has no way to target commissary benefits toward
that group.
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DoD's surveys of spending patterns show that mili-
tary families in the United States typically use commis-
saries for about 60 percent of their purchases of the
goods that commissaries sell.* CBO estimates that the
houscholds of senior active-duty officers spent an aver-
age of $2,300 in commissaries in 1995, those of senior
enlisted personnel spent $2,000, and those of junior
officers spent $1,200. Households of junior enlisted
personnel spent an average of just $500 (many junior
personnel are single and eat in dining halls).> But even
though senior officers spend more in commissaries,
senior enlisted personnel may be more likely to consider
commissary benefits an important aspect of their total
military compensation, since their share of sales far
outweighs their share of military pay.

Patrons and Sales Overseas and
at Isolated U.S. Bases

Commissaries may be a much more cost-effective form
of compensation overseas than in the United States.
Part of the reason is that most of DeCA's overseas sales
are made to active-duty service members and their fam-
ilies. In DeCA's European stores, for instance, active-
duty personnel and their dependents make up 73 per-
cent of commissary patrons. Retirees account for 10
percent of patrons, and DoD civilians and others—in-
cluding personnel of the North Atlantic Treaty Organi-
zation—account for the remaining 17 percent.®

Higher prices for U.S.-style goods in foreign stores,
unfamiliar labels, and problems resulting from lan-
guage and cultural differences help explain why mili-
tary families living overseas rely more on commissaries
than families in the United States do. In the United
States, commissary sales to active-duty members and
their dependents average about $500 per person per
year. In overseas locations, the equivalent figure is

4. Based on Department of Defense, Defense Manpower Data Center,
Continental United States (Conus) Living Pattern Survey (1993).

5. CBO's estimates are based on the proportion of U.S. commissary sales
going to those groups (as reported in DeCA's 1993 Patron Demo-
graphic Survey), on total U.S. commissary sales in 1995, and on the
number of those personnel stationed in the United States in 1993,

6. Those estimates are based on 1995 survey data collected as part of
DeCA's Customer Service Evaluation System. Active-duty personnel
in overseas locations, like those in the United States, may account for a
greater percentage of patrons than of sales.

about $1,300 per eligible patron (active-duty personnel,
DoD civilians, military retirees, and all of their family
members).’

Although commissaries remain very important to
military families overseas, the drawdown in U.S. troops
since the end of the Cold War has reduced the size of
the overseas commissary system relative to that of the
U.S. system. Between 1989 and 1995, the share of
commissary sales made outside the United States de-
clined from 20 percent to 16 percent. Moreover, the
roughly $800 million in overseas sales in 1995 were
concentrated in a few countries: stores in Germany ac-
counted for almost 37 percent, and stores in Japan,
South Korea, Italy, the United Kingdom, Guam, Puerto
Rico, and Panama accounted for another 55 percent.

In the United States, some commissaries are lo-
cated in isolated areas where patrons might not other-
wise have access to convenient, reasonably priced gro-
ceries. However, the number appears to be very small.
Data provided by DeCA indicate that in 1995, just
seven bases with commissaries (Crane, White Sands,
Dugway, Sierra, Camp Merril, Fallon, and Ft. Irwin)
did not have a commercial supermarket within 10
miles.® Sales at those seven commissaries totaled $23
million in 1995, about one-half of one percent of all
U.S. commissary sales. Although DoD may need to
ensure that goods are available in such locations, that
requirement does not provide a credible rationale for
the entire commissary system.

Implications of the Usage Patterns

The high proportion of retirees among U.S. commissary
patrons, and the relatively small proportion of total
sales made overseas or at isolated U.S. bases, high-
lights the fact that commissaries are not a benefit that

7. Partof the difference between the U.S. and overseas figures may result
from black-market activities. For example, DoD estimates that be-
tween 10 percent and 15 percent of the sales made by military stores in
South Korea go to black marketeers. See Karen Towers, "Beer Sales
Will Be Limited in South Korea," Air Force Times, May 26, 1997,
p. 23.

8. The Defense Commissary Agency sometimes includes costs and sales
at 17 isolated U.S. bases with costs and sales overseas. However, the
list of isolated bases that it uses for that purpose was compiled by DoD
based on access to recreational facilities rather than access to grocery
stores.
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can easily be targeted toward groups for whom reten-
tion or morale is a problem. Because of that lack of
flexibility, the value of commissaries to taxpayers may
be much less than their value to patrons. In particular,
the rising percentage of sales going to retirees and the
declining percentage going to military personnel over-
seas may be reducing the cost-effectiveness of commis-
saries as a tool to attract and retain a high-quality force.

Uncertainty about who benefits from the stores and
lack of control over those benefits distinguish commis-
saries from other forms of military compensation. A
brief review of the history of the commissary system
shows that DoD only recently adopted the position that
commissaries are a cost-effective form of compensa-
tion.

Past and Present Rationales
for Commissaries

The roots of military commissaries go back to the Civil
War. But the commissary system as it exists today—a
large network of full-service grocery stores designed to
serve families rather than to meet the needs of single
troops—did not emerge until shortly after World War
II. During the 1950s and 1960s, DoD took on the re-
sponsibility of providing on-base communities (com-
plete with housing and shopping opportunities) to serve
a large enlisted force of married personnel. Commis-
sary sales, adjusted for inflation, rose from $1.5 billion
in 1954 to over $7 billion in 1972—an increase of more
than 300 percent (see Figure 3).

Despite the rapid growth of the commissary sys-
tem, DoD's stated policy during that period was to pro-
vide commissaries only where local grocery stores were
not convenient, adequate, or affordable. That policy
reflected direction provided by a subcommittee of the
House Committee on Armed Services during hearings
in 1949. According to Congressman Philbin, the Chair-
man of that subcommittee:

The whole theory of the commissary privilege
... was originally to give it to the people who
were at isolated stations who did not have the
benefit of metropolitan sales. That is the
whole theory and the only justification for it. It

Figure 3.
DoD Commissary Sales Worldwide, 1954-1995
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SOURCE: Congressional Budget Office based on data from the
Department of Defense.

was never intended that the Government
should go in the business of providing for its
personnel where they have the privilege and
opportunity to go to a private place to buy. It
was intended on account of the remoteness of
stations to accommodate them.®

Each year between 1953 and 1974, the Secretary of
Defense certified to the Congress that commercial
stores were not adequate, convenient, or reasonably
priced in every location that had a DoD commissary.'
But as the U.S. supermarket industry expanded and the
civilian communities near military bases grew, the no-
tion that DoD provided commissaries only in isolated
arecas—and thus did not compete with private grocery
stores—gradually lost credibility. In 1975, a study by
the General Accounting Office examined 27 urban
commissaries and found that each one had at least four
grocery stores within five miles of it."" In addition, the
study found that DoD had never closed a commissary
on the grounds that convenient, adequate, and reason-

9. Quoted in General Accounting Office, The Military Commissary
Store: Its Justification and Role in Today's Military Environment,
FPCD-75-88 (May 21, 1975), p. 1.

10. That certification process is discussed in General Accounting Office,
Information on Commissary Store Operations, FPCD-75-132
(March 19, 1975).

11.  General Accounting Office, The Military Commissary Store.
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ably priced commercial alternatives had become avail-
able nearby.

Growth in the amount of appropriated funds needed
to pay for the commissary system, together with doubts
about DoD's rationale for maintaining commissaries in
the United States, has periodically brought recommen-
dations that the department either close its U.S. com-
missaries or make them self-supporting. In 1967, a
DoD study group (the First Quadrennial Review of Mil-
itary Compensation) advocated that commissaries rely
on receipts from patrons to pay all of their costs. In the
1970s, President Ford supported a similar recommen-
dation. In 1983, the Privatization Task Force of the
President's Private Sector Survey on Cost Control (the
Grace Commission) recommended having private firms
manage commissaries.

None of those proposals were adopted. As the
commissary system became more established, the Con-
gress's initial concern about protecting private grocers
from government competition shifted to an emphasis on
protecting the benefits that commissaries provide. One
of the few lasting results of those proposals was DoD's
adoption in 1987 of a new policy on the purpose of
commissaries. It stated:

The Department of Defense operates commis-
saries as an integral element of the military pay
and benefits system. . . . They are a proven,
efficient method of compensating military per-
sonnel. The savings offered by well-managed
commissaries provide significant noncash ben-
efit to military personnel at lower cost than
cash pay equivalents.'?

According to the new policy, commissaries were to
be viewed as part of the military compensation package
rather than as a substitute for private stores in isolated
arcas. That represented a significant departure from the
view offered by the First Quadrennial Review 20 years
earlier: that commissaries could not be considered part
of the military compensation package because of uncer-
tainty about who they benefited and lack of uniformity
in the allocation of those benefits.

12. Department of Defense, Assistant Secretary of Defense for Force Man-
agement and Personnel, Armed Services Commissary Regulations,
Directive 1330.17-R (April 1987), p. 5-1.

DoD's new policy also emphasized that commissar-
ies served to "foster and maintain a sense of military
community" and contributed to "a sense of confidence
among military personnel that their families are cared
for by the military institution.""® In the view of some
military personnel, the emphasis on military community
was a straightforward and perhaps overdue recognition
of what had—in fact, if not in formal policy—always
been an important underlying justification for commis-
saries. Other rationales that are frequently cited include
the need to support families overseas with U.S. goods,
the need to help junior enlisted families who have lim-
ited resources, and the view that change would be unfair
to people who served in the military in the expectation
that they would receive commissary benefits throughout
their lifetime.

Although clearly commissaries continue to exist for
many reasons, DoD's primary justification for the sys-
tem today is that commissaries are a cost-effective form
of compensation. That view deserves close scrutiny.
How can the benefits enjoyed by the various types of
patrons be measured? How do those benefits in turn
help DoD maintain a high-quality military force? And
what are the costs of commissaries to taxpayers”?

Measuring Commissary
Benefits

DoD's cost-benefit analysis assumes that the benefits
that the system provides to taxpayers who are con-
cerned about maintaining a high-quality military force
equal the total savings that patrons receive on their gro-
cery bills. One weakness of that approach was noted
earlier: it overlooks the importance that the distribution
of benefits among different groups of patrons has for
the military's ability to retain a high-quality force. Two
additional weaknesses are discussed below. The first is
that price surveys may overstate the amount that com-
missary customers save on their grocery bills. The sec-
ond is that the benefits that customers get from low
commissary prices are not the same as their financial
savings on grocery costs.

13. Ibid, p. 4-1.
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Financial Savings to Patrons

Because commissaries receive appropriations and are
exempt from state and local sales and excise taxes, they
can sell brand-name products at significantly lower
prices than civilian supermarkets can. Those low prices
explain why commissaries are one of the military's most
valued nonpay fringe benefits. As General Beale, the
director of the Defense Commissary Agency, put it: "If
low prices ever drop out of the number one position in
terms of likes or reasons why people use the commis-
sary, then we all ought to start looking for a new line of
employment because that's what makes the commissary
special "

Commissary Prices in the United States. Commis-
sary prices are clearly lower than supermarket prices for
similar goods, although the exact percentage difference
is uncertain. According to a 1996 survey funded by
DeCA, people who buy a typical market basket of
goods in a U.S. commissary can expect to save 29 per-
cent from the cost (including sales tax) of those same
goods in a commercial supermarket.'” (Expressed dif-
ferently, that means a typical basket of goods costing
$100 in a commissary would cost $140 in a civilian
supermarket.) That 29 percent savings estimate is sub-
stantially higher than DeCA's 1991 estimate of 23 per-
cent savings.

Given what is known about the operating costs of
commercial supermarkets, however, it is unclear
whether savings can indeed be as large as 29 percent.
In conventional supermarkets, the average gross margin
(the difference between retail sales and the wholesale
cost of the goods sold, expressed as a percentage of
retail sales) was approximately 24 percent in 1995.
That figure has been relatively stable in recent years,
ranging between 22 percent and 24 percent since 1988.
DeCA's prices equal the wholesale cost of goods plus a
5 percent surcharge that is roughly equivalent to the
average sales tax paid by shoppers in commercial su-
permarkets. Thus, the only way DeCA could consis-

14. Quoted in Cathy Riddle, "Surprise! Low Prices Top Commissary Sur-
vey," Military Market (Fall 1994).

15. Defense Commissary Agency, /996 Market Basket Comparison
Study (prepared by Wirthlin Corporation, March 1996).

tently offer savings that were greater than the commer-
cial gross margin would be if it were able to buy goods
at a lower cost than commercial stores do.'

That lower cost would have to be substantial. The
24 percent average gross margin reported by commer-
cial stores reflects many high-margin activities that
were not included in DeCA's 1996 price survey—such
as florists, bakeries, delis, salad bars, and sales of
private-label (as opposed to brand-name) goods.
Private-label products, which account for 20 percent of
supermarket sales, combine a high markup for the store
with a low price for consumers (see Box 1). CBO esti-
mates that the average industry markup on the basket of
goods used in DeCA's price survey would be about 22
percent. In order for DeCA to offer savings of 29 per-
cent compared with commercial retail prices, it would
have to negotiate wholesale prices that were, on aver-
age, 9 percent below those paid by commercial super-
markets.

DeCA is not subject to the Robinson-Patman Anti-
Discrimination Act, which governs fair-trade practices.
Thus, vendors can legally offer it lower prices than they
do to other buyers. However, with the exception of to-
bacco companies (which have historically sold tobacco
products to DoD at prices below those charged to other
buyers), CBO has found no evidence that vendors in
fact do so. In some cases, DeCA may face higher
prices than commercial supermarkets because of the
extra services that it asks suppliers to provide (such as
shelf stocking and daily deliveries to stores) and be-
cause of the need to support a system of brokers who
specialize in the military market.

CBO's best estimate of the price differential be-
tween commissaries and commercial stores is 20 per-
cent (although actual savings might be either higher or
lower). That estimate equals the commercial margin on
the categories of brand-name goods included in DeCA's
market basket, adjusted downward by 2 percent to ac-
count for the cost of the workers (known as baggers)
whom commissary patrons pay to bag and transport

16. The costs of operating commissaries are not reflected in the prices that
DeCA charges. As a result, the efficiency with which DeCA manages
its stores—apart from its success in negotiating prices with its suppli-
ers—does not affect the level of savings that patrons receive.
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Box 1.
The Absence of Private-Label Goods in Commissaries

Unlike most civilian supermarket chains, commissaries
do not offer private-label goods (a category that includes
items bearing store labels rather than nationally adver-
tised brand names). Private-label goods account for an
increasing share of civilian supermarket sales—around
20 percent in 1995. Typically, those goods are priced
about 30 percent below brand-name products. That
makes them particularly attractive to families with lim-
ited budgets. And despite their low retail price, sales of
private-label goods are also attractive to supermarkets.
Because the wholesale cost of such goods is only about
half that of brand-name products, supermarkets earn a
higher margin (the difference between the retail and
wholesale price as a percentage of the retail price) on
private-label sales.

Military exchanges have found that private-label
goods such as clothing, health and beauty aids, and ba-
sic household items are very appealing to their price-
conscious customers. In one combined commissary and
exchange store overseas, the Army and Air Force Ex-
change Service's in-house brands, sold at the exchange
markup, compete well against brand-name merchandise
sold at the lower commissary markup.

How much could patrons save on their grocery bills
if the Defense Commissary Agency (DeCA) sold
private-label goods? The Congressional Budget Office
estimates that DeCA, with its 5 percent markup, now
offers average savings of 20 percent on brand-name
goods. But with that same markup, it could sell private-
label products for 60 percent less than commercial retail
prices for brand-name goods, 50 percent less than com-
missary prices for brand-name goods, and 40 percent
less than commercial prices for private-label goods.

If DeCA offered private-label products, and if 20
percent of the items in a typical market basket were pri-
vate label, the grocery bills of commissary patrons
would decline by 10 percent. That figure may overstate
the true benefits to patrons, however, because private-
label goods may be worth less than brand-name goods
in the eyes of consumers. The average price difference

between brand-name and private-label goods in civilian
supermarkets is 30 percent. If that difference is an in-
dex of the relative value of private-label products to
consumers, the net gain to commissary patrons would be
equivalent to savings of about 7 percent. Given annual
commissary sales of $5.4 billion, that would amount to
savings of around $400 million a year. Those figures
are not exact. But because purchases of private-label
goods would be entirely voluntary, providing such
goods could only increase the welfare of service mem-
bers by increasing the choices available to them.

Why does DeCA not offer private-label products?
Part of the answer may lie in the extra services that it
demands from its vendors. Private-label goods are less
profitable for vendors than brand-name goods. As a
result, vendors selling private-label goods might not be
able to offer services (such as daily delivery of merchan-
dise to stores and shelf stocking) that DeCA is used to.
To accommodate those vendors, DeCA might have to
pay somewhat higher wholesale prices for private-label
goods than civilian stores do. Another problem is that,
under current law, DeCA would have to use competitive
procurement procedures to buy private-label goods, in-
stead of the simplified procurement rules it follows to
buy brand-name goods. (Military exchanges, as nonap-
propriated-fund activities, can already purchase private-
label products in the same way as brand-name ones.)
The risks associated with using simplified purchasing
rules for either type of product are relatively small, how-
ever, because customers will not buy items that are not
competitive in quality and price.

Political pressure may also be a factor. DeCA ben-
efits from its close relationship with trade associations
whose members—brand-name vendors, brokers, and
distributors—lobby vigorously in support of the com-
missary system. The members of those associations
would be harmed by the introduction of private-label
goods in commissaries. DeCA's failure to provide such
goods could be an example of conflict between the wel-
fare of the military's retail activities and the welfare of
service members.
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their groceries to their car.'” CBO's estimate implicitly
assumes that the wholesale price of brand-name goods
(other than tobacco) 1s the same for DeCA as for other
retailers.'®

That estimate appears to be closer to customers'
perceptions of commissary savings than is DeCA's 29
percent figure. Although results vary depending on the
specific poll, commissary patrons have frequently indi-
cated that they perceive lower savings than market-
basket comparisons suggest. A 1994 poll of commis-
sary customers by Airman magazine found that 12 per-
cent of patrons thought they saved less than 10 percent,
51 percent thought they saved between 10 percent and
20 percent, and only 36 percent thought they saved at
least 20 percent.'?

What explains the large discrepancy between
DeCA's reported savings on the one hand and industry
margins and customer perceptions on the other hand?
Weaknesses in the design of DeCA's price survey may
be one factor. For example, the contractor conducting
the survey selects the goods for comparison from lists
of DeCA's best-selling items. As a result, most com-
missary items have a zero probability of being included
rather than a probability that reflects their actual sales.

Perhaps more important, the market-basket survey
approach involves comparing the price of a specific
basket of goods in commissaries at a single point in
time with the average price in nearby supermarkets.
That approach overlooks the fact that consumers tend
to buy more of items when they are on sale. Civilian
supermarkets rely on sales as an important marketing
tool. Shoppers frequently stock up on nonperishable
items during sales and also adjust their weekly menus
to take advantage of specials on specific cuts of meat or
types of produce. Some consumers may go out of their

17. The use of baggers is discussed in greater detail on page 15. In the
past, DeCA has estimated that if it was responsible for paying baggers,
it would need to levy a 2 percent service charge. See Robyn Chumley,
"Shoppers Speak Out," Airman (December 1994), p. 47.

18. In estimating the overall price differential, CBO used DeCA's esti-
mates of savings for tobacco products because commissaries' immunity
from excise taxes and the low wholesale prices that cigarette manufac-
turers charge them result in savings that exceed the industry margin.
CBO also used DeCA's estimates for produce. The cost of produce to
commissary patrons includes some losses from spoilage, which may
help explain why DeCA's reported savings on produce are below the
industry margin.

19. Chumley, "Shoppers Speak Out."

way to shop at a store that 1s advertising an attractive
special. Those shopping patterns, which affect the
prices that consumers typically pay for different goods,
are automatically reflected in industry margins but are
not captured in market-basket comparisons.”

Although DeCA appears to overestimate the finan-
cial savings that commissaries offer service members in
the United States, those savings are still substantial.
Based on CBO's 20 percent estimate, commissary sales
in the United States provided current and former service
members with over $1.1 billion in financial savings in
1995 About $400 million of that went to the families
of active-duty personnel and about $700 million to the
families of retirees and reservists. Moreover, those es-
timates do not include the value of overseas commis-
sary sales.

Commissary Prices Qutside the United States. In
addition to serving as a source of familiar U.S. prod-
ucts, commissaries at DoD's overseas bases offer goods
at lower prices than nearby supermarkets. That is true
even though DeCA estimates that prices are about 9
percent higher, on average, in overseas commissaries
than in U.S. commissaries.”

A 1993 survey by the U.S. Department of Agricul-
ture compared food prices in cities around the world.?
Although the survey results were based on a limited set
of goods, restricted to capital cities, and subject to fluc-
tuation with exchange rates, they give some idea of how

20. Tothe extent that stocking up on items, adjusting menus, and shopping
in multiple stores impose costs on consumers, the savings on grocery
bills that such practices permit overstate the benefit that customers
receive. Commissary patrons benefit from “everyday low prices" with-
out engaging in those practices. Nonetheless, they are appropriate to
consider in a discussion of the financial savings to commissary patrons.
Moreover, industry margins reflect those practices only to the extent
that they are normal shopping behavior.

21. If savings are 20 percent of commercial prices, each dollar spent in a
commissary saves customers 25 cents. U.S. sales of $4.6 billion times
0.25 equals $1.15 billion.

22. Overseas commissaries sell goods at the wholesale cost (excluding
transportation charges) plus a 5 percent surcharge. But price differ-
ences between U.S. and overseas commissaries arise for such items as
tobacco (which is less costly overseas because no federal excise taxes
are paid), perishable items (which DeCA frequently buys locally), and
soda (which is more costly in Europe because DeCA buys it from ex-
changes at a price 5 percent below the exchanges' retail price).

23. Larry Traub, "Time Worked to Earn Value of Food Varies Widely
Around the World," Food Review, U.S. Department of Agriculture
Economic Research Service, vol. 17, no. 3 (September-December
1994).
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commissary prices appear to service members com-
pared with local prices. Allowing for the difference
between overseas commissary prices and U.S. commer-
cial prices, the results of the survey suggest that a mar-
ket basket costing $100 in an overseas commissary
(and $120 in a Washington, D.C., supermarket) would
cost about $130 in a supermarket in London, $150 in
Bonn, $160 in Rome, $190 in Seoul, and $380 in

Tokyo.

Surprisingly, though, the price difference between
commissaries and local stores (as well as between mili-
tary exchanges and local stores) is not always an advan-
tage for U.S. service members living overseas. The
reason is the way DoD calculates the cost-of-living al-
lowances (COLAs) that it uses to compensate military
personnel stationed overseas for differences between
U.S. and local prices. The size of the COLA in each
overseas location reflects the relative quantities of local
goods and commissary and exchange goods that service
members stationed there typically choose to buy. But
that mix can be skewed if large price differences be-
tween local stores and commissaries make local goods
appear unreasonably costly and encourage service
members to limit their shopping to commissaries. As a
result, the COLAs based on that mix may be so small
that they make it difficult to shop in local stores.?*

The interaction between DoD prices and COLAs
may not be a problem in places where local shopping
opportunities are unattractive because of the nature of
the stores or the products available. But a large per-
centage of U.S. service members in Europe live near
urban communities that have attractive, modern super-
markets offering a wide array of goods. Even there, the
COLA system can in effect trap military personnel into
shopping at small commissaries that may offer no more
than 2,000 separate items. The disadvantages of feel-
ing limited to on-base shopping are likely to grow as
the integration of European markets increases the sup-
ply and variety of international and U.S. brand-name
goods in European stores. Rather than augmenting the
shopping opportunities that the local economy and an
adequate COLA would offer, commissaries and ex-
changes with low prices may be reducing the COLA
and restricting shopping alternatives. Paradoxically,

24. In the early 1990s, depreciation of the dollar relative to the yen en-
couraged U.S. service members in Japan to rely more on commissaries
and exchanges. As a result, COLAs in Japan actually fell.

the service members whose COLAs are most affected
by this problem (those people living in communities
where local prices are much higher than commissary
prices) are likely to be the ones who value their com-
missary benefits most highly.

Price comparisons and estimates of savings on gro-
cery bills are at best a starting point from which to try
to estimate the value of commissaries to patrons. In
those overseas locations where shopping is unattractive
and familiar brand names are unavailable, price com-
parisons seriously understate the benefits that commis-
saries provide. In the United States, where low prices
are the commissaries' main selling point, estimates of
financial savings are likely to overstate the value that
customers place on their commissary privileges.

Differences Between Commissaries
and Civilian Supermarkets

Active-duty families in the United States buy about 40
percent of their groceries in stores other than commis-
saries, which is evidence that the benefits of commis-
sary shopping cannot be measured simply by savings
on grocery bills. Although families could save more by
spending another dollar in the commissary, the fact that
they choose not to demonstrates that the last dollar
spent in a commissary yields no more benefit than the
last dollar spent in a commercial store. (If the benefit
was greater, families would shift more of their pur-
chases t